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PREFACE

On July 4, 2025, President Trump signed Pub. L. No. 119–21, titled “An Act to provide 
for reconciliation pursuant to title II of H. Con. Res. 14,” and popularly known as The 
One Big Beautiful Bill Act (the “OBBBA”). The OBBBA made significant changes to the 
provisions of the Internal Revenue Code, many of which are effective for the 2025 taxable 
year. Some changes made by the OBBBA, however, are effective beginning on a specific 
date during the 2025 taxable year or in taxable years beginning after 2025. 

This update includes Internal Revenue Code sections in the 2026 edition of Selected 
Federal Taxation Statutes and Regulations that were added or amended by the OBBBA. 
Note that red text is used selectively to indicate changes made by the OBBBA. The update 
is intended for use in 2025 and for that reason there are numerous notations regarding the 
effective date applicable to specific provisions. 

Daniel J. Lathrope

San Francisco, California

August 2025
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INTERNAL REVENUE TITLE
——————

§ 1.	 Tax imposed
(a) Married individuals filing joint returns and surviving spouses.—There 

is hereby imposed on the taxable income of—
(1) every married individual (as defined in section 7703) who makes a single 

return jointly with his spouse under section 6013, and
(2) every surviving spouse (as defined in section 2(a)), 

a tax determined in accordance with the following table:

If taxable income is: The tax is:
Not over $36,900 . . . . . . . . . . . . . . . . . . . . . . .                      15% of taxable income.
Over $36,900 but not over $89,150. . . . . . . . .        $5,535, plus 28% of the excess over $36,900.
Over $89,150 but not over $140,000. . . . . . . .       $20,165, plus 31% of the excess over $89,150.
Over $140,000 but not over $250,000. . . . . . .      $35,928.50, plus 36% of the excess over 

$140,000.
Over $250,000 . . . . . . . . . . . . . . . . . . . . . . . . .                        $75,528.50, plus 39.6% of the excess over 

$250,000.

(b) Heads of households.—There is hereby imposed on the taxable income of 
every head of a household (as defined in section 2(b)) a tax determined in accordance 
with the following table:

If taxable income is: The tax is:
Not over $29,600 . . . . . . . . . . . . . . . . . . . . . . .                      15% of taxable income.
Over $29,600 but not over $76,400. . . . . . . . .        $4,440, plus 28% of the excess over $29,600.
Over $76,400 but not over $127,500. . . . . . . .       $17,544, plus 31% of the excess over $76,400.
Over $127,500 but not over $250,000. . . . . . .     $33,385, plus 36% of the excess over $127,500.
Over $250,000 . . . . . . . . . . . . . . . . . . . . . . . . .                        $77,485, plus 39.6% of the excess over 

$250,000.

(c) Unmarried individuals (other than surviving spouses and heads of 
households).—There is hereby imposed on the taxable income of every individual 
(other than a surviving spouse as defined in section 2(a) or the head of a household as 
defined in section 2(b)) who is not a married individual (as defined in section 7703) a 
tax determined in accordance with the following table:

If taxable income is: The tax is:
Not over $22,100 . . . . . . . . . . . . . . . . . . . . . . .                      15% of taxable income.
Over $22,100 but not over $53,500. . . . . . . . .        $3,315, plus 28% of the excess over $22,100.
Over $53,500 but not over $115,000. . . . . . . .       $12,107, plus 31% of the excess over $53,500.
Over $115,000 but not over $250,000. . . . . . .      $31,172, plus 36% of the excess over $115,000.
Over $250,000 . . . . . . . . . . . . . . . . . . . . . . . . .                        $79,772, plus 39.6% of the excess over 

$250,000.

(d) Married individuals filing separate returns.—There is hereby imposed 
on the taxable income of every married individual (as defined in section 7703) who 
does not make a single return jointly with his spouse under section 6013, a tax deter-
mined in accordance with the following table: 

﻿ ﻿
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If taxable income is: The tax is:
Not over $18,450 . . . . . . . . . . . . . . . . . . . . . . .                      15% of taxable income.
Over $18,450 but not over $44,575. . . . . . . . .        $2,767.50, plus 28% of the excess over 

$18,450.
Over $44,575 but not over $70,000. . . . . . . . .        $10,082.50, plus 31% of the excess over 

$44,575.
Over $70,000 but not over $125,000. . . . . . . .       $17,964.25, plus 36% of the excess over 

$70,000.
Over $125,000 . . . . . . . . . . . . . . . . . . . . . . . . .                        $37,764.25, plus 39.6% of the excess over 

$125,000.

(e) Estates and trusts.—There is hereby imposed on the taxable income of—
(1) every estate, and 
(2) every trust,

taxable under this subsection a tax determined in accordance with the following table:

If taxable income is: The tax is:
Not over $1,500 . . . . . . . . . . . . . . . . . . . . . . . .                       15% of taxable income.
Over $1,500 but not over $3,500. . . . . . . . . . .          $225, plus 28% of the excess over $1,500.
Over $3,500 but not over $5,500. . . . . . . . . . .          $785, plus 31% of the excess over $3,500.
Over $5,500 but not over $7,500. . . . . . . . . . .          $1,405, plus 36% of the excess over $5,500.
Over $7,500 . . . . . . . . . . . . . . . . . . . . . . . . . . .                          $2,125, plus 39.6% of the excess over $7,500.

* * *
(g) Certain unearned income of children taxed as if parent’s income.—

(1) In general.—In the case of any child to whom this subsection applies, the 
tax imposed by this section shall be equal to the greater of— 

(A) the tax imposed by this section without regard to this subsection, or
(B) the sum of—

(i) the tax which would be imposed by this section if the taxable income 
of such child for the taxable year were reduced by the net unearned income 
of such child, plus

(ii) such child’s share of the allocable parental tax.
(2) Child to whom subsection applies.—This subsection shall apply to any 

child for any taxable year if—
(A) such child—

(i) has not attained age 18 before the close of the taxable year, or
(ii)(I) has attained age 18 before the close of the taxable year and meets 

the age requirements of section 152(c)(3) (determined without regard to 
subparagraph (B) thereof), and

(II) whose earned income (as defined in section 911(d)(2)) for such 
taxable year does not exceed one-half of the amount of the individual’s 
support (within the meaning of section 152(c)(1)(D) after the applica-
tion of section 152(f)(5) (without regard to subparagraph (A) thereof)) 
for such taxable year,

(B) either parent of such child is alive at the close of the taxable year, and
(C) such child does not file a joint return for the taxable year.

(3) Allocable parental tax.—For purposes of this subsection—

INCOME TAXES§ 1(d)
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(A) In general.—The term “allocable parental tax” means the excess of—
(i) the tax which would be imposed by this section on the parent’s tax-

able income if such income included the net unearned income of all children 
of the parent to whom this subsection applies, over

(ii) the tax imposed by this section on the parent without regard to this 
subsection.

For purposes of clause (i), net unearned income of all children of the parent 
shall not be taken into account in computing any exclusion, deduction, or credit 
of the parent.

(B) Child’s share.—A child’s share of any allocable parental tax of a parent 
shall be equal to an amount which bears the same ratio to the total allocable 
parental tax as the child’s net unearned income bears to the aggregate net un-
earned income of all children of such parent to whom this subsection applies.

(C) Special rule where parent has different taxable year.—Except 
as provided in regulations, if the parent does not have the same taxable year 
as the child, the allocable parental tax shall be determined on the basis of the 
taxable year of the parent ending in the child’s taxable year.
(4) Net unearned income.—For purposes of this subsection—

(A) In general.—The term “net unearned income” means the excess of—
(i) the portion of the adjusted gross income for the taxable year which 

is not attributable to earned income (as defined in section 911(d)(2)), over
(ii) the sum of—

(I) the amount in effect for the taxable year under section 63(c)(5)
(A) (relating to limitation on standard deduction in the case of certain 
dependents), plus

(II) the greater of the amount described in subclause (I) or, if the 
child itemizes his deductions for the taxable year, the amount of the 
itemized deductions allowed by this chapter for the taxable year which 
are directly connected with the production of the portion of adjusted 
gross income referred to in clause (i).

(B) Limitation based on taxable income.—The amount of the net un-
earned income for any taxable year shall not exceed the individual’s taxable 
income for such taxable year.

* * *
(5) Special rules for determining parent to whom subsection applies.—

For purposes of this subsection, the parent whose taxable income shall be taken 
into account shall be—

(A) in the case of parents who are not married (within the meaning of sec-
tion 7703), the custodial parent (within the meaning of section 152(e)) of the 
child, and

(B) in the case of married individuals filing separately, the individual with 
the greater taxable income.
(6) Providing of parent’s TIN.—The parent of any child to whom this sub-

section applies for any taxable year shall provide the TIN of such parent to such 
child and such child shall include such TIN on the child’s return of tax imposed by 
this section for such taxable year.

(7) Election to claim certain unearned income of child on parent’s re-
turn.—

(A) In general.—If—

﻿ § 1(d)
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(i) any child to whom this subsection applies has gross income for the 
taxable year only from interest and dividends (including Alaska Permanent 
Fund dividends),

(ii) such gross income is more than the amount described in paragraph 
(4)(A)(ii)(I) and less than 10 times the amount so described,

(iii) no estimated tax payments for such year are made in the name and 
TIN of such child, and no amount has been deducted and withheld under 
section 3406, and

(iv) the parent of such child (as determined under paragraph (5)) elects 
the application of subparagraph (B),

such child shall be treated (other than for purposes of this paragraph) 
as having no gross income for such year and shall not be required to file a 
return under section 6012.
(B) Income included on parent’s return.—In the case of a parent mak-

ing the election under this paragraph—
(i) the gross income of each child to whom such election applies (to the 

extent the gross income of such child exceeds twice the amount described in 
paragraph (4)(A)(ii)(I)) shall be included in such parent’s gross income for 
the taxable year,

(ii) the tax imposed by this section for such year with respect to such 
parent shall be the amount equal to the sum of—

(I) the amount determined under this section after the application 
of clause (i), plus

(II) for each such child, 10 percent of the lesser of the amount de-
scribed in paragraph (4)(A)(ii)(I) or the excess of the gross income of 
such child over the amount so described, and
(iii) any interest which is an item of tax preference under section 57(a)

(5) of the child shall be treated as an item of tax preference of such parent 
(and not of such child).
(C) Regulations.—The Secretary shall prescribe such regulations as may 

be necessary or appropriate to carry out the purposes of this paragraph.
(h) Maximum capital gains rate.— 

(1) In general.—If a taxpayer has a net capital gain for any taxable year, the 
tax imposed by this section for such taxable year shall not exceed the sum of—

(A) a tax computed at the rates and in the same manner as if this subsec-
tion had not been enacted on the greater of—

(i) taxable income reduced by the net capital gain; or
(ii) the lesser of—

(I) the amount of taxable income taxed at a rate below 25 percent; or
(II) taxable income reduced by the adjusted net capital gain;

(B) 0 percent of so much of the adjusted net capital gain (or, if less, taxable 
income) as does not exceed the excess (if any) of—

(i) the amount of taxable income which would (without regard to this 
paragraph) be taxed at a rate below 25 percent, over

(ii) the taxable income reduced by the adjusted net capital gain;
(C) 15 percent of the lesser of—

INCOME TAXES§ 1(h)
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(i) so much of the adjusted net capital gain (or, if less, taxable income) 
as exceeds the amount on which a tax is determined under subparagraph 
(B), or

(ii) the excess of—
(I) the amount of taxable income which would (without regard to this 

paragraph) be taxed at a rate below 39.6 percent, over
(II) the sum of the amounts on which a tax is determined under sub-

paragraphs (A) and (B),
(D) 20 percent of the adjusted net capital gain (or, if less, taxable income) 

in excess of the sum of the amounts on which tax is determined under subpara-
graphs (B) and (C),

(E) 25 percent of the excess (if any) of—
(i) the unrecaptured section 1250 gain (or, if less, the net capital gain 

(determined without regard to paragraph (11))), over
(ii) the excess (if any) of—

(I) the sum of the amount on which tax is determined under sub-
paragraph (A) plus the net capital gain, over

(II) taxable income; and
(F) 28 percent of the amount of taxable income in excess of the sum of the 

amounts on which tax is determined under the preceding subparagraphs of 
this paragraph.
(2) Net capital gain taken into account as investment income.—For 

purposes of this subsection, the net capital gain for any taxable year shall be re-
duced (but not below zero) by the amount which the taxpayer takes into account 
as investment income under section 163(d)(4)(B)(iii).

(3) Adjusted net capital gain.—For purposes of this subsection, the term 
“adjusted net capital gain” means the sum of—

(A) net capital gain (determined without regard to paragraph (11)) reduced 
(but not below zero) by the sum of—

(i) unrecaptured section 1250 gain; and
(ii) 28-percent rate gain, plus

(B) qualified dividend income (as defined in paragraph (11)).
(4) 28-percent rate gain.—For purposes of this subsection, the term “28-per-

cent rate gain” means the excess (if any) of—
(A) the sum of—

(i) collectibles gain; and
(ii) section 1202 gain, over

(B) the sum of—
(i) collectibles loss;
(ii) the net short-term capital loss; and
(iii) the amount of long-term capital loss carried under section 1212(b)

(1)(B) to the taxable year.
(5) Collectibles gain and loss.—For purposes of this subsection.

(A) In general.—The terms “collectibles gain” and “collectibles loss” mean 
gain or loss (respectively) from the sale or exchange of a collectible (as defined 
in section 408(m) without regard to paragraph (3) thereof) which is a capital 
asset held for more than 1 year but only to the extent such gain is taken into 

﻿ § 1(h)



6

account in computing gross income and such loss is taken into account in com-
puting taxable income.

(B) Partnerships, etc.—For purposes of subparagraph (A), any gain from 
the sale of an interest in a partnership, S corporation, or trust which is attrib-
utable to unrealized appreciation in the value of collectibles shall be treated 
as gain from the sale or exchange of a collectible. Rules similar to the rules of 
section 751 shall apply for purposes of the preceding sentence.
(6) Unrecaptured section 1250 gain.—For purposes of this subsection.

(A) In general.—The term “unrecaptured section 1250 gain” means the 
excess (if any) of—

(i) the amount of long-term capital gain (not otherwise treated as ordi-
nary income) which would be treated as ordinary income if section 1250(b)
(1) included all depreciation and the applicable percentage under section 
1250(a) were 100 percent, over

(ii) the excess (if any) of—
(I) the amount described in paragraph (4)(B); over
(II) the amount described in paragraph (4)(A).

(B) Limitation with respect to section 1231 property.—The amount 
described in subparagraph (A)(i) from sales, exchanges, and conversions de-
scribed in section 1231(a)(3)(A) for any taxable year shall not exceed the net 
section 1231 gain (as defined in section 1231(c)(3)) for such year.
(7) Section 1202 gain.—For purposes of this subsection, the term “section 

1202 gain” means the excess of—
(A) the gain which would be excluded from gross income under section 1202 

but for the percentage limitation in section 1202(a), over
(B) the gain excluded from gross income under section 1202. 

(8) Coordination with recapture of net ordinary losses under section 
1231.—If any amount is treated as ordinary income under section 1231(c), such 
amount shall be allocated among the separate categories of net section 1231 gain 
(as defined in section 1231(c)(3)) in such manner as the Secretary may by forms 
or regulations prescribe.

(9) Regulations.—The Secretary may prescribe such regulations as are appro-
priate (including regulations requiring reporting) to apply this subsection in the 
case of sales and exchanges by pass-thru entities and of interests in such entities.

(10) Pass-thru entity defined.—For purposes of this subsection, the term 
“pass-thru entity” means—

(A) a regulated investment company;
(B) a real estate investment trust;
(C) an S corporation;
(D) a partnership;
(E) an estate or trust;
(F) a common trust fund; and

* * *
(11) Dividends taxed as net capital gain.—

(A) In general.—For purposes of this subsection, the term “net capital 
gain” means net capital gain (determined without regard to this paragraph) 
increased by qualified dividend income.

INCOME TAXES§ 1(h)
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(B) Qualified dividend income.—For purposes of this paragraph—
(i) In general.—The term “qualified dividend income” means dividends 

received during the taxable year from—
(I) domestic corporations, and
(II) qualified foreign corporations.

(ii) Certain dividends excluded.—Such term shall not include—
(I) any dividend from a corporation which for the taxable year of the 

corporation in which the distribution is made, or the preceding taxable 
year, is a corporation exempt from tax under section 501 or 521,

(II) any amount allowed as a deduction under section 591 (relating 
to deduction for dividends paid by mutual savings banks, etc.), and

(III) any dividend described in section 404(k).
(iii) Coordination with section 246(c).—Such term shall not include 

any dividend on any share of stock—
(I) with respect to which the holding period requirements of section 

246(c) are not met (determined by substituting in section 246(c)(1) “60 
days” for “45 days” each place it appears and by substituting “121-day 
period” for “91-day period”), or

(II) to the extent that the taxpayer is under an obligation (whether 
pursuant to a short sale or otherwise) to make related payments with 
respect to positions in substantially similar or related property.

(C) Qualified foreign corporations.—
(i) In general.—Except as otherwise provided in this paragraph, the 

term “qualified foreign corporation” means any foreign corporation if—
(I) such corporation is incorporated in a possession of the United 

States, or
(II) such corporation is eligible for benefits of a comprehensive in-

come tax treaty with the United States which the Secretary determines 
is satisfactory for purposes of this paragraph and which includes an ex-
change of information program.
(ii) Dividends on stock readily tradable on United States secu-

rities market.—A foreign corporation not otherwise treated as a qualified 
foreign corporation under clause (i) shall be so treated with respect to any 
dividend paid by such corporation if the stock with respect to which such 
dividend is paid is readily tradable on an established securities market in 
the United States. 

(iii) Exclusion of dividends of certain foreign corporations.—
Such term shall not include—

(I) any foreign corporation which for the taxable year of the corpo-
ration in which the dividend was paid, or the preceding taxable year, is 
a passive foreign investment company (as defined in section 1297), and

(II) any corporation which first becomes a surrogate foreign corpora-
tion (as defined in section 7874(a)(2)(B)) after the date of the enactment 
of this subclause, other than a foreign corporation which is treated as a 
domestic corporation under section 7874(b).
(iv) Coordination with foreign tax credit limitation.—Rules sim-

ilar to the rules of section 904(b)(2)(B) shall apply with respect to the divi-
dend rate differential under this paragraph.
(D) Special rules.—

﻿ § 1(h)
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(i) Amounts taken into account as investment income.—Qualified 
dividend income shall not include any amount which the taxpayer takes 
into account as investment income under section 163(d)(4)(B).

(ii) Extraordinary dividends.—If a taxpayer to whom this section ap-
plies receives, with respect to any share of stock, qualified dividend income 
from 1 or more dividends which are extraordinary dividends (within the 
meaning of section 1059(c)), any loss on the sale or exchange of such share 
shall, to the extent of such dividends, be treated as long-term capital loss.

(iii) Treatment of dividends from regulated investment compa-
nies and real estate investment trusts.—A dividend received from a 
regulated investment company or a real estate investment trust shall be 
subject to the limitations prescribed in sections 854 and 857.

* * *
Section 1(j), below, is applicable to taxable years beginning after December 
31, 2025.

(j) Modifications for taxable years beginning after 2017.— 
(1) In general.—In the case of a taxable year beginning after December 31, 

2017—
(A) subsection (i) shall not apply, and
(B) this section (other than subsection (i)) shall be applied as provided in 

paragraphs (2) through (6).
(2) Rate tables.—

(A) Married individuals filing joint returns and surviving spouses.—
The following table shall be applied in lieu of the table contained in subsection 
(a):

If taxable income is: The tax is:
Not over $19,050 . . . . . . . . . . . . . . . . . . . . .   10% of taxable income.
Over $19,050 but not over $77,400 .. . . . . . .  $1,905, plus 12% of the excess over $19,050.
Over $77,400 but not over $165,000 . . . .. . .  $8,907, plus 22% of the excess over $77,400.
Over $165,000 but not over $315,000 . . . . .  $28,179, plus 24% of the excess over $165,000.
Over $315,000 but not over $400,000 . . . . .  $64,179, plus 32% of the excess over $315,000.
Over $400,000 but not over $600,000 . . . . .  $91,379, plus 35% of the excess over $400,000.
Over $600,000 . . . . . . . . . . . . . . . . . . . . . . . . $161,379, plus 37% of the excess over $600,000.

(B) Heads of households.—The following table shall be applied in lieu of 
the table contained in subsection (b):

If taxable income is: The tax is:
Not over $13,600 . . . . . . . . . . . . . . . . . . . . .   10% of taxable income.
Over $13,600 but not over $51,800 .. . . . . . .  $1,360, plus 12% of the excess over $13,600.
Over $51,800 but not over $82,500 . . . .. . . .  $5,944, plus 22% of the excess over $51,800.
Over $82,500 but not over $157,500 . . . . . .  $12,698, plus 24% of the excess over $82,500.
Over $157,500 but not over $200,000 . . . . .  $30,698, plus 32% of the excess over $157,500.
Over $200,000 but not over $500,000 . . . . .  $44,298, plus 35% of the excess over $200,000.
Over $500,000 . . . . . . . . . . . . . . . . . . . . . . . . $149,298, plus 37% of the excess over $500,000.

(C) Unmarried individuals other than surviving spouses and heads 
of households.—The following table shall be applied in lieu of the table con-
tained in subsection (c):

INCOME TAXES§ 1(j)
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If taxable income is: The tax is:
Not over $9,525 . . . . . . . . . . . . . . . . . . . . . .   10% of taxable income.
Over $9,525 but not over $38,700 .. . . . . . . .  $952.50, plus 12% of the excess over $9,525.
Over $38,700 but not over $82,500. . . .. . . .   $4,453.50, plus 22% of the excess over $38,700.
Over $82,500 but not over $157,500 . . . . . .  $14,089.50, plus 24% of the excess over $82,500.
Over $157,500 but not over $200,000 . . . . .  $32,089.50, plus 32% of the excess over $157,500.
Over $200,000 but not over $500,000 . . . . .  $45,689.50, plus 35% of the excess over $200,000.
Over $500,000 . . . . . . . . . . . . . . . . . . . . . . . . $150,689.50, plus 37% of the excess over $500,000.

(D) Married individuals filing separate returns.—The following table 
shall be applied in lieu of the table contained in subsection (d):

If taxable income is: The tax is:
Not over $9,525 . . . . . . . . . . . . . . . . . . . . . .   10% of taxable income.
Over $9,525 but not over $38,700 .. . . . . . . .  $952.50, plus 12% of the excess over $9,525.
Over $38,700 but not over $82,500. . . .. . . .   $4,453.50, plus 22% of the excess over $38,700.
Over $82,500 but not over $157,500 . . . . . .  $14,089.50, plus 24% of the excess over $82,500.
Over $157,500 but not over $200,000 . . . . .  $32,089.50, plus 32% of the excess over $157,500.
Over $200,000 but not over $300,000 . . . . .  $45,689.50, plus 35% of the excess over $200,000.
Over $300,000 . . . . . . . . . . . . . . . . . . . . . . .   $80,689.50, plus 37% of the excess over $300,000.

(E) Estates and trusts.—The following table shall be applied in lieu of the 
table contained in subsection (e):

If taxable income is:   The tax is:
Not over $2,550 . . . . . . . . . . . . . . . . . . . . . .   10% of taxable income.
Over $2,550 but not over $9,150 .. . . . . . . . .  $255, plus 24% of the excess over $2,550.
Over $9,150 but not over $12,500 . . . .. . . . .  $1,839, plus 35% of the excess over $9,150.
Over $12,500 . . . . . . . . . . . . . . . . . . . . . . . .   $3,011.50, plus 37% of the excess over $12,500.

(F) References to rate tables.—Any reference in this title to a rate of tax un-
der subsection (c) shall be treated as a reference to the corresponding rate bracket 
under subparagraph (C) of this paragraph, except that the reference in section 
3402(q)(1) to the third lowest rate of tax applicable under subsection (c) shall be 
treated as a reference to the fourth lowest rate of tax under subparagraph (C).
(3) Adjustments.—

(A) No adjustment in 2018.—The tables contained in paragraph (2) shall 
apply without adjustment for taxable years beginning after December 31, 
2017, and before January 1, 2019.

(B) Subsequent years.—For taxable years beginning after December 31, 
2018, the Secretary shall prescribe tables which shall apply in lieu of the tables 
contained in paragraph (2) in the same manner as under paragraphs (1) and 
(2) of subsection (f) (applied without regard to clauses (i) and (ii) of subsection 
(f)(2)(A)), except that in prescribing such tables—

(i) solely for purposes of determining the dollar amounts at which any 
rate bracket higher than 12 percent ends and at which any rate bracket 
higher than 22 percent begins, subsection (f)(3) shall be applied by substi-
tuting “calendar year 2017” for “calendar year 2016” in subparagraph (A)
(ii) thereof,

* * *
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(5) Application of current income tax brackets to capital gains  
brackets.—

(A) In general.—Section 1(h)(1) shall be applied—
(i) by substituting “below the maximum zero rate amount” for “which 

would (without regard to this paragraph) be taxed at a rate below 25 per-
cent” in subparagraph (B)(i), and

(ii) by substituting “below the maximum 15-percent rate amount” for 
“which would (without regard to this paragraph) be taxed at a rate below 
39.6 percent” in subparagraph (C)(ii)(I).
(B) Maximum amounts defined.—For purposes of applying section 1(h) 

with the modifications described in subparagraph (A)—
(i) Maximum zero rate amount.—The maximum zero rate amount 

shall be—
(I) in the case of a joint return or surviving spouse, $77,200,
(II) in the case of an individual who is a head of household (as de-

fined in section 2(b)), $51,700,
(III) in the case of any other individual (other than an estate or 

trust), an amount equal to ½ of the amount in effect for the taxable year 
under subclause (I), and

(IV) in the case of an estate or trust, $2,600.
(ii) Maximum 15-percent rate amount.—The maximum 15-percent 

rate amount shall be—
(I) in the case of a joint return or surviving spouse, $479,000 (½ such 

amount in the case of a married individual filing a separate return),
(II) in the case of an individual who is the head of a household (as 

defined in section 2(b)), $452,400,
(III) in the case of any other individual (other than an estate or 

trust), $425,800, and
(IV) in the case of an estate or trust, $12,700.

(C) Inflation adjustment.—In the case of any taxable year beginning af-
ter 2018, each of the dollar amounts in clauses (i) and (ii) of subparagraph (B) 
shall be increased by an amount equal to—

(i) such dollar amount, multiplied by
(ii) the cost-of-living adjustment determined under subsection (f)(3) for the 

calendar year in which the taxable year begins, determined by substituting 
“calendar year 2017” for “calendar year 2016” in subparagraph (A)(ii) thereof.
If any increase under this subparagraph is not a multiple of $50, such in-
crease shall be rounded to the next lowest multiple of $50.

(6) Section 15 not to apply.—Section 15 shall not apply to any change in a 
rate of tax by reason of this subsection.

§ 21.	 Expenses for household and dependent care services neces-
sary for gainful employment

(a) Allowance of credit.—
(1) In general.—In the case of an individual for which there are 1 or more 

qualifying individuals (as defined in subsection (b)(1)) with respect to such indi-
vidual, there shall be allowed as a credit against the tax imposed by this chapter 
for the taxable year an amount equal to the applicable percentage of the employ-
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ment-related expenses (as defined in subsection (b)(2)) paid by such individual 
during the taxable year.

Section 21(a)(2), below, is applicable to taxable years beginning after De-
cember 31, 2025.

(2) Applicable percentage defined.—For purposes of paragraph (1), the 
term “applicable percentage” means 50 percent—

(A) reduced (but not below 35 percent) by 1 percentage point for each $2,000 
or fraction thereof by which the taxpayer’s adjusted gross income for the tax-
able year exceeds $15,000, and

(B) further reduced (but not below 20 percent) by 1 percentage point for 
each $2,000 ($4,000 in the case of a joint return) or fraction thereof by which 
the taxpayer’s adjusted gross income for the taxable year exceeds $75,000 
($150,000 in the case of a joint return).

(b) Definitions of qualifying individual and employment-related expenses.—
For purposes of this section—

(1) Qualifying individual.—The term “qualifying individual” means—
(A) a dependent of the taxpayer (as defined in section 152(a)(1)) who has 

not attained age 13,
(B) a dependent of the taxpayer (as defined in section 152, determined with-

out regard to subsections (b)(1), (b)(2), and (d)(1)(B)) who is physically or men-
tally incapable of caring for himself or herself and who has the same principal 
place of abode as the taxpayer for more than one-half of such taxable year, or

(C) the spouse of the taxpayer, if the spouse is physically or mentally inca-
pable of caring for himself or herself and who has the same principal place of 
abode as the taxpayer for more than one-half of such taxable year.
(2) Employment-related expenses.— 

(A) In general.—The term “employment-related expenses” means amounts 
paid for the following expenses, but only if such expenses are incurred to en-
able the taxpayer to be gainfully employed for any period for which there are 1 
or more qualifying individuals with respect to the taxpayer:

(i) expenses for household services, and
(ii) expenses for the care of a qualifying individual.

Such term shall not include any amount paid for services outside the taxpay-
er’s household at a camp where the qualifying individual stays overnight.

(B) Exception.—Employment-related expenses described in subpara-
graph (A) which are incurred for services outside the taxpayer’s household 
shall be taken into account only if incurred for the care of—

(i) a qualifying individual described in paragraph (1)(A), or
(ii) a qualifying individual (not described in paragraph (1)(A)) who regu-

larly spends at least 8 hours each day in the taxpayer’s household.
(C) Dependent care centers.—Employment-related expenses described 

in subparagraph (A) which are incurred for services provided outside the tax-
payer’s household by a dependent care center (as defined in subparagraph (D)) 
shall be taken into account only if—

(i) such center complies with all applicable laws and regulations of a 
State or unit of local government, and

(ii) the requirements of subparagraph (B) are met.
(D) Dependent care center defined.—For purposes of this paragraph, 

the term “dependent care center” means any facility which—
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(i) provides care for more than six individuals (other than individuals 
who reside at the facility), and

(ii) receives a fee, payment, or grant for providing services for any of 
the individuals (regardless of whether such facility is operated for profit).

(c) Dollar limit on amount creditable.—The amount of the employment-relat-
ed expenses incurred during any taxable year which may be taken into account under 
subsection (a) shall not exceed—

(1) $3,000 if there is 1 qualifying individual with respect to the taxpayer for 
such taxable year, or

(2) $6,000 if there are 2 or more qualifying individuals with respect to the tax-
payer for such taxable year.
The amount determined under paragraph (1) or (2) (whichever is applicable) shall 
be reduced by the aggregate amount excludable from gross income under section 
129 for the taxable year.
(d) Earned income limitation.— 

(1) In general.—Except as otherwise provided in this subsection, the amount 
of the employment-related expenses incurred during any taxable year which may 
be taken into account under subsection (a) shall not exceed—

(A) in the case of an individual who is not married at the close of such year, 
such individual’s earned income for such year, or

(B) in the case of an individual who is married at the close of such year, the 
lesser of such individual’s earned income or the earned income of his spouse 
for such year.
(2) Special rule for spouse who is a student or incapable of caring for 

himself.—In the case of a spouse who is a student or a qualifying individual de-
scribed in subsection (b)(1)(C), for purposes of paragraph (1), such spouse shall be 
deemed for each month during which such spouse is a full-time student at an ed-
ucational institution, or is such a qualifying individual, to be gainfully employed 
and to have earned income of not less than—

(A) $250 if subsection (c)(1) applies for the taxable year, or
(B) $500 if subsection (c)(2) applies for the taxable year.

In the case of any husband and wife, this paragraph shall apply with respect to 
only one spouse for any one month.
(e) Special rules.—For purposes of this section— 

(1) Place of abode.—An individual shall not be treated as having the same 
principal place of abode of the taxpayer if at any time during the taxable year of 
the taxpayer the relationship between the individual and the taxpayer is in vio-
lation of local law.

(2) Married couples must file joint return.—If the taxpayer is married at 
the close of the taxable year, the credit shall be allowed under subsection (a) only 
if the taxpayer and his spouse file a joint return for the taxable year.

(3) Marital status.—An individual legally separated from his spouse under a 
decree of divorce or of separate maintenance shall not be considered as married.

(4) Certain married individuals living apart.—If—
(A) an individual who is married and who files a separate return—

(i) maintains as his home a household which constitutes for more than 
one-half of the taxable year the principal place of abode of a qualifying in-
dividual, and

(ii) furnishes over half of the cost of maintaining such household during 
the taxable year, and
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(B) during the last 6 months of such taxable year such individual’s spouse 
is not a member of such household,

such individual shall not be considered as married.
(5) Special dependency test in case of divorced parents, etc.—If—

(A) section 152(e) applies to any child with respect to any calendar year, 
and

(B) such child is under the age of 13 or is physically or mentally incapable 
of caring for himself,

in the case of any taxable year beginning in such calendar year, such child shall 
be treated as a qualifying individual described in subparagraph (A) or (B) of sub-
section (b)(1) (whichever is appropriate) with respect to the custodial parent (as 
defined in section 152(e)(4)(A)), and shall not be treated as a qualifying individual 
with respect to the noncustodial parent.

(6) Payments to related individuals.—No credit shall be allowed under 
subsection (a) for any amount paid by the taxpayer to an individual—

(A) with respect to whom, for the taxable year, a deduction under section 
151(c) (relating to deduction for personal exemptions for dependents) is allow-
able either to the taxpayer or his spouse, or

(B) who is a child of the taxpayer (within the meaning of section 152(f)(1)) 
who has not attained the age of 19 at the close of the taxable year.

For purposes of this paragraph, the term “taxable year” means the taxable year of 
the taxpayer in which the service is performed.

(7) Student.—The term “student” means an individual who during each of 5 
calendar months during the taxable year is a full-time student at an educational 
organization. 

(8) Educational organization.—The term “educational organization” means 
an educational organization described in section 170(b)(1)(A)(ii).

(9) Identifying information required with respect to service provid-
er.—No credit shall be allowed under subsection (a) for any amount paid to any 
person unless—

(A) the name, address, and taxpayer identification number of such person 
are included on the return claiming the credit, or

(B) if such person is an organization described in section 501(c)(3) and ex-
empt from tax under section 501(a), the name and address of such person are 
included on the return claiming the credit.

In the case of a failure to provide the information required under the preceding 
sentence, the preceding sentence shall not apply if it is shown that the taxpayer 
exercised due diligence in attempting to provide the information so required.

(10) Identifying information required with respect to qualifying in-
dividuals.—No credit shall be allowed under this section with respect to any 
qualifying individual unless the TIN of such individual is included on the return 
claiming the credit.
(f) Regulations.—The Secretary shall prescribe such regulations as may be nec-

essary to carry out the purposes of this section.

* * *
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Section 23, below, is applicable to taxable years beginning after December 
31, 2024.

§ 23.	 Adoption expenses
(a) Allowance of credit.—

(1) In general.—In the case of an individual, there shall be allowed as a credit 
against the tax imposed by this chapter the amount of the qualified adoption ex-
penses paid or incurred by the taxpayer.

(2) Year credit allowed.—The credit under paragraph (1) with respect to any 
expense shall be allowed—

(A) in the case of any expense paid or incurred before the taxable year in 
which such adoption becomes final, for the taxable year following the taxable 
year during which such expense is paid or incurred, and

(B) in the case of an expense paid or incurred during or after the taxable 
year in which such adoption becomes final, for the taxable year in which such 
expense is paid or incurred.
(3) $10,000 credit for adoption of child with special needs regardless 

of expenses.—In the case of an adoption of a child with special needs which be-
comes final during a taxable year, the taxpayer shall be treated as having paid 
during such year qualified adoption expenses with respect to such adoption in 
an amount equal to the excess (if any) of $10,000 over the aggregate qualified 
adoption expenses actually paid or incurred by the taxpayer with respect to such 
adoption during such taxable year and all prior taxable years.

(4) Portion of credit refundable.—So much of the credit allowed under 
paragraph (1) as does not exceed $5,000 shall be treated as a credit allowed under 
subpart C and not as a credit allowed under this subpart.
(b) Limitations.— 

(1) Dollar limitation.—The aggregate amount of qualified adoption expenses 
which may be taken into account under subsection (a) for all taxable years with 
respect to the adoption of a child by the taxpayer shall not exceed $10,000.

(2) Income limitation.—
(A) In general.—The amount allowable as a credit under subsection (a) 

for any taxable year (determined without regard to subsection (c)) shall be 
reduced (but not below zero) by an amount which bears the same ratio to the 
amount so allowable (determined without regard to this paragraph but with 
regard to paragraph (1)) as—

(i) the amount (if any) by which the taxpayer’s adjusted gross income 
exceeds $150,000, bears to

(ii) $40,000.
(B) Determination of adjusted gross income.—For purposes of sub-

paragraph (A), adjusted gross income shall be determined without regard to 
section 911, 931, and 933.
(3) Denial of double benefit.—

(A) In general.—No credit shall be allowed under subsection (a) for any 
expense for which a deduction or credit is allowed under any other provision 
of this chapter.

(B) Grants.—No credit shall be allowed under subsection (a) for any ex-
pense to the extent that funds for such expense are received under any Feder-
al, State, or local program.

(c) Carryforwards of unused credit.— 
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(1) In general.—If the portion of the credit allowable under subsection (a) 
which is allowed under this subpart for any taxable year exceeds the limitation 
imposed by section 26(a) for such taxable year reduced by the sum of the credits 
allowable under this subpart (other than this section and section 25D), such ex-
cess shall be carried to the succeeding taxable year and added to the portion of 
the credit allowable under subsection (a) which is allowed under this subpart for 
such taxable year.

(2) Limitation.—No credit may be carried forward under this subsection to 
any taxable year following the fifth taxable year after the taxable year in which 
the credit arose. For purposes of the preceding sentence, credits shall be treated 
as used on a first-in first-out basis.
(d) Definitions.—For purposes of this section—

(1) Qualified adoption expenses.—The term “qualified adoption expenses” 
means reasonable and necessary adoption fees, court costs, attorney fees, and oth-
er expenses—

(A) which are directly related to, and the principal purpose of which is for, 
the legal adoption of an eligible child by the taxpayer,

(B) which are not incurred in violation of State or Federal law or in carry-
ing out any surrogate parenting arrangement,

(C) which are not expenses in connection with the adoption by an individu-
al of a child who is the child of such individual’s spouse, and

(D) which are not reimbursed under an employer program or otherwise.
(2) Eligible child.—The term “eligible child” means any individual who—

(A) has not attained age 18, or
(B) is physically or mentally incapable of caring for himself.

(3) Child with special needs.—The term “child with special needs” means 
any child if—

(A) a State or Indian tribal government has determined that the child can-
not or should not be returned to the home of his parents,

(B) such State or Indian tribal government has determined that there ex-
ists with respect to the child a specific factor or condition (such as his ethnic 
background, age, or membership in a minority or sibling group, or the presence 
of factors such as medical conditions or physical, mental, or emotional hand-
icaps) because of which it is reasonable to conclude that such child cannot be 
placed with adoptive parents without providing adoption assistance, and

(C) such child is a citizen or resident of the United States (as defined in 
section 217(h)(3)).

(e) Special rules for foreign adoptions.—In the case of an adoption of a child 
who is not a citizen or resident of the United States (as defined in section 217(h)(3))—

(1) subsection (a) shall not apply to any qualified adoption expense with re-
spect to such adoption unless such adoption becomes final, and

(2) any such expense which is paid or incurred before the taxable year in which 
such adoption becomes final shall be taken into account under this section as if 
such expense were paid or incurred during such year.
(f) Filing requirements.—

(1) Married couples must file joint returns.—Rules similar to the rules of 
paragraphs (2), (3), and (4) of section 21(e) shall apply for purposes of this section.

(2) Taxpayer must include TIN.—
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(A) In general.—No credit shall be allowed under this section with respect 
to any eligible child unless the taxpayer includes (if known) the name, age, and 
TIN of such child on the return of tax for the taxable year. 

* * *
(g) Basis adjustments.—For purposes of this subtitle, if a credit is allowed un-

der this section for any expenditure with respect to any property, the increase in the 
basis of such property which would (but for this subsection) result from such expen-
diture shall be reduced by the amount of the credit so allowed.

(h) Adjustments for inflation.—
(1) In general.—In the case of a taxable year beginning after December 31, 

2002, each of the dollar amounts in paragraphs (3) and (4) of subsection (a) and 
paragraphs (1) and (2)(A)(i) of subsection (b) shall be increased by an amount 
equal to—

(A) such dollar amount, multiplied by
(B) the cost-of-living adjustment determined under section 1(f)(3) for the 

calendar year in which the taxable year begins, determined by substituting 
“calendar year 2001” for “calendar year 2016” in subparagraph (A)(ii) thereof.
(2) Rounding.—If any amount as increased under paragraph (1) is not a mul-

tiple of $10, such amount shall be rounded to the nearest multiple of $10.
(3) Special rule for refundable portion.—In the case of the dollar amount 

in subsection (a)(4), paragraph (1) shall be applied—
(A) by substituting ‘2025’ for ‘2002’ in the matter preceding subparagraph 

(A), and
(B) by substituting ‘calendar year 2024’ for ‘calendar year 2001’ in subpara-

graph (B) thereof.”
(i) Regulations.—The Secretary shall prescribe such regulations as may be ap-

propriate to carry out this section and section 137, including regulations which treat 
unmarried individuals who pay or incur qualified adoption expenses with respect to 
the same child as 1 taxpayer for purposes of applying the dollar amounts in subsec-
tions (a)(3) and (b)(1) of this section and in section 137(b)(1).
Section 24, below, is applicable to taxable years beginning after December 
31, 2024.

§ 24.	 Child tax credit
(a) Allowance of credit.—There shall be allowed as a credit against the tax im-

posed by this chapter for the taxable year with respect to each qualifying child of the 
taxpayer for which the taxpayer is allowed a deduction under section 151 an amount 
equal to $1,000.

(b) Limitation.— 
(1) Limitation based on adjusted gross income.—The amount of the cred-

it allowable under subsection (a) shall be reduced (but not below zero) by $50 for 
each $1,000 (or fraction thereof) by which the taxpayer’s modified adjusted gross 
income exceeds the threshold amount. For purposes of the preceding sentence, the 
term “modified adjusted gross income” means adjusted gross income increased by 
any amount excluded from gross income under section 911, 931, or 933.

(2) Threshold amount.—For purposes of paragraph (1), the term “threshold 
amount” means—

(A) $110,000 in the case of a joint return,
(B) $75,000 in the case of an individual who is not married, and
(C) $55,000 in the case of a married individual filing a separate return.
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For purposes of this paragraph, marital status shall be determined under section 
7703.
(c) Qualifying child.—For purposes of this section—

(1) In general.—The term “qualifying child” means a qualifying child of the 
taxpayer (as defined in section 152(c)) who has not attained age 17.

(2) Exception for certain noncitizens.—The term “qualifying child” shall 
not include any individual who would not be a dependent if subparagraph (A) of 
section 152(b)(3) were applied without regard to all that follows “resident of the 
United States”.
(d) Portion of credit refundable.— 

(1) In general.—The aggregate credits allowed to a taxpayer under subpart C 
shall be increased by the lesser of—

(A) the credit which would be allowed under this section without regard to 
this subsection and the limitation under section 26(a) or

(B) the amount by which the aggregate amount of credits allowed by this 
subpart (determined without regard to this subsection) would increase if the 
limitation imposed by section 26(a) were increased by the greater of—

(i) 15 percent of so much of the taxpayer’s earned income (within the 
meaning of section 32) which is taken into account in computing taxable 
income for the taxable year as exceeds $3,000, or

(ii) in the case of a taxpayer with 3 or more qualifying children, the 
excess (if any) of—

(I) the taxpayer’s social security taxes for the taxable year, over
(II) the credit allowed under section 32 for the taxable year.

The amount of the credit allowed under this subsection shall not be treated as a 
credit allowed under this subpart and shall reduce the amount of credit otherwise 
allowable under subsection (a) without regard to section 26(a). For purposes of 
subparagraph (B), any amount excluded from gross income by reason of section 
112 shall be treated as earned income which is taken into account in computing 
taxable income for the taxable year.

(2) Social security taxes.—For purposes of paragraph (1)—
(A) In general—The term “social security taxes” means, with respect to 

any taxpayer for any taxable year—
(i) the amount of the taxes imposed by section 3101 and 3201(a) on 

amounts received by the taxpayer during the calendar year in which the 
taxable year begins,

(ii) 50 percent of the taxes imposed by section 1401 on the self-employ-
ment income of the taxpayer for the taxable year, and

(iii) 50 percent of the taxes imposed by section 3211(a)(1) on amounts 
received by the taxpayer during the calendar year in which the taxable year 
begins.
(B) Coordination with special refund of social security taxes.—The 

term “social security taxes” shall not include any taxes to the extent the tax-
payer is entitled to a special refund of such taxes under section 6413(c).

(C) Special rule.—Any amounts paid pursuant to an agreement under 
section 3121(l) (relating to agreements entered into by American employers 
with respect to foreign affiliates) which are equivalent to the taxes referred to 
in subparagraph (A)(i) shall be treated as taxes referred to in such paragraph.

* * *

﻿ § 24(d)



18

(e) Identification Requirements.—
(1) Qualifying child identification requirement.—No credit shall be al-

lowed under this section to a taxpayer with respect to any qualifying child unless 
the taxpayer includes the name and taxpayer identification number of such qual-
ifying child on the return of tax for the taxable year and such taxpayer identifica-
tion number was issued on or before the due date for filing such return.

(2) Taxpayer identification requirement.—No credit shall be allowed un-
der this section if the taxpayer identification number of the taxpayer was issued 
after the due date for filing the return for the taxable year. 
(f) Taxable Year Must Be Full Taxable Year.—Except in the case of a taxable 

year closed by reason of the death of the taxpayer, no credit shall be allowable under 
this section in the case of a taxable year covering a period of less than 12 months.

(g) Restrictions on Taxpayers Who Improperly Claimed Credit in Prior 
Year.— 

(1) Taxpayers making prior fraudulent or reckless claims.—
(A) In general.—No credit shall be allowed under this section for any 

taxable year in the disallowance period.
(B) Disallowance period.—For purposes of subparagraph (A), the dis-

allowance period is—
(i) the period of 10 taxable years after the most recent taxable year 

for which there was a final determination that the taxpayer’s claim of 
credit under this section was due to fraud, and

(ii) the period of 2 taxable years after the most recent taxable year 
for which there was a final determination that the taxpayer’s claim of 
credit under this section was due to reckless or intentional disregard of 
rules and regulations (but not due to fraud).
(2) Taxpayers making improper prior claims.—In the case of a tax-

payer who is denied credit under this section for any taxable year as a re-
sult of the deficiency procedures under subchapter B of chapter 63, no credit 
shall be allowed under this section for any subsequent taxable year unless 
the taxpayer provides such information as the Secretary may require to 
demonstrate eligibility for such credit.

(h) Special rules for taxable years beginning after 2017.—
(1) In general.—In the case of a taxable year beginning after December 31, 

2017, this section shall be applied as provided in paragraphs (2) through (7).
(2) Credit amount.—Subsection (a) shall be applied by substituting “$2,200” 

for “$1,000”. 
(3) Limitation.—In lieu of the amount determined under subsection (b)(2), 

the threshold amount shall be $400,000 in the case of a joint return ($200,000 in 
any other case).

(4) Partial credit allowed for certain other dependents.—
(A) In general.—The credit determined under subsection (a) (after the 

application of paragraph (2)) shall be increased by $500 for each dependent of 
the taxpayer (as defined in section 152) other than a qualifying child described 
in subsection (c).

(B) Exception for certain noncitizens.—Subparagraph (A) shall not 
apply with respect to any individual who would not be a dependent if subpara-
graph (A) of section 152(b)(3) were applied without regard to all that follows 
“resident of the United States”.

(C) Certain qualifying children.—In the case of any qualifying child 
with respect to whom a credit is not allowed under this section by reason of 
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paragraph (7), such child shall be treated as a dependent to whom subpara-
graph (A) applies.
(5) Maximum amount of refundable credit.—The amount determined 

under subsection (d)(1)(A) with respect to any qualifying child shall not exceed 
$1,400, and such subsection shall be applied without regard to paragraph (4) of 
this subsection.

(6) Earned income threshold for refundable credit.—Subsection (d)(1)
(B)(i) shall be applied by substituting “$2,500” for “$3,000”.

(7) Social security number required.—
(A) In general.—No credit shall be allowed under this section to a tax-

payer with respect to any qualifying child unless the taxpayer includes on the 
return of tax for the taxable year—

(i) the taxpayer’s social security number (or, in the case of a joint return, 
the social security number of at least 1 spouse), and

(ii) the the social security number of such qualifying child.
(B) Social security number.—For purposes of this paragraph, the term 

“social security number” means a social security number issued to an individu-
al by the Social Security Administration, but only if the social security number 
is issued—

(i) to a citizen of the United States or pursuant to subclause (I) (or that 
portion of subclause (III) that relates to subclause (I)) of section 205(c)(2)(B)
(i) of the Social Security Act, and

(ii) before the due date for such return.
(i) Inflation adjustments.—

(1) Maximum amount of refundable credit.—In the case of a taxable year 
beginning after 2024, the $1,400 amount in subsection (h)(5) shall be increased by 
an amount equal to—

(A) such dollar amount, multiplied by
(B) the cost-of-living adjustment determined under section 1(f)(3) for the 

calendar year in which the taxable year begins, determined by substituting 
‘2017’ for ‘2016’ in subparagraph (A)(ii) thereof.
(2) Special rule for adjustment of credit amount.—In the case of a tax-

able year beginning after 2025, the $2,200 amount in subsection (h)(2) shall be 
increased by an amount equal to—

(A) such dollar amount, multiplied by
(B) the cost-of-living adjustment determined under section 1(f)(3) for the 

calendar year in which the taxable year begins, determined by substituting 
‘2024’ for ‘2016’ in subparagraph (A)(ii) thereof.
(3) Rounding.—If any increase under this subsection is not a multiple of 

$100, such increase shall be rounded to the next lowest multiple of $100.

* * *

§ 25A.	American Opportunity and Lifetime Learning Credits
(a) Allowance of credit.—In the case of an individual, there shall be allowed 

as a credit against the tax imposed by this chapter for the taxable year the amount 
equal to the sum of—

(1) the American Opportunity Tax Credit, plus
(2) the Lifetime Learning Credit.
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(b) American Opportunity Tax Credit.— 
(1) Per student credit.—In the case of any eligible student for whom an elec-

tion is in effect under this section for any taxable year, the American Opportunity 
Tax Credit is an amount equal to the sum of—

(A) 100 percent of so much of the qualified tuition and related expenses 
paid by the taxpayer during the taxable year (for education furnished to the 
eligible student during any academic period beginning in such taxable year) as 
does not exceed $2,000, plus 

(B) 25 percent of such expenses so paid as exceeds $2,000 but does not 
exceed $4,000.
(2) Limitations applicable to American Opportunity Tax Credit.—

(A) Credit allowed only for 4 taxable years.—An election to have this 
section apply with respect to any eligible student for purposes of the Ameri-
can Opportunity Tax Credit under subsection (a)(1) may not be made for any 
taxable year if such an election (by the taxpayer or any other individual) is in 
effect with respect to such student for any 4 prior taxable years.

(B) Credit allowed for year only if individual is at least ½ time stu-
dent for portion of year.—The American Opportunity Tax Credit under sub-
section (a)(1) shall not be allowed for a taxable year with respect to the qualified 
tuition and related expenses of an individual unless such individual is an eligi-
ble student for at least one academic period which begins during such year.

(C) Credit allowed only for first 4 years of post-secondary educa-
tion.—The American Opportunity Tax Credit under subsection (a)(1) shall not 
be allowed for a taxable year with respect to the qualified tuition and related 
expenses of an eligible student if the student has completed (before the begin-
ning of such taxable year) the first 4 years of postsecondary education at an 
eligible educational institution. 

(D) Denial of credit if student convicted of a felony drug offense.—
The American Opportunity Tax Credit under subsection (a)(1) shall not be 
allowed for qualified tuition and related expenses for the enrollment or atten-
dance of a student for any academic period if such student has been convicted 
of a Federal or State felony offense consisting of the possession or distribution 
of a controlled substance before the end of the taxable year with or within 
which such period ends.
(3) Eligible student.—For purposes of this subsection, the term “eligible stu-

dent” means, with respect to any academic period, a student who—
(A) meets the requirements of section 484(a)(1) of the Higher Education 

Act of 1965 (20 U.S.C. 1091(a)(1)), as in effect on the date of the enactment of 
this section, and

(B) is carrying at least ½ the normal full-time work load for the course of 
study the student is pursuing.
(4) Restrictions on taxpayers who improperly claimed American Op-

portunity Tax Credit in prior years.—
(A) Taxpayers making prior fraudulent or reckless claims.—

(i) In general.—No American Opportunity Tax Credit shall be allowed 
under this section for any taxable year in the disallowance period.

(ii) Disallowance period.—For purposes of subparagraph (A), the dis-
allowance period is—

(I) the period of 10 taxable years after the most recent taxable year 
for which there was a final determination that the taxpayer’s claim of 
the American Opportunity Tax Credit under this section was due to 
fraud, and
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(II) the period of 2 taxable years after the most recent taxable year 
for which there was a final determination that the taxpayer’s claim of 
the American Opportunity Tax Credit under this section was due to 
reckless or intentional disregard of rules and regulations (but not due 
to fraud). 

(B) Taxpayers making improper prior claims.—In the case of a tax-
payer who is denied the American Opportunity Tax Credit under this section 
for any taxable year as a result of the deficiency procedures under subchapter 
B of chapter 63, no American Opportunity Tax Credit shall be allowed under 
this section for any subsequent taxable year unless the taxpayer provides such 
information as the Secretary may require to demonstrate eligibility for such 
credit.

(c) Lifetime Learning Credit.—
(1) Per taxpayer credit.—The Lifetime Learning Credit for any taxpayer 

for any taxable year is an amount equal to 20 percent of so much of the qualified 
tuition and related expenses paid by the taxpayer during the taxable year (for 
education furnished during any academic period beginning in such taxable year) 
as does not exceed $10,000.

(2) Special rules for determining expenses.—
(A) Coordination with American Opportunity Tax Scholarship.—

The qualified tuition and related expenses with respect to an individual who is 
an eligible student for whom a American Opportunity Tax Scholarship Credit 
under subsection (a)(1) is allowed for the taxable year shall not be taken into 
account under this subsection. 

(B) Expenses eligible for Lifetime Learning Credit.—For purposes of 
paragraph (1), qualified tuition and related expenses shall include expenses 
described in subsection (f)(1) with respect to any course of instruction at an el-
igible educational institution to acquire or improve job skills of the individual.

(d) Limitations based on modified adjusted gross income.—
(1) In general.—The American Opportunity Tax Credit and the Lifetime 

Learning Credit shall each (determined without regard to this paragraph) be re-
duced (but not below zero) by the amount which bears the same ratio to each such 
credit (as so determined) as—

(A) the excess of—
(i) the taxpayer’s modified adjusted gross income for such taxable year, 

over
(ii) $80,000 ($160,000 in the case of a joint return), bears to

(B) $10,000 ($20,000 in the case of a joint return).
(2) Modified adjusted gross income.—For purposes of this subsection, the 

term “modified adjusted gross income” means the adjusted gross income of the 
taxpayer for the taxable year increased by any amount excluded from gross in-
come under section 911, 931, or 933.
(e) Election not to have section apply.—A taxpayer may elect not to have this 

section apply with respect to the qualified tuition and related expenses of an individ-
ual for any taxable year.

(f) Definitions.—For purposes of this section—
(1) Qualified tuition and related expenses.—

(A) In general.—The term “qualified tuition and related expenses” means 
tuition and fees required for the enrollment or attendance of—

(i) the taxpayer,
(ii) the taxpayer’s spouse, or
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(iii) any dependent of the taxpayer with respect to whom the taxpayer 
is allowed a deduction under section 151,

at an eligible educational institution for courses of instruction of such individ-
ual at such institution.

(B) Exception for education involving sports, etc.—Such term does 
not include expenses with respect to any course or other education involving 
sports, games, or hobbies, unless such course or other education is part of the 
individual’s degree program. 

(C) Exception for nonacademic fees.—Such term does not include stu-
dent activity fees, athletic fees, insurance expenses, or other expenses unrelat-
ed to an individual’s academic course of instruction.

(D) Required course materials taken into account for American Op-
portunity Tax credit.—For purposes of determining the American Oppor-
tunity Tax Credit, subparagraph (A) shall be applied by substituting “tuition, 
fees, and course materials” for “tuition and fees”.
(2) Eligible educational institution.—The term “eligible educational insti-

tution” means an institution—
(A) which is described in section 481 of the Higher Education Act of 1965 

(20 U.S.C. 1088), as in effect on the date of the enactment of this section, and
(B) which is eligible to participate in a program under title IV of such Act.

(g) Special rules.—
Section 25A(g)(1), below, is applicable to taxable years beginning after De-
cember 31, 2025.

(1) Identification requirement.— 
(A) Social security number requirement.—No credit shall be allowed 

under subsection (a) to an individual unless the individual includes on the 
return of tax for the taxable year—

(i) such individual’s social security number, and
(ii) in the case of a credit with respect to the qualified tuition and re-

lated expenses of an individual other than the taxpayer or the taxpayer’s 
spouse, the name and social security number of such individual.
(B) Institution.—No American Opportunity Tax Credit shall be allowed 

under this section unless the taxpayer includes the employer identification 
number of any institution to which the taxpayer paid qualified tuition and 
related expenses taken into account under this section on the return of tax for 
the taxable year.

(C) Social security number defined.—For purposes of this paragraph, 
the term “social security number” shall have the meaning given such term in 
section 24(h)(7).
(2) Adjustment for certain scholarships, etc.—The amount of qualified 

tuition and related expenses otherwise taken into account under subsection (a) 
with respect to an individual for an academic period shall be reduced (before the 
application of subsections (b), (c), and (d)) by the sum of any amounts paid for the 
benefit of such individual which are allocable to such period as—

(A) a qualified scholarship which is excludable from gross income under 
section 117,

(B) an educational assistance allowance under chapter 30, 31, 32, 34, or 35 
of title 38, United States Code, or under chapter 1606 of title 10, United States 
Code, and
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(C) a payment (other than a gift, bequest, devise, or inheritance within 
the meaning of section 102(a)) for such individual’s educational expenses, or 
attributable to such individual’s enrollment at an eligible educational insti-
tution, which is excludable from gross income under any law of the United 
States.
(3) Treatment of expenses paid by dependent.—If a deduction under sec-

tion 151 with respect to an individual is allowed to another taxpayer for a taxable 
year beginning in the calendar year in which such individual’s taxable year be-
gins—

(A) no credit shall be allowed under subsection (a) to such individual for 
such individual’s taxable year, 

(B) qualified tuition and related expenses paid by such individual during 
such individual’s taxable year shall be treated for purposes of this section as 
paid by such other taxpayer, and

(C) a statment described in paragraph (8) and received by such individual 
shall be treated as received by the taxpayer. 
(4) Treatment of certain prepayments.—If qualified tuition and related ex-

penses are paid by the taxpayer during a taxable year for an academic period which 
begins during the first 3 months following such taxable year, such academic period 
shall be treated for purposes of this section as beginning during such taxable year.

(5) Denial of double benefit.—No credit shall be allowed under this section 
for any expense for which a deduction is allowed under any other provision of this 
chapter. 

(6) No credit for married individuals filing separate returns.—If the 
taxpayer is a married individual (within the meaning of section 7703), this section 
shall apply only if the taxpayer and the taxpayer’s spouse file a joint return for 
the taxable year.

(7) Nonresident aliens.—If the taxpayer is a nonresident alien individual 
for any portion of the taxable year, this section shall apply only if such individual 
is treated as a resident alien of the United States for purposes of this chapter by 
reason of an election under subsection (g) or (h) of section 6013.

(8) Payee statement requirement.—Except as otherwise provided by the 
Secretary, no credit shall be allowed under this section unless the taxpayer re-
ceives a statement furnished under section 6050S(d) which contains all of the 
information required by paragraph (2) thereof.
(h) Inflation Adjustment.—

(1) In general.—In the case of a taxable year beginning after 2001, the 
$40,000 and 	 $80,000 amounts in subsection (d)(2) shall each be increased by an 
amount equal to—

(A) such dollar amount, multiplied by
(B) the cost-of-living adjustment determined under section 1(f)(3) for the 

calendar year in which the taxable year begins, determined by substituting 
“calendar year 2000” for “calendar year 2016” in subparagraph (A)(ii) thereof.
(2) Rounding.—If any amount as adjusted under paragraph (1) is not a multi-

ple of $1,000, such amount shall be rounded to the next lowest multiple of $1,000.
(i) Portion of American Opportunity Tax Credit Made Refundable.—Forty 

percent of so much of the credit allowed under subsection (a) as is attributable to the 
American Opportunity Tax Credit (determined after application of subsection (d) and 
without regard to this paragraph and section 26(a)) shall be treated as a credit allow-
able under subpart C (and not allowed under subsection (a)). The preceding sentence 
shall not apply to any taxpayer for any taxable year if such taxpayer is a child to 
whom subsection (g) of section 1 applies for such taxable year.
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(j) Regulations.—The Secretary may prescribe such regulations as may be nec-
essary or appropriate to carry out this section, including regulations providing for a 
recapture of the credit allowed under this section in cases where there is a refund in a 
subsequent taxable year of any amount which was taken into account in determining 
the amount of such credit.
Section 25F, below, is applicable to taxable years ending after December 31, 
2026.

§ 25F.	Qualified elementary and secondary education scholarships
(a) Allowance of credit.—In the case of an individual who is a citizen or resi-

dent of the United States (within the meaning of section 7701(a)(9)), there shall be 
allowed as a credit against the tax imposed by this chapter for the taxable year an 
amount equal to the aggregate amount of qualified contributions made by the taxpay-
er during the taxable year. 

(b) Limitations.—
(1) In general.—The credit allowed under subsection (a) to any taxpayer for 

any taxable year shall not exceed $1,700. 
(2) Reduction based on State credit.—The amount allowed as a credit un-

der subsection (a) for a taxable year shall be reduced by the amount allowed as a 
credit on any State tax return of the taxpayer for qualified contributions made by 
the taxpayer during the taxable year. 
(c) Definitions.—For purposes of this section—

(1) Covered State.—The term “covered State” means one of the States, or the 
District of Columbia, that, for a calendar year, voluntarily elects to participate 
under this section and to identify scholarship granting organizations in the State, 
in accordance with subsection (g). 

(2) Eligible student.—The term “eligible student” means an individual who—
(A) is a member of a household with an income which, for the calendar year 

prior to the date of the application for a scholarship, is not greater than 300 
percent of the area median gross income (as such term is used in section 42), 
and 

(B) is eligible to enroll in a public elementary or secondary school. 
(3) Qualified contribution.—The term “qualified contribution” means a 

charitable contribution of cash to a scholarship granting organization that uses 
the contribution to fund scholarships for eligible students solely within the State 
in which the organization is listed pursuant to subsection (g). 

(4) Qualified elementary or secondary education expense.—The term 
“qualified elementary or secondary education expense” means any expense of an 
eligible student which is described in section 530(b)(3)(A). 

(5) Scholarship granting organization.—The term “scholarship granting 
organization” means any organization—

(A) which—
(i) is described in section 501(c)(3) and exempt from tax under section 

501(a), and 
(ii) is not a private foundation, 

(B) which prevents the co-mingling of qualified contributions with other 
amounts by maintaining one or more separate accounts exclusively for quali-
fied contributions, 

(C) which satisfies the requirements of subsection (d), and 
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(D) which is included on the list submitted for the applicable covered State 
under subsection (g) for the applicable year. 

(d) Requirements for scholarship granting organizations.—
(1) In general.—An organization meets the requirements of this subsection 

if—
(A) such organization provides scholarships to 10 or more students who do 

not all attend the same school, 
(B) such organization spends not less than 90 percent of the income of the 

organization on scholarships for eligible students, 
(C) such organization does not provide scholarships for any expenses other 

than qualified elementary or secondary education expenses, 
(D) such organization provides a scholarship to eligible students with a 

priority for—
(i) students awarded a scholarship the previous school year, and 
(ii) after application of clause (i), any eligible students who have a sib-

ling who was awarded a scholarship from such organization, 
(E) such organization does not earmark or set aside contributions for schol-

arships on behalf of any particular student, and 
(F) such organization—

(i) verifies the annual household income and family size of eligible stu-
dents who apply for scholarships to ensure such students meet the require-
ment of subsection (c)(2)(A), and 

(ii) limits the awarding of scholarships to eligible students who are a 
member of a household for which the income does not exceed the amount 
established under subsection (c)(2)(A). 

(2) Prohibition on self-dealing.—
(A) In general.—A scholarship granting organization may not award a 

scholarship to any disqualified person. 
(B) Disqualified person.—For purposes of this paragraph, a disqualified 

person shall be determined pursuant to rules similar to the rules of section 
4946. 

(e) Denial of double benefit.—Any qualified contribution for which a credit is 
allowed under this section shall not be taken into account as a charitable contribution 
for purposes of section 170. 

(f) Carryforward of unused credit.—
(1) In general.—If the credit allowable under subsection (a) for any taxable 

year exceeds the limitation imposed by section 26(a) for such taxable year reduced 
by the sum of the credits allowable under this subpart (other than this section, 
section 23, and section 25D), such excess shall be carried to the succeeding taxable 
year and added to the credit allowable under subsection (a) for such taxable year. 

(2) Limitation.—No credit may be carried forward under this subsection to 
any taxable year following the fifth taxable year after the taxable year in which 
the credit arose. For purposes of the preceding sentence, credits shall be treated 
as used on a first-in first-out basis. 
(g) State list of scholarship granting organizations.—

(1) List.—
(A) In general.—Not later than January 1 of each calendar year (or, with 

respect to the first calendar year for which this section applies, as early as 
practicable), a State that voluntarily elects to participate under this section 
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shall provide to the Secretary a list of the scholarship granting organizations 
that meet the requirements described in subsection (c)(5) and are located in 
the State. 

(B) Process.—The election under this paragraph shall be made by the 
Governor of the State or by such other individual, agency, or entity as is des-
ignated under State law to make such elections on behalf of the State with 
respect to Federal tax benefits. 
(2) Certification.—Each list submitted under paragraph (1) shall include a 

certification that the individual, agency, or entity submitting such list on behalf of 
the State has the authority to perform this function. 
(h) Regulations and guidance.—The Secretary shall issue such regulations or 

other guidance as the Secretary determines necessary to carry out the purposes of 
this section, including regulations or other guidance—

(1) providing for enforcement of the requirements under subsections (d) and 
(g), and 

(2) with respect to recordkeeping or information reporting for purposes of ad-
ministering the requirements of this section.

Section 45F, below, is applicable to amounts paid or incurred after Decem-
ber 31, 2025.

§ 45F. Employer-provided child care credit
(a) In general.—For purposes of section 38, the employer-provided child care 

credit determined under this section for the taxable year is an amount equal to the 
sum of—

(1) 40 percent (50 percent in the case of an eligible small business) of the qual-
ified child care expenditures, and

(2) 10 percent of the qualified child care resource and referral expenditures, of 
the taxpayer for such taxable year.
(b) Dollar limitation.—

(1) In general.—The credit allowable under subsection (a) for any taxable 
year shall not exceed $500,000 ($600,000 in the case of an eligible small business).

(2) Inflation adjustment.—In the case of any taxable year begining after 
2026, the $500,000 and $600,000 amounts in paragraph (1) shall each be increased 
by an amount equal to—

(A) such dollar amount, multiplied by
(B) the cost-of-living adjustment determined under section 1(f)(3) for the 

calendar year in which the taxable year begins, determined by substituting 
‘calendar year 2025’ for ‘calendar year 2016’ in subparagraph (A)(ii) thereof.

(c) Definitions.—For purposes of this section—
(1) Qualified child care expenditure.—

(A) In general.—The term “qualified child care expenditure” means any 
amount paid or incurred—

(i) to acquire, construct, rehabilitate, or expand property—
(I) which is to be used as part of a qualified child care facility of the 

taxpayer,
(II) with respect to which a deduction for depreciation (or amortiza-

tion in lieu of depreciation) is allowable, and
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(III) which does not constitute part of the principal residence (with-
in the meaning of section 121) of the taxpayer or any employee of the 
taxpayer,
(ii) for the operating costs of a qualified child care facility of the taxpay-

er, including costs related to the training of employees, to scholarship pro-
grams, and to the providing of increased compensation to employees with 
higher levels of child care training, or

(iii) under a contract with a qualified child care facility to provide child 
care services to employees of the taxpayer, or under a contract with an 
intermediate entity that contracts with one or more qualified child care 
facilities to provide such child care services.
(B) Fair market value.—The term “qualified child care expenditures” 

shall not include expenses in excess of the fair market value of such care.
(2) Qualified child care facility.—

(A) In general.—The term “qualified child care facility” means a facility—
(i) the principal use of which is to provide child care assistance, and
(ii) which meets the requirements of all applicable laws and regulations 

of the State or local government in which it is located, including the licens-
ing of the facility as a child care facility.
Clause (i) shall not apply to a facility which is the principal residence (with-
in the meaning of section 121) of the operator of the facility.

* * *
(3) Qualified child care resource and referral expenditure.—

(A) In general.—The term “qualified child care resource and referral ex-
penditure” means any amount paid or incurred under a contract to provide 
child care resource and referral services to an employee of the taxpayer.

(B) Nondiscrimination.—The services shall not be treated as qualified 
unless the provision of such services (or the eligibility to use such services) 
does not discriminate in favor of employees of the taxpayer who are highly 
compensated employees (within the meaning of section 414(q)). 
(4) Eligible small business.—The term “eligible small business” means a 

business that meets the gross receipts test of section 448(c), determined—
(A) by substituting “5-taxable-year” for “3-taxable-year” in paragraph (1) 

thereof, and 
(B) by substituting “5-year” for “3-year” in paragraph (3)(A) thereof.

(d) Recapture of acquisition and construction credit.—
(1) In general.—If, as of the close of any taxable year, there is a recapture 

event with respect to any qualified child care facility of the taxpayer, then the tax 
of the taxpayer under this chapter for such taxable year shall be increased by an 
amount equal to the product of—

(A) the applicable recapture percentage, and
(B) the aggregate decrease in the credits allowed under section 38 for all 

prior taxable years which would have resulted if the qualified child care expen-
ditures of the taxpayer described in subsection (c)(1)(A) with respect to such 
facility had been zero.
(2) Applicable recapture percentage.—

* * *
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(3) Recapture event defined.—For purposes of this subsection, the term 
“recapture event” means—

(A) Cessation of operation.—The cessation of the operation of the facility 
as a qualified child care facility.

(B) Change in ownership.—
(i) In general.—Except as provided in clause (ii), the disposition of a 

taxpayer’s interest in a qualified child care facility with respect to which 
the credit described in subsection (a) was allowable.

(ii) Agreement to assume recapture liability.—Clause (i) shall not 
apply if the person acquiring such interest in the facility agrees in writing 
to assume the recapture liability of the person disposing of such interest in 
effect immediately before such disposition. * * *

* * *
(f) No double benefit.—

(1) Reduction in basis.—For purposes of this subtitle—
(A) In general.—If a credit is determined under this section with respect to 

any property by reason of expenditures described in subsection (c)(1)(A), the ba-
sis of such property shall be reduced by the amount of the credit so determined.

* * *
(2) Other deductions and credits.—No deduction or credit shall be allowed 

under any other provision of this chapter with respect to the amount of the credit 
determined under this section.
(g) Regulations and guidance.—The Secretary shall issue such regulations or 

other guidance as may be necessary to carry out the purposes of this section, includ-
ing guidance to carry out the purposes of paragraphs (1)(A)(iii) and (2)(C) of subsec-
tion (c).

§ 55.	 Alternative minimum tax imposed
(a) General rule.—There is hereby imposed (in addition to any other tax im-

posed by this subtitle) a tax equal to the excess (if any) of—
(1) the tentative minimum tax for the taxable year, over
(2) the regular tax for the taxable year plus, in the case of an applicable corpo-

ration, the tax imposed by section 59A.
(b) Tentative minimum tax.—For purposes of this part—

(1) Noncorporate taxpayers.—In the case of a taxpayer other than a corpo-
ration—

(A) In general.—The tentative minimum tax for the taxable year is the 
sum of—

(i)  26 percent of so much of the taxable excess as does not exceed 
$175,000, plus 

(ii) 28 percent of so much of the taxable excess as exceeds $175,000.
The amount determined under the preceding sentence shall be reduced by 
the alternative minimum tax foreign tax credit for the taxable year.
(B) Taxable excess.—For purposes of this subsection, the term “taxable 

excess” means so much of the alternative minimum taxable income for the 
taxable year as exceeds the exemption amount.

(C) Married individual filing separate return.—In the case of a mar-
ried individual filing a separate return, subparagraph (A) shall be applied by 
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substituting 50 percent of the dollar amount otherwise applicable under clause 
(i) and clause (ii) thereof. For purposes of the preceding sentence, marital sta-
tus shall be determined under section 7703. 

(D)  Alternative minimum taxable income.—The term “alternative 
minimum taxable income” means the taxable income of the taxpayer for the 
taxable year—

(i) determined with the adjustments provided in section 56 and section 
58, and

(ii)  increased by the amount of the items of tax preference described 
in section 57.
If a taxpayer is subject to the regular tax, such taxpayer shall be subject 
to the tax imposed by this section (and, if the regular tax is determined by 
reference to an amount other than taxable income, such amount shall be 
treated as the taxable income of such taxpayer for purposes of the preced-
ing sentence).

(2) Corporations.—
(A) Applicable corporations.—In the case of an applicable corporation, 

the tentative minimum tax for the taxable year shall be the excess of—
(i) 15 percent of the adjusted financial statement income for the taxable 

year (as determined under section 56A), over
(ii) the corporate AMT foreign tax credit for the taxable year.

(B) Other corporations.—In the case of any corporation which is not an 
applicable corporation, the tentative minimum tax for the taxable year shall 
be zero.
(3) Maximum rate of tax on net capital gain of noncorporate taxpay-

ers.—The amount determined under the first sentence of paragraph (1)(A) shall 
not exceed the sum of—

(A) the amount determined under such first sentence computed at the rates 
and in the same manner as if this paragraph had not been enacted on the 
taxable excess reduced by the lesser of—

(i) the net capital gain; or
(ii) the sum of—

(I) the adjusted net capital gain, plus
(II) the unrecaptured section 1250 gain, plus

(B) 0 percent of so much of the adjusted net capital gain (or, if less, taxable 
excess) as does not exceed an amount equal to the excess described in section 
1(h)(1)(B), plus

(C) 15 percent of the lesser of—
(i) so much of the adjusted net capital gain (or, if less, taxable excess) as 

exceeds the amount on which tax is determined under subparagraph (B), or
(ii) the excess described in section 1(h)(1)(C)(ii), plus

(D) 20 percent of the adjusted net capital gain (or, if less, taxable excess) in 
excess of the sum of the amounts on which tax is determined under subpara-
graphs (B) and (C), plus 

(E) 25 percent of the amount of taxable excess in excess of the sum of the 
amounts on which tax is determined under the preceding subparagraphs of 
this paragraph.
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Terms used in this paragraph which are also used in section 1(h) shall have the 
respective meanings given such terms by section 1(h) but computed with the 
adjustments under this part.

(c) Regular tax.—
(1) In general.—For purposes of this section, the term “regular tax” means 

the regular tax liability for the taxable year (as defined in section 26(b)) reduced 
by the foreign tax credit allowable under section 27(a). Such term shall not in-
clude any increase in tax under section 45(e)(11)(C), 49(b) or 50 (a) or subsection 
(j) or (k) of section 42.

* * *
(3) Cross references.—

For provisions providing that certain credits are not allowable 
against the tax imposed by this section, see sections 30C(d)(2) and 38(c).

(d) Exemption amount.—For purposes of this section— 
(1) Exemption amount for taxpayers other than corporations.—In the 

case of a taxpayer other than a corporation, the term “exemption amount” means—
(A) $78,750 in the case of—

(i) a joint return, or
(ii) a surviving spouse,

(B) $50,600 in the case of an individual who—
(i) is not a married individual, and
(ii) is not a surviving spouse,

(C) 50 percent of the dollar amount applicable under subparagraph (A) in 
the case of a married individual who files a separate return, and

(D) $22,500 in the case of an estate or trust.
For purposes of this paragraph, the term “surviving spouse” has the mean-
ing given to such term by section 2(a), and marital status shall be deter-
mined under section 7703.

(2) Phase-out of exemption amount.—The exemption amount of any tax-
payer shall be reduced (but not below zero) by an amount equal to 25 percent of 
the amount by which the alternative minimum taxable income of the taxpayer 
exceeds—

(A) $150,000 in the case of a taxpayer described in paragraph (1)(A),
(B) $112,500 in the case of a taxpayer described in paragraph (1)(B), and
(C) 50 percent of the dollar amount applicable under subparagraph (A) in 

the case of a taxpayer described in subparagraph (C) or (D) of paragraph (1).
In the case of a taxpayer described in paragraph (1)(C), alternative minimum 
taxable income shall be increased by the lesser of (i) 25 percent of the excess 
of alternative minimum taxable income (determined without regard to this sen-
tence) over the minimum amount of such income (as so determined) for which the 
exemption amount under paragraph (1)(C) is zero, or (ii) such exemption amount 
(determined without regard to this paragraph).

(3) Inflation adjustment.—
(A) In general.—In the case of any taxable year beginning in a calendar 

year after 2012, the amounts described in subparagraph (B) shall each be in-
creased by an amount equal to— 

(i) such dollar amount, multiplied by
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(ii) the cost-of-living adjustment determined under section 1(f)(3) for the 
calendar year in which the taxable year begins, determined by substituting 
“calendar year 2011” for “calendar year 2016” in subparagraph (A)(ii) thereof.
(B) Amounts described.—The amounts described in this subparagraph 

are—
(i) each of the dollar amounts contained in subsection (b)(1)(A),
(ii) each of the dollar amounts contained in subparagraphs (A), (B), and 

(D) of paragraph (1), and
(iii) each of the dollar amounts in subparagraphs (A) and (B) of para-

graph (2).
(C) Rounding.—Any increased amount determined under subparagraph 

(A) shall be rounded to the nearest multiple of $100.
Section 55(d)(4), below, is applicable to taxable years beginning after De-
cember 31, 2025.

(4) Special rule for taxable years beginning after 2017.—
(A) In general.—In the case of any taxable year beginning after December 

31, 2017—
(i) paragraph (1) shall be applied—

(I) by substituting “$109,400” for “$78,750” in subparagraph (A), and
(II) by substituting “$70,300” for “$50,600” in subparagraph (B),

(ii) paragraph (2) shall be applied—
(I) by substituting “$1,000,000” for “$150,000” in subparagraph (A),
(II) by substituting “50 percent of the dollar amount applicable un-

der subparagraph (A)” for “$112,500” in subparagraph (B),
(III) in the case of a taxpayer described in paragraph (1)(D), without 

regard to the substitution under subclause (I), and
(IV) by substituting “50 percent” for “25 percent”, and

(iii) subsection (j) of section 59 shall not apply.
(B) Inflation adjustment.—

(i) In general.—In the case of any taxable year beginning in a calendar 
year after 2018 (2026, in the case of the $1,000,000 amount in subpara-
graph (A)(ii)(I)), the amounts described in clause (ii) shall each be increased 
by an amount equal to—

(I) such dollar amount, multiplied by
(II) the cost-of-living adjustment determined under section 1(f)(3) 

for the calendar year in which the taxable year begins, determined by 
substituting for “calendar year 2016” in subparagraph (A)(ii) thereof—

(1) “calendar year 2017”, in the case of the $109,400 amount 
in subparagraph (A)(i)(I) and the $70,300 amount in subpara-
graph (A)(i)(II), and

(2) “calendar year 2025”, in the case of the $1,000,000 amount in 
subparagraph (A)(ii)(I).

(ii) Amounts described.—The amounts described in this clause are 
the $109,400 amount in subparagraph (A)(i)(I), the $70,300 amount in sub-
paragraph (A)(i)(II), and the $1,000,000 amount in subparagraph (A)(ii)(I).

(iii) Rounding.—Any increased amount determined under clause (i) 
shall be rounded to the nearest multiple of $100.
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(iv) Coordination with current adjustments.—In the case of any 
taxable year to which subparagraph (A) applies, no adjustment shall be 
made under paragraph (3) to any of the numbers which are substituted 
under subparagraph (A) and adjusted under this subparagraph.

§ 56.	 Adjustments in computing alternative minimum taxable in-
come

(a) Adjustments applicable to all taxpayers.—In determining the amount of 
the alternative minimum taxable income for any taxable year the following treat-
ment shall apply (in lieu of the treatment applicable for purposes of computing the 
regular tax):

(1) Depreciation.—
(A) In general.—

(i) Property other than certain personal property.—Except as pro-
vided in clause (ii), the depreciation deduction allowable under section 167 
with respect to any tangible property placed in service after December 31, 
1986, shall be determined under the alternative system of section 168(g).  
In the case of property placed in service after December 31, 1998, the pre-
ceding sentence shall not apply but clause (ii) shall continue to apply.

(ii) 150-percent declining balance method for certain proper-
ty.—The method of depreciation used shall be—

(I) the 150 percent declining balance method,
(II) switching to the straight line method for the 1st taxable year for 

which using the straight line method with respect to the adjusted basis 
as of the beginning of the year will yield a higher allowance.

The preceding sentence shall not apply to any section 1250 property (as de-
fined in section 1250(c)) (and the straight line method shall be used for such 
section 1250 property) or to any other property if the depreciation deduc-
tion determined under section 168 with respect to such other property for 
purposes of the regular tax is determined by using the straight line method.
(B) Exception for certain property.—This paragraph shall not apply to 

property described in paragraph (1), (2), (3), or (4) of section 168(f), or in section 
168(e)(3)(C)(iv). 

* * *
Section 56(a)(3), below, is applicable to contracts entered into in taxable 
years beginning after July 4, 2025.

(3) Treatment of certain long-term contracts.—In the case of any long-
term contract entered into by the taxpayer on or after March 1, 1986, the taxable 
income from such contract shall be determined under the percentage of comple-
tion method of accounting (as modified by section 460(b)). For purposes of the 
preceding sentence, in the case of a contract described in section 460(e)(1), the 
percentage of the contract completed shall be determined under section 460(b)(1) 
by using the simplified procedures for allocation of costs prescribed under section 
460(b)(3). The first sentence of this paragraph shall not apply to any residential 
construction contract (as defined in section 460(e)(4)).

(4) Alternative tax net operating loss deduction.—The alternative tax 
net operating loss deduction shall be allowed in lieu of the net operating loss de-
duction allowed under section 172.

* * *
(6) Adjusted basis.—The adjusted basis of any property to which paragraph (1) 

or (5) applies (or with respect to which there are any expenditures to which para-
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graph (2) or subsection (b)(2) applies) shall be determined on the basis of the treat-
ment prescribed in paragraph (1), (2), or (5), or subsection (b)(2), whichever applies.

* * *
(b) Adjustments applicable to individuals.—In determining the amount of 

the alternative minimum taxable income of any taxpayer (other than a corporation), 
the following treatment shall apply (in lieu of the treatment applicable for purposes 
of computing the regular tax): 

(1) Limitation on itemized deductions.—
(A) In general.—No deduction shall be allowed—

(i) for any miscellaneous itemized deduction (as defined in section 
67(b)), or

(ii) for any taxes described in paragraph (1), (2), or (3) of section 164(a) 
or clause (ii) of section 164(b)(5)(A).

Clause (ii) shall not apply to any amount allowable in computing adjusted 
gross income.

(B) Interest.—In determining the amount allowable as a deduction for 
interest, subsections (d) and (h) of section 163 shall apply, except that—

(i) in lieu of the exception under section 163(h)(2)(D), the term “person-
al interest” shall not include any qualified housing interest (as defined in 
subsection (e)),

(ii) interest on any specified private activity bond (and any amount 
treated as interest on a specified private activity bond under section 57(a)
(5)(B)), and any deduction referred to in section 57(a)(5)(A), shall be treated 
as includible in gross income (or as deductible) for purposes of applying 
section 163(d),

(iii) in lieu of the exception under section 163(d)(3)(B)(i), the term “in-
vestment interest” shall not include any qualified housing interest (as de-
fined in subsection (e)), and

(iv) the adjustments of this section and sections 57 and 58 shall apply in 
determining net investment income under section 163(d).
(C) Treatment of certain recoveries.—No recovery of any tax to which 

subparagraph (A)(ii) applied shall be included in gross income for purposes of 
determining alternative minimum taxable income.

(D) Standard deduction and deduction for personal exemptions not 
allowed.—The standard deduction under section 63(c), the deduction for per-
sonal exemptions under section 151, and the deduction under section 642(b) 
shall not be allowed. 

(E) Section 68 not applicable.—Section 68 shall not apply.
Section 56(b)(2), below, is applicable to taxable years beginning after De-
cember 31, 2024.

(2) Circulation and research and experimental expenditures.—
(A) In general.—The amount allowable as a deduction under section 173, 

174(a), or 174A(a) in computing the regular tax for amounts paid or incurred 
after December 31, 1986, shall be capitalized and—

(i) in the case of circulation expenditures described in section 173, shall 
be amortized ratably over the 3-year period beginning with the taxable year 
in which the expenditures were made, or

(ii) in the case of foreign research or experimental expenditures de-
scribed in section 174(a) and domestic research or experimental expendi-
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tures in section 174A(a), shall be amortized ratably over the 10-year period 
beginning with the taxable year in which the expenditures were made.
(B) Loss allowed.—If a loss is sustained with respect to any property de-

scribed in subparagraph (A), a deduction shall be allowed for the expenditures 
described in subparagraph (A) for the taxable year in which such loss is sus-
tained in an amount equal to the lesser of—

(i) the amount allowable under section 165(a) for the expenditures if 
they had remained capitalized, or

(ii) the amount of such expenditures which have not previously been 
amortized under subparagraph (A).
(C) Exception for certain research and experimental expendi-

tures.—If the taxpayer materially participates (within the meaning of section 
469(h)) in an activity, this paragraph shall not apply to any amount allowable 
as a deduction under section 174(a) or 174A(a) for expenditures paid or in-
curred in connection with such activity.
(3) Treatment of incentive stock options.—Section 421 shall not apply to 

the transfer of stock acquired pursuant to the exercise of an incentive stock option 
(as defined in section 422). Section 422(c)(2) shall apply in any case where the 
disposition and the inclusion for purposes of this part are within the same taxable 
year and such section shall not apply in any other case. The adjusted basis of any 
stock so acquired shall be determined on the basis of the treatment prescribed by 
this paragraph. 
(d) Alternative tax net operating loss deduction defined.—

(1) In general.—For purposes of subsection (a)(4), the term “alternative tax 
net operating loss deduction” means the net operating loss deduction allowable for 
the taxable year under section 172, except that—

(A) the amount of such deduction shall not exceed the sum of—
(i) the lesser of—

(I) the amount of such deduction attributable to net operating losses 
(other than the deduction described in clause (ii)(I)), or

(II) 90 percent of alternative minimum taxable income determined 
without regard to such deduction and the deduction under section 199, plus
(ii) the lesser of— 

(I) the amount of such deduction attributable to an applicable net 
operating loss with respect to which an election is made under section 
172(b)(1)(H) (as in effect before its repeal by the Tax Increase Preven-
tion Act of 2014), or

(II) alternative minimum taxable income determined without regard 
to such deduction and the deduction under section 199 reduced by the 
amount determined under clause (i), and

(B) in determining the amount of such deduction—
(i) the net operating loss (within the meaning of section 172(c)) for any 

loss year shall be adjusted as provided in paragraph (2), and
(ii) appropriate adjustments in the application of section 172(b)(2) shall 

be made to take into account the limitation of subparagraph (A).
(2) Adjustments to net operating loss computation.—

(A) Post-1986 loss years.—In the case of a loss year beginning after Decem-
ber 31, 1986, the net operating loss for such year under section 172(c) shall—

(i) be determined with the adjustments provided in this section and sec-
tion 58, and

INCOME TAXES§ 56(b)



35

(ii) be reduced by the items of tax preference determined under section 
57 for such year.

An item of tax preference shall be taken into account under clause (ii) only to 
the extent such item increased the amount of the net operating loss for the 
taxable year under section 172(c).

(e) Qualified housing interest.—For purposes of this part— 
(1) In general.—The term “qualified housing interest” means interest which 

is qualified residence interest (as defined in section 163(h)(3)) and is paid or ac-
crued during the taxable year on indebtedness which is incurred in acquiring, 
constructing, or substantially improving any property which—

(A) is the principal residence (within the meaning of section 121) of the 
taxpayer at the time such interest accrues, or

Section 56(e)(1)(B), below, is applicable for indebtedness incurred after De-
cember 31, 2024.

(B) is a qualified dwelling which is a qualified residence (within the mean-
ing of section 163(h)(5)).

Such term also includes interest on any indebtedness resulting from the refinanc-
ing of indebtedness meeting the requirements of the preceding sentence; but only 
to the extent that the amount of the indebtedness resulting from such refinancing 
does not exceed the amount of the refinanced indebtedness immediately before 
the refinancing.

(2) Qualified dwelling.—The term “qualified dwelling” means any—
(A) house,
(B) apartment,
(C) condominium, or
(D) mobile home not used on a transient basis (within the meaning of sec-

tion 7701(a)(19)(C)(v)), 
including all structures or other property appurtenant thereto.

* * *

§ 56A. Adjusted financial statement income
(a) In general.—For purposes of this part, the term “adjusted financial state-

ment income” means, with respect to any corporation for any taxable year, the net in-
come or loss of the taxpayer set forth on the taxpayer’s applicable financial statement 
for such taxable year, adjusted as provided in this section. 

(b)  Applicable financial statement.—For purposes of this section, the term 
“applicable financial statement” means, with respect to any taxable year, an applica-
ble financial statement (as defined in section 451(b)(3) or as specified by the Secretary 
in regulations or other guidance) which covers such taxable year.

(c) General adjustments.—
(1)  Statements covering different taxable years.—Appropriate adjust-

ments shall be made in adjusted financial statement income in any case in which 
an applicable financial statement covers a period other than the taxable year.

(2) Special rules for related entities.—
(A)  Consolidated financial statements.—If the financial results of a 

taxpayer are reported on the applicable financial statement for a group of enti-
ties, rules similar to the rules of section 451(b)(5) shall apply.

* * *
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(C) Treatment of dividends and other amounts.—In the case of any 
corporation which is not included on a consolidated return with the taxpayer, 
adjusted financial statement income of the taxpayer with respect to such oth-
er corporation shall be determined by only taking into account the dividends 
received from such other corporation (reduced to the extent provided by the 
Secretary in regulations or other guidance) and other amounts which are in-
cludible in gross income or deductible as a loss under this chapter (other than 
amounts required to be included under sections 951 and 951A or such other 
amounts as provided by the Secretary) with respect to such other corporation.

(D) Treatment of partnerships.—
(i) In general.—Except as provided by the Secretary, if the taxpayer is 

a partner in a partnership, adjusted financial statement income of the tax-
payer with respect to such partnership shall be adjusted to only take into 
account the taxpayer’s distributive share of adjusted financial statement 
income of such partnership.

* * *
(6) Adjustment with respect to disregarded entities.—Adjusted financial 

statement income shall be adjusted to take into account any adjusted financial 
statement income of a disregarded entity owned by the taxpayer.

* * *
Section 56A(c)(13), below, is applicable to taxable years beginning after De-
cember 31, 2025.

(13) Depreciation.—Adjusted financial statement income shall be—
(A) reduced by—

(i) depreciation deductions allowed under section 167 with respect to 
property to which section 168 applies to the extent of the amount allowed as 
deductions in computing taxable income for the taxable year, and

(ii) any deduction allowed for expenses under section 263(c) (including 
any deduction for such expenses under section 59(e) or 291(b)(2)) with re-
spect to property described therein to the extent of the amount allowed as 
deductions in computing taxable income for the year, and
(B) appropriately adjusted— 

(i) to disregard any amount of—
(I) depreciation expense that is taken into account on the taxpayer’s 

applicable financial statement with respect to such property, and
(II) depletion expense that is taken into account on the taxpayer’s 

applicable financial statement with respect to the intangible drilling 
and development costs of such property, and
(ii)  to take into account any other item specified by the Secretary in 

order to provide that such property is accounted for in the same manner as 
it is accounted for under this chapter.

* * *
(d) Deduction for financial statement net operating loss.—

(1) In general.—Adjusted financial statement income (determined after ap-
plication of subsection (c) and without regard to this subsection) shall be reduced 
by an amount equal to the lesser of—

(A) the aggregate amount of financial statement net operating loss carry-
overs to the taxable year, or
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(B) 80 percent of adjusted financial statement income computed without 
regard to the deduction allowable under this subsection.
(2) Financial statement net operating loss carryover.—A financial state-

ment net operating loss for any taxable year shall be a financial statement net 
operating loss carryover to each taxable year following the taxable year of the loss. 
The portion of such loss which shall be carried to subsequent taxable years shall 
be the amount of such loss remaining (if any) after the application of paragraph 
(1).

(3) Financial statement net operating loss defined.—For purposes of this 
subsection, the term “financial statement net operating loss” means the amount 
of the net loss (if any) set forth on the corporation’s applicable financial statement 
(determined after application of subsection (c) and without regard to this subsec-
tion) for taxable years ending after December 31, 2019.
(e) Regulations and other guidance.—The Secretary shall provide for such 

regulations and other guidance as necessary to carry out the purposes of this section, 
including regulations and other guidance relating to the effect of the rules of this 
section on partnerships with income taken into account by an applicable corporation.

§ 57.	 Items of tax preference
(a) General rule.—For purposes of this part, the items of tax preference deter-

mined under this section are— 
(1) Depletion.—With respect to each property (as defined in section 614), the 

excess of the deduction for depletion allowable under section 611 for the taxable 
year over the adjusted basis of the property at the end of the taxable year (de-
termined without regard to the depletion deduction for the taxable year). This 
paragraph shall not apply to any deduction for depletion computed in accordance 
with section 613A(c).

(2) Intangible drilling costs.— 
(A) In general.—With respect to all oil, gas, and geothermal properties of 

the taxpayer, the amount (if any) by which the amount of the excess intangible 
drilling costs arising in the taxable year is greater than 65 percent of the net 
income of the taxpayer from oil, gas, and geothermal properties for the taxable 
year.

(B) Excess intangible drilling costs.—For purposes of subparagraph 
(A), the amount of the excess intangible drilling costs arising in the taxable 
year is the excess of—

(i) the intangible drilling and development costs paid or incurred in con-
nection with oil, gas, and geothermal wells (other than costs incurred in 
drilling a nonproductive well) allowable under section 263(c) or 291(b) for 
the taxable year, over

(ii) the amount which would have been allowable for the taxable year if 
such costs had been capitalized and straight line recovery of intangibles (as 
defined in subsection (b)) had been used with respect to such costs.
(C) Net income from oil, gas, and geothermal properties.—For pur-

poses of subparagraph (A), the amount of the net income of the taxpayer from 
oil, gas, and geothermal properties for the taxable year is the excess of—

(i) the aggregate amount of gross income (within the meaning of section 
613(a)) from all oil, gas, and geothermal properties of the taxpayer received 
or accrued by the taxpayer during the taxable year, over

(ii) the amount of any deductions allocable to such properties reduced 
by the excess described in subparagraph (B) for such taxable year.
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(D) Paragraph applied separately with respect to geothermal prop-
erties and oil and gas properties.—This paragraph shall be applied sepa-
rately with respect to—

(i) all oil and gas properties which are not described in clause (ii), and
(ii) all properties which are geothermal deposits (as defined in section 

613(e)(2)).
(E) Exception for independent producers.—In the case of any oil or 

gas well—
(i) In general.—This paragraph shall not apply to any taxpayer which 

is not an integrated oil company (as defined in section 291(b)(4)).
(ii) Limitation on benefit.—The reduction in alternative minimum 

taxable income by reason of clause (i) for any taxable year shall not exceed 
40 percent of the alternative minimum taxable income for such year deter-
mined without regard to clause (i) and the alternative tax net operating loss 
deduction under section 56(a)(4).

* * *
(5) Tax-exempt interest.—

(A) In general.—Interest on specified private activity bonds reduced by 
any deduction (not allowable in computing the regular tax) which would have 
been allowable if such interest were includible in gross income. 

* * *
(C) Specified private activity bonds.—

(i) In general.—For purposes of this part, the term “specified private 
activity bond” means any private activity bond (as defined in section 141) 
which is issued after August 7, 1986, and the interest on which is not inclu-
dible in gross income under section 103.

* * *
(vi) Exception for bonds issued in 2009 and 2010.—

(I) In general.—For purposes of clause (i), the term “private activity 
bond” shall not include any bond issued after December 31, 2008, and 
before January 1, 2011.

* * *
(6) Accelerated depreciation or amortization on certain property 

placed in service before January 1, 1987.—The amounts which would be 
treated as items of tax preference with respect to the taxpayer under paragraphs 
(2), (3), (4), and (12) of this subsection (as in effect on the day before the date of the 
enactment of the Tax Reform Act of 1986). The preceding sentence shall not apply 
to any property to which section 56(a)(1) or (5) applies. 

Section 57(a)(7), below, takes effect as if included in the enactment of sec-
tion 2011 of the Creating Small Business Jobs Act of 2010.

(7) Exclusion for gains on sale of certain small business stock.—In the 
case of stock acquired on or before the date of the enactment of the Creating Small 
Business Jobs Act of 2010, an amount equal to 7 percent of the amount excluded 
from gross income for the taxable year under section 1202.
(b) Straight line recovery of intangibles defined.—For purposes of para-

graph (2) of subsection (a)—
(1) In general.—The term “straight line recovery of intangibles”, when used 

with respect to intangible drilling and development costs for any well, means (ex-
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cept in the case of an election under paragraph (2)) ratable amortization of such 
costs over the 120-month period beginning with the month in which production 
from such well begins.

(2) Election.—If the taxpayer elects with respect to the intangible drilling 
and development costs for any well, the term “straight line recovery of intangi-
bles” means any method which would be permitted for purposes of determining 
cost depletion with respect to such well and which is selected by the taxpayer for 
purposes of subsection (a)(2).

§ 63.	 Taxable income defined
(a) In general.—Except as provided in subsection (b), for purposes of this subti-

tle, the term “taxable income” means gross income minus the deductions allowed by 
this chapter (other than the standard deduction).
Section 63(b), below, is applicable to taxable years beginning after Decem-
ber 31, 2024.

(b) Individuals who do not itemize their deductions.—In the case of an indi-
vidual who does not elect to itemize his deductions for the taxable year, for purposes 
of this subtitle, the term “taxable income” means adjusted gross income, minus—

(1) the standard deduction,
(2) the deduction for personal exemptions provided in section 151, 
(3) any deduction provided in section 199A, 
(4) the deduction provided in section 170(p),
(5) the deduction provided in section 224,
(6) the deduction provided in section 225, and
(7) so much of the deduction allowed by section 163(a) as is attributable to the 

exception under section 163(h)(4)(A).
(c) Standard deduction.—For purposes of this subtitle—

(1) In general.—Except as otherwise provided in this subsection, the term 
“standard deduction” means the sum of— 

(A) the basic standard deduction, and
(B) the additional standard deduction.

(2) Basic standard deduction.—For purposes of paragraph (1), the basic 
standard deduction is—

(A) 200 percent of the dollar amount in effect under subparagraph (C) for 
the taxable year in the case of—

(i) a joint return, or
(ii) a surviving spouse (as defined in section 2(a)),

(B) $4,400 in the case of a head of household (as defined in section 2(b)), or
(C) $3,000 in any other case.

(3) Additional standard deduction for aged and blind.—For purposes 
of paragraph (1), the additional standard deduction is the sum of each additional 
amount to which the taxpayer is entitled under subsection (f).

(4) Adjustments for inflation.—In the case of any taxable year beginning in 
a calendar year after 1988, each dollar amount contained in paragraph (2)(B), (2)
(C) or (5) or subsection (f) shall be increased by an amount equal to—

(A) such dollar amount, multiplied by
(B) the cost-of-living adjustment determined under section 1(f)(3) * * *––
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* * *
(5) Limitation on basic standard deduction in the case of certain de-

pendents.—In the case of an individual with respect to whom a deduction under 
section 151 is allowable to another taxpayer for a taxable year beginning in the 
calendar year in which the individual’s taxable year begins, the basic standard 
deduction applicable to such individual for such individual’s taxable year shall not 
exceed the greater of—

(A) $500, or
(B) the sum of $250 and such individual’s earned income.

(6) Certain individuals, etc., not eligible for standard deduction.—In 
the case of—

(A) a married individual filing a separate return where either spouse item-
izes deductions,

(B) a nonresident alien individual,
(C) an individual making a return under section 443(a)(1) for a period of 

less than 12 months on account of a change in his annual accounting period, or
(D) an estate or trust, common trust fund, or partnership, 

the standard deduction shall be zero.
Section 63(c)(7), below, is applicable to taxable years beginning after De-
cember 31, 2024.

(7) Special rules for taxable years beginning after 2017.—In the case of 
a taxable year beginning after December 31, 2017—

(A) Increase in standard deduction.—Paragraph (2) shall be applied—
(i) by substituting “$23,625” for “$4,400” in subparagraph (B), and
(ii) by substituting “$15,750” for “$3,000” in subparagraph (C).

(B) Adjustment for inflation.—
(i) In general.—Paragraph (4) shall not apply to the dollar amounts 

contained in paragraphs (2)(B) and (2)(C).
(ii) Adjustment of increased amounts.—In the case of a taxable year 

beginning after 2025, the $23,625 and $15,750 amounts in subparagraph 
(A) shall each be increased by an amount equal to—

(I) such dollar amount, multiplied by
(II) the cost-of-living adjustment determined under section 1(f)(3) 

for the calendar year in which the taxable year begins, determined by 
substituting “2024” for “2016” in subparagraph (A)(ii) thereof.

If any increase under this clause is not a multiple of $50, such increase 
shall be rounded to the next lowest multiple of $50.

(d) Itemized deductions.—For purposes of this subtitle, the term “itemized de-
ductions” means the deductions allowable under this chapter other than—

(1) the deductions allowable in arriving at adjusted gross income, and
(2) any deduction referred to in any paragraph of subsection (b).

(e) Election to itemize.—
(1) In general.—Unless an individual makes an election under this subsec-

tion for the taxable year, no itemized deduction shall be allowed for the taxable 
year. For purposes of this subtitle, the determination of whether a deduction is 
allowable under this chapter shall be made without regard to the preceding sen-
tence.

INCOME TAXES§ 63(c)



41

(2) Time and manner of election.—Any election under this subsection shall 
be made on the taxpayer’s return, and the Secretary shall prescribe the manner of 
signifying such election on the return.

(3) Change of election.—Under regulations prescribed by the Secretary, a 
change of election with respect to itemized deductions for any taxable year may 
be made after the filing of the return for such year. If the spouse of the taxpayer 
filed a separate return for any taxable year corresponding to the taxable year of 
the taxpayer, the change shall not be allowed unless, in accordance with such 
regulations—

(A) the spouse makes a change of election with respect to itemized deduc-
tions, for the taxable year covered in such separate return, consistent with the 
change of treatment sought by the taxpayer, and

(B) the taxpayer and his spouse consent in writing to the assessment (with-
in such period as may be agreed on with the Secretary) of any deficiency, to 
the extent attributable to such change of election, even though at the time of 
the filing of such consent the assessment of such deficiency would otherwise be 
prevented by the operation of any law or rule of law.

This paragraph shall not apply if the tax liability of the taxpayer’s spouse for the 
taxable year corresponding to the taxable year of the taxpayer has been compro-
mised under section 7122.
(f) Aged or blind additional amounts.—

(1) Additional amounts for the aged.—The taxpayer shall be entitled to an 
additional amount of $600—

(A) for himself if he has attained age 65 before the close of his taxable year, 
and

(B) for the spouse of the taxpayer if the spouse has attained age 65 before 
the close of the taxable year and an additional exemption is allowable to the 
taxpayer for such spouse under section 151(b).
(2) Additional amount for blind.—The taxpayer shall be entitled to an ad-

ditional amount of $600—
(A) for himself if he is blind at the close of the taxable year, and
(B) for the spouse of the taxpayer if the spouse is blind as of the close of the 

taxable year and an additional exemption is allowable to the taxpayer for such 
spouse under section 151(b).

For purposes of subparagraph (B), if the spouse dies during the taxable year the deter-
mination of whether such spouse is blind shall be made as of the time of such death.

(3) Higher amount for certain unmarried individuals.—In the case of an 
individual who is not married and is not a surviving spouse, paragraphs (1) and 
(2) shall be applied by substituting “$750” for “$600”.

(4) Blindness defined.—For purposes of this subsection, an individual is 
blind only if his central visual acuity does not exceed 20/200 in the better eye with 
correcting lenses, or if his visual acuity is greater than 20/200 but is accompanied 
by a limitation in the fields of vision such that the widest diameter of the visual 
field subtends an angle no greater than 20 degrees.
(g) Marital status.—For purposes of this section, marital status shall be deter-

mined under section 7703. 
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Section 67, below, is applicable to taxable years beginning after December 
31, 2025.

§ 67.	 2-percent floor on miscellaneous itemized deductions
(a) General Rule.—In the case of an individual, the miscellaneous itemized de-

ductions for any taxable year shall be allowed only to the extent that the aggregate of 
such deductions exceeds 2 percent of adjusted gross income.

(b) Miscellaneous itemized deductions.—For purposes of this section, the term 
“miscellaneous itemized deductions” means the itemized deductions other than—

(1) the deduction under section 163 (relating to interest),
(2) the deduction under section 164 (relating to taxes),
(3) the deduction under section 165(a) for casualty or theft losses described in 

paragraph (2) or (3) of section 165(c) or for losses described in section 165(d),
(4) the deductions under section 170 (relating to charitable, etc., contributions 

and gifts) and section 642(c) (relating to deduction for amounts paid or perma-
nently set aside for a charitable purpose),

(5) the deduction under section 213 (relating to medical, dental, etc., expenses),
(6) any deduction allowable for impairment-related work expenses,
(7) the deduction under section 691(c) (relating to deduction for estate tax in 

case of income in respect of the decedent),
(8) any deduction allowable in connection with personal property used in a 

short sale,
(9) the deduction under section 1341 (relating to computation of tax where 

taxpayer restores substantial amount held under claim of right),
(10) the deduction under section 72(b)(3) (relating to deduction where annuity 

payments cease before investment recovered),
(11) the deduction under section 171 (relating to deduction for amortizable 

bond premium),
(12) the deduction under section 216 (relating to deductions in connection with 

cooperative housing corporations), and 
(13) the deductions allowed by section 162 for educator expenses (as defined 

in subsection (g)).
(c) Disallowance of indirect deduction through pass-thru entity.—

(1) In general.—The Secretary shall prescribe regulations which prohibit the 
indirect deduction through pass-thru entities of amounts which are not allowable as a 
deduction if paid or incurred directly by an individual and which contain such report-
ing requirements as may be necessary to carry out the purposes of this subsection.

* * *
(3) Treatment of certain other entities.—Paragraph (1) shall not apply—

(A) with respect to cooperatives and real estate investment trusts, and
(B) except as provided in regulations, with respect to estates and trusts.

* * *
(e) Determination of adjusted gross income in case of estates and trusts.—

For purposes of this section, the adjusted gross income of an estate or trust shall be 
computed in the same manner as in the case of an individual, except that—
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(1) the deductions for costs which are paid or incurred in connection with the 
administration of the estate or trust and which would not have been incurred if 
the property were not held in such trust or estate, and 

(2) the deductions allowable under sections 642(b), 651, and 661,
shall be treated as allowable in arriving at adjusted gross income. Under regula-
tions, appropriate adjustments shall be made in the application of part I of sub-
chapter J of this chapter to take into account the provisions of this section.
(f) Coordination with other limitation.—This section shall be applied before 

the application of the dollar limitation of the second sentence of section 162(a) (relat-
ing to trade or business expenses). GROSS INCOME—INCLUSIONS
Sections 67(g) and (h), below, are applicable to taxable years beginning af-
ter December 31, 2025.

(g) Educator expenses.—For purposes of subsection (b)(13), the term “educator 
expenses” means expenses of a type which would be described in section 62(a)(2)(D) 
if—

(1) such section were applied—
(A) without regard to the dollar limitation,
(B) without regard to “(other than nonathletic supplies for courses of in-

struction in health or physical education)” in clause (ii) thereof, and
(C) by substituting “as part of instructional activity” for “in the classroom” 

in clause (ii) thereof, and
(2) section 62(d)(1)(A) were applied by inserting “, interscholastic sports ad-

ministrator or coach,” after “counselor”.
(h) Suspension for taxable years beginning after 2017.—Notwithstanding 

subsection (a), no miscellaneous itemized deduction shall be allowed for any taxable 
year beginning after December 31, 2017.
Section 68, below, is applicable to taxable years beginning after December 
31, 2025.

§ 68. Overall limitation on itemized deductions
(a) In general.—In the case of an individual, the amount of the itemized deduc-

tions otherwise allowable for the taxable year (determined without regard to this 
section) shall be reduced by 2/37 of the lesser of—

(1) such amount of itemized deductions, or
(2) so much of the taxable income of the taxpayer for the taxable year (deter-

mined without regard to this section and increased by such amount of itemized 
deductions) as exceeds the dollar amount at which the 37 percent rate bracket 
under section 1 begins with respect to the taxpayer.
(b) Coordination with other limitations.—This section shall be applied after 

the application of any other limitation on the allowance of any itemized deduction.

§ 108.	Income from discharge of indebtedness
(a) Exclusion from gross income.—

(1) In general.—Gross income does not include any amount which (but for 
this subsection) would be includible in gross income by reason of the discharge (in 
whole or in part) of indebtedness of the taxpayer if—

(A) the discharge occurs in a title 11 case, 
(B) the discharge occurs when the taxpayer is insolvent,
(C) the indebtedness discharged is qualified farm indebtedness,
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(D) in the case of a taxpayer other than a C corporation, the indebtedness 
discharged is qualified real property business indebtedness, or

(E) the indebtedness discharged is qualified principal residence indebted-
ness which is discharged—

(ii) before January 1, 2026, or
(ii) subject to an arrangement that is entered into and evidenced in 

writing before January 1, 2026.
(2) Coordination of exclusions.—

(A) Title 11 exclusion takes precedence.—Subparagraphs (B), (C), (D), 
and (E) of paragraph (1) shall not apply to a discharge which occurs in a title 
11 case.

(B) Insolvency exclusion takes precedence over qualified farm 
exclusion and qualified real property business exclusion.—Subpara-
graphs (C) and (D) of paragraph (1) shall not apply to a discharge to the extent 
the taxpayer is insolvent.

(C) Principal residence exclusion takes precedence over insolven-
cy exclusion unless elected otherwise.—Paragraph (1)(B) shall not apply 
to a discharge to which paragraph (1)(E) applies unless the taxpayer elects to 
apply paragraph (1)(B) in lieu of paragraph (1)(E).
(3) Insolvency exclusion limited to amount of insolvency.—In the case 

of a discharge to which paragraph (1)(B) applies, the amount excluded under 
paragraph (1)(B) shall not exceed the amount by which the taxpayer is insolvent.
(b) Reduction of tax attributes.— 

(1) In general.—The amount excluded from gross income under subparagraph 
(A), (B), or (C) of subsection (a)(1) shall be applied to reduce the tax attributes of 
the taxpayer as provided in paragraph (2).

(2) Tax attributes affected; order of reduction.—Except as provided in 
paragraph (5), the reduction referred to in paragraph (1) shall be made in the 
following tax attributes in the following order:

(A) NOL.—Any net operating loss for the taxable year of the discharge, and 
any net operating loss carryover to such taxable year.

(B) General business credit.—Any carryover to or from the taxable year 
of a discharge of an amount for purposes for determining the amount allowable 
as a credit under section 38 (relating to general business credit).

(C) Minimum tax credit.—The amount of the minimum tax credit avail-
able under section 53(b) as of the beginning of the taxable year immediately 
following the taxable year of the discharge.

(D) Capital loss carryovers.—Any net capital loss for the taxable year 
of the discharge, and any capital loss carryover to such taxable year under 
section 1212. 

(E) Basis reduction.— 
(i) In general.—The basis of the property of the taxpayer.
(ii) Cross reference.—

For provisions for making the reduction described in clause 
(i), see section 1017.

(F) Passive activity loss and credit carryovers.—Any passive activity 
loss or credit carryover of the taxpayer under section 469(b) from the taxable 
year of the discharge.

* * *
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(3) Amount of reduction.—
(A) In general.—Except as provided in subparagraph (B), the reductions 

described in paragraph (2) shall be one dollar for each dollar excluded by sub-
section (a).

(B) Credit carryover reduction.—The reductions described in subpara-
graphs (B), (C), and (G) shall be 331∕3 cents for each dollar excluded by subsec-
tion (a). The reduction described in subparagraph (F) in any passive activity 
credit carryover shall be 331∕3 cents for each dollar excluded by subsection (a).
(4) Ordering rules.—

(A) Reductions made after determination of tax for year.—The re-
ductions described in paragraph (2) shall be made after the determination of 
the tax imposed by this chapter for the taxable year of the discharge.

(B) Reductions under subparagraph (A) or (D) of paragraph (2).—
The reductions described in subparagraph (A) or (D) of paragraph (2) (as the 
case may be) shall be made first in the loss for the taxable year of the discharge 
and then in the carryovers to such taxable year in the order of the taxable 
years from which each such carryover arose.

(C) Reductions under subparagraphs (B) and (G) of paragraph 
(2).—The reductions described in subparagraphs (B) and (G) of paragraph (2) 
shall be made in the order in which carryovers are taken into account under 
this chapter for the taxable year of the discharge.
(5) Election to apply reduction first against depreciable property.—

(A) In general.—The taxpayer may elect to apply any portion of the re-
duction referred to in paragraph (1) to the reduction under section 1017 of the 
basis of the depreciable property of the taxpayer.

(B) Limitation.—The amount to which an election under subparagraph 
(A) applies shall not exceed the aggregate adjusted bases of the depreciable 
property held by the taxpayer as of the beginning of the taxable year following 
the taxable year in which the discharge occurs. 

(C) Other tax attributes not reduced.—Paragraph (2) shall not apply to 
any amount to which an election under this paragraph applies.

(c) Treatment of discharge of qualified real property business indebted-
ness.—

(1) Basis reduction.—
(A) In general.—The amount excluded from gross income under subpara-

graph (D) of subsection (a)(1) shall be applied to reduce the basis of the depre-
ciable real property of the taxpayer. 

(B) Cross reference.—
For provisions making the reduction described in subparagraph 

(A), see section 1017.
(2) Limitations.— 

(A) Indebtedness in excess of value.—The amount excluded under sub-
paragraph (D) of subsection (a)(1) with respect to any qualified real property 
business indebtedness shall not exceed the excess (if any) of—

(i) the outstanding principal amount of such indebtedness (immediately 
before the discharge), over

(ii) the fair market value of the real property described in paragraph (3)
(A) (as of such time), reduced by the outstanding principal amount of any 
other qualified real property business indebtedness secured by such prop-
erty (as of such time).
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(B) Overall limitation.—The amount excluded under subparagraph (D) 
of subsection (a)(1) shall not exceed the aggregate adjusted bases of deprecia-
ble real property (determined after any reductions under subsections (b) and 
(g)) held by the taxpayer immediately before the discharge (other than depre-
ciable real property acquired in contemplation of such discharge).
(3) Qualified real property business indebtedness.—The term “qualified 

real property business indebtedness” means indebtedness which—
(A) was incurred or assumed by the taxpayer in connection with real prop-

erty used in a trade or business and is secured by such real property,
(B) was incurred or assumed before January 1, 1993, or if incurred or as-

sumed on or after such date, is qualified acquisition indebtedness, and
(C) with respect to which such taxpayer makes an election to have this 

paragraph apply.
Such term shall not include qualified farm indebtedness. Indebtedness under 
subparagraph (B) shall include indebtedness resulting from the refinancing of 
indebtedness under subparagraph (B) (or this sentence), but only to the extent 
it does not exceed the amount of the indebtedness being refinanced.
(4) Qualified acquisition indebtedness.—For purposes of paragraph  

(3)(B), the term “qualified acquisition indebtedness” means, with respect to any 
real property described in paragraph (3)(A), indebtedness incurred or assumed to 
acquire, construct, reconstruct, or substantially improve such property.

(5) Regulations.—The Secretary shall issue such regulations as are neces-
sary to carry out this subsection, including regulations preventing the abuse of 
this subsection through cross-collateralization or other means.
(d) Meaning of terms; special rules relating to certain provisions.—

(1) Indebtedness of taxpayer.—For purposes of this section, the term “in-
debtedness of the taxpayer” means any indebtedness— 

(A) for which the taxpayer is liable, or
(B) subject to which the taxpayer holds property.

(2) Title 11 case.—For purposes of this section, the term “title 11 case” means 
a case under title 11 of the United States Code (relating to bankruptcy), but only if 
the taxpayer is under the jurisdiction of the court in such case and the discharge of 
indebtedness is granted by the court or is pursuant to a plan approved by the court.

(3) Insolvent.—For purposes of this section, the term “insolvent” means the 
excess of liabilities over the fair market value of assets. With respect to any dis-
charge, whether or not the taxpayer is insolvent, and the amount by which the 
taxpayer is insolvent, shall be determined on the basis of the taxpayer’s assets 
and liabilities immediately before the discharge.

[(4) Repealed.]
(5) Depreciable property.—The term “depreciable property” has the same 

meaning as when used in section 1017. 
(6) Certain provisions to be applied at partner level.—In the case of a 

partnership, subsections (a), (b), (c), and (g) shall be applied at the partner level.
(7) Special rules for S corporation.— 

(A) Certain provisions to be applied at corporate level.—In the case 
of an S corporation, subsections (a), (b), (c), and (g) shall be applied at the cor-
porate level, including by not taking into account under section 1366(a) any 
amount excluded under subsection (a) of this section.

(B) Reduction in carryover of disallowed losses and deductions.—
In the case of an S corporation, for purposes of subparagraph (A) of subsection 
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(b)(2), any loss or deduction which is disallowed for the taxable year of the 
discharge under section 1366(d)(1) shall be treated as a net operating loss for 
such taxable year. The preceding sentence shall not apply to any discharge to 
the extent that subsection (a)(1)(D) applies to such discharge.

(C) Coordination with basis adjustments under section 1367(b)
(2).—For purposes of subsection (e)(6), a shareholder’s adjusted basis in in-
debtedness of an S corporation shall be determined without regard to any ad-
justments made under section 1367(b)(2).
(8) Reductions of tax attributes in title 11 cases of individuals to be 

made by estate.—In any case under chapter 7 or 11 of title 11 of the United 
States Code to which section 1398 applies, for purposes of paragraphs (1) and (5) 
of subsection (b) the estate (and not the individual) shall be treated as the taxpay-
er. The preceding sentence shall not apply for purposes of applying section 1017 to 
property transferred by the estate to the individual.

(9) Time for making election, etc.—
(A) Time.—An election under paragraph (5) of subsection (b) or under 

paragraph (3)(C) of subsection (c) shall be made on the taxpayer’s return for 
the taxable year in which the discharge occurs or at such other time as may be 
permitted in regulations prescribed by the Secretary.

(B) Revocation only with consent.—An election referred to in subpara-
graph (A), once made, may be revoked only with the consent of the Secretary.

(C) Manner.—An election referred to in subparagraph (A) shall be made in 
such manner as the Secretary may by regulations prescribe.
(10) Cross reference.— 

For provision that no reduction is to be made in the basis of exempt 
property of an individual debtor, see section 1017(c)(1). 

(e) General rules for discharge of indebtedness (including discharges not 
in Title 11 cases or insolvency).—For purposes of this title—

(1) No other insolvency exception.—Except as otherwise provided in this 
section, there shall be no insolvency exception from the general rule that gross 
income includes income from the discharge of indebtedness.

(2) Income not realized to extent of lost deductions.—No income shall 
be realized from the discharge of indebtedness to the extent that payment of the 
liability would have given rise to a deduction.

(3) Adjustments for unamortized premium and discount.—The amount 
taken into account with respect to any discharge shall be properly adjusted for 
unamortized premium and unamortized discount with respect to the indebtedness 
discharged. 

(4) Acquisition of indebtedness by person related to debtor.—
(A) Treated as acquisition by debtor.—For purposes of determining 

income of the debtor from discharge of indebtedness, to the extent provided 
in regulations prescribed by the Secretary, the acquisition of outstanding in-
debtedness by a person bearing a relationship to the debtor specified in section 
267(b) or 707(b)(1) from a person who does not bear such a relationship to the 
debtor shall be treated as the acquisition of such indebtedness by the debtor. 
Such regulations shall provide for such adjustments in the treatment of any 
subsequent transactions involving the indebtedness as may be appropriate by 
reason of the application of the preceding sentence.

(B) Members of family.—For purposes of this paragraph, sections 267(b) 
and 707(b)(1) shall be applied as if section 267(c)(4) provided that the family 
of an individual consists of the individual’s spouse, the individual’s children, 
grandchildren, and parents, and any spouse of the individual’s children or 
grandchildren. 
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(C) Entities under common control treated as related.—For purposes 
of this paragraph, two entities which are treated as a single employer under 
subsection (b) or (c) of section 414 shall be treated as bearing a relationship to 
each other which is described in section 267(b).
(5) Purchase-money debt reduction for solvent debtor treated as price 

reduction.—If—
(A) the debt of a purchaser of property to the seller of such property which 

arose out of the purchase of such property is reduced,
(B) such reduction does not occur—

(i) in a title 11 case, or
(ii) when the purchaser is insolvent, and

(C) but for this paragraph, such reduction would be treated as income to 
the purchaser from the discharge of indebtedness,
then such reduction shall be treated as a purchase price adjustment.
(6) Indebtedness contributed to capital.—Except as provided in regula-

tions, for purposes of determining income of the debtor from discharge of indebt-
edness, if a debtor corporation acquires its indebtedness from a shareholder as a 
contribution to capital—

(A) section 118 shall not apply, but
(B) such corporation shall be treated as having satisfied the indebtedness 

with an amount of money equal to the shareholder’s adjusted basis in the in-
debtedness.
(7) Recapture of gain on subsequent sale of stock.—

(A) In general.—If a creditor acquires stock of a debtor corporation in 
satisfaction of such corporation’s indebtedness, for purposes of section 1245—

(i) such stock (and any other property the basis of which is determined 
in whole or in part by reference to the adjusted basis of such stock) shall be 
treated as section 1245 property,

(ii) the aggregate amount allowed to the creditor—
(I) as deductions under subsection (a) or (b) of section 166 (by reason 

of the worthlessness or partial worthlessness of the indebtedness), or
(II) as an ordinary loss on the exchange,

shall be treated as an amount allowed as a deduction for depreciation, 
and
(iii) an exchange of such stock qualifying under section 354(a), 355(a), or 

356(a) shall be treated as an exchange to which section 1245(b)(3) applies.
The amount determined under clause (ii) shall be reduced by the amount (if any) 
included in the creditor’s gross income on the exchange. 

(B) Special rule for cash basis taxpayers.—In the case of any creditor 
who computes his taxable income under the cash receipts and disbursements 
method, proper adjustment shall be made in the amount taken into account 
under clause (ii) of subparagraph (A) for any amount which was not included in 
the creditor’s gross income but which would have been included in such gross 
income if such indebtedness had been satisfied in full.

(C) Stock of parent corporation.—For purposes of this paragraph, stock 
of a corporation in control (within the meaning of section 368(c)) of the debtor 
corporation shall be treated as stock of the debtor corporation.

(D) Treatment of successor corporation.—For purposes of this para-
graph, the term “debtor corporation” includes a successor corporation.
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(E) Partnership rule.—Under regulations prescribed by the Secretary, 
rules similar to the rules of the foregoing subparagraphs of this paragraph 
shall apply with respect to the indebtedness of a partnership.
(8) Indebtedness satisfied by corporate stock or partnership inter-

est.—For purposes of determining income of a debtor from discharge of indebted-
ness, if— 

(A) a debtor corporation transfers stock, or
(B) a debtor partnership transfers a capital or profits interest in such part-

nership,
to a creditor in satisfaction of its recourse or nonrecourse indebtedness, such corpo-
ration or partnership shall be treated as having satisfied the indebtedness with an 
amount of money equal to the fair market value of the stock or interest. In the case 
of any partnership, any discharge of indebtedness income recognized under this 
paragraph shall be included in the distributive shares of taxpayers which were the 
partners in the partnership immediately before such discharge.

* * *
(10) Indebtedness satisfied by issuance of debt instrument.—

(A) In general.—For purposes of determining income of a debtor from dis-
charge of indebtedness, if a debtor issues a debt instrument in satisfaction of 
indebtedness, such debtor shall be treated as having satisfied the indebtedness 
with an amount of money equal to the issue price of such debt instrument.

(B) Issue price.—For purposes of subparagraph (A), the issue price of any 
debt instrument shall be determined under sections 1273 and 1274. For pur-
poses of the preceding sentence, section 1273(b)(4) shall be applied by reducing 
the stated redemption price of any instrument by the portion of such stated 
redemption price which is treated as interest for purposes of this chapter.

(f) Student loans.—
(1) In general.—In the case of an individual, gross income does not include 

any amount which (but for this subsection) would be includible in gross income by 
reason of the discharge (in whole or in part) of any student loan if such discharge 
was pursuant to a provision of such loan under which all or part of the indebted-
ness of the individual would be discharged if the individual worked for a certain 
period of time in certain professions for any of a broad class of employers.

(2) Student loan.—For purposes of this subsection, the term “student loan” 
means any loan to an individual to assist the individual in attending an educa-
tional organization described in section 170(b)(1)(A)(ii) made by—

(A) the United States, or an instrumentality or agency thereof,
(B) a State, territory, or possession of the United States, or the District of 

Columbia, or any political subdivision thereof, or
(C) a public benefit corporation—

(i) which is exempt from taxation under section 501(c)(3),
(ii) which has assumed control over a State, county, or municipal hos-

pital, and
(iii) whose employees have been deemed to be public employees under 

State law, or
(D) any educational organization described in section 170(b)(1)(A)(ii) if 

such loan is made—
(i) pursuant to an agreement with any entity described in subparagraph 

(A), (B), or (C) under which the funds from which the loan was made were 
provided to such educational organization, or
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(ii) pursuant to a program of such educational organization which is de-
signed to encourage its students to serve in occupations with unmet needs 
or in areas with unmet needs and under which the services provided by the 
students (or former students) are for or under the direction of a governmen-
tal unit or an organization described in section 501(c)(3) and exempt from 
tax under section 501(a).

The term “student loan” includes any loan made by an educational organiza-
tion described in section 170(b)(1)(A)(ii) or by an organization exempt from tax 
under section 501(a) to refinance a loan to an individual to assist the individual 
in attending any such educational organization but only if the refinancing loan 
is pursuant to a program of the refinancing organization which is designed as 
described in subparagraph (D)(ii).
(3) Exception for discharges on account of services performed for cer-

tain lenders.—Paragraph (1) shall not apply to the discharge of a loan made by 
an organization described in paragraph (2)(D) if the discharge is on account of 
services performed for either such organization. 

(4) Payments under National Health Service Corps loan repayment 
program and certain state loan repayment programs.—In the case of an 
individual, gross income shall not include any amount received under section 
338B(g) of the Public Health Service Act, under a State program described in sec-
tion 338I of such Act, or under any other State loan repayment or loan forgiveness 
program that is intended to provide for the increased availability of health care 
services in underserved or health professional shortage areas (as determined by 
such State).

Section 108(f)(5), below, applies to discharges after December 31, 2025.
(5) Discharges on account of death or disability.—

(A) In general.—In the case of an individual, gross income does not in-
clude any amount which (but for this subsection) would be includible in gross 
income for such taxable year by reason of the discharge (in whole or in part) of 
any loan described in subparagraph (B), if such discharge was—

(i) pursuant to subsection (a) or (d) of section 437 of the Higher Educa-
tion Act of 1965 or the parallel benefit under part D of title IV of such Act 
(relating to the repayment of loan liability),

(ii) pursuant to section 464(c)(1)(F) of such Act, or
(iii) otherwise discharged on account of death or total and permanent 

disability of the student.
(B) Loans discharged.—A loan is described in this subparagraph if such 

loan is—
(i) a student loan (as defined in paragraph (2)), or
(ii) a private education loan (as defined in section 140(a) of the Consum-

er Credit Protection Act (15 U.S.C. 1650(a)).
(C) Social security number requirement.—

(i) In general.—Subparagraph (A) shall not apply with respect to any 
discharge during any taxable year unless the taxpayer includes the taxpay-
er’s social security number on the return of tax for such taxable year.

(ii) Social security number.—For purposes of this subparagraph, the 
term ‘social security number’ has the meaning given such term in section 
24(h)(7).

(g) Special rules for discharge of qualified farm indebtedness.—
(1) Discharge must be by qualified person.— 
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(A) In general.—Subparagraph (C) of subsection (a)(1) shall apply only if 
the discharge is by a qualified person.

(B) Qualified person.—For purposes of subparagraph (A), the term “qual-
ified person” has the meaning given to such term by section 49(a)(1)(D)(iv); 
except that such term shall include any Federal, State, or local government or 
agency or instrumentality thereof.
(2) Qualified farm indebtedness.—For purposes of this section, indebted-

ness of a taxpayer shall be treated as qualified farm indebtedness if—
(A) such indebtedness was incurred directly in connection with the opera-

tion by the taxpayer of the trade or business of farming, and
(B) 50 percent or more of the aggregate gross receipts of the taxpayer for 

the 3 taxable years preceding the taxable year in which the discharge of such 
indebtedness occurs is attributable to the trade or business of farming.
(3) Amount excluded cannot exceed sum of tax attributes and business 

and investment assets.—
(A) In general.—The amount excluded under subparagraph (C) of subsec-

tion (a)(1) shall not exceed the sum of— 
(i) the adjusted tax attributes of the taxpayer, and
(ii) the aggregate adjusted bases of qualified property held by the tax-

payer as of the beginning of the taxable year following the taxable year in 
which the discharge occurs.
(B) Adjusted tax attributes.—For purposes of subparagraph (A), the 

term “adjusted tax attributes” means the sum of the tax attributes described in 
subparagraphs (A), (B), (C), (D), (F), and (G) of subsection (b)(2) determined by 
taking into account $3 for each $1 of the attributes described in subparagraphs 
(B), (C), and (G) of subsection (b)(2) and the attribute described in subpara-
graph (F) of subsection (b)(2) to the extent attributable to any passive activity 
credit carryover. 

(C) Qualified property.—For purposes of this paragraph, the term “qual-
ified property” means any property which is used or is held for use in a trade 
or business or for the production of income.

(D) Coordination with insolvency exclusion.—For purposes of this 
paragraph, the adjusted basis of any qualified property and the amount of the 
adjusted tax attributes shall be determined after any reduction under subsec-
tion (b) by reason of amounts excluded from gross income under subsection (a)
(1)(B).

(h) Special rules relating to qualified principal residence indebtedness.—
(1) Basis reduction.—The amount excluded from gross income by reason of 

subsection (a)(1)(E) shall be applied to reduce (but not below zero) the basis of the 
principal residence of the taxpayer.

(2) Qualified principal residence indebtedness.—For purposes of this 
section, the term “qualified principal residence indebtedness” means acquisition 
indebtedness (within the meaning of section 163(h)(3)(B)), applied by substituting 
“$750,000 ($375,000” for “$1,000,000 ($500,000” in clause (ii) thereof and deter-
mined without regard to the substitution described in section 163(h)(3)(F)(i)(II))) 
with respect to the principal residence of the taxpayer.

(3) Exception for certain discharges not related to taxpayer’s financial 
condition.—Subsection (a)(1)(E) shall not apply to the discharge of a loan if the 
discharge is on account of services performed for the lender or any other factor 
not directly related to a decline in the value of the residence or to the financial 
condition of the taxpayer.
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(4) Ordering rule.—If any loan is discharged, in whole or in part, and only a 
portion of such loan is qualified principal residence indebtedness, subsection (a)(1)
(E) shall apply only to so much of the amount discharged as exceeds the amount of 
the loan (as determined immediately before such discharge) which is not qualified 
principal residence indebtedness.

(5) Principal residence.—For purposes of this subsection, the term “princi-
pal residence” has the same meaning as when used in section 121.
(i) Deferral and ratable inclusion of income arising from business indebt-

edness discharged by the reacquisition of a debt instrument.—
(1) In general.—At the election of the taxpayer, income from the discharge of 

indebtedness in connection with the reacquisition after December 31, 2008, and 
before January 1, 2011, of an applicable debt instrument shall be includible in 
gross income ratably over the 5-taxable-year period beginning with—

(A) in the case of a reacquisition occurring in 2009, the fifth taxable year 
following the taxable year in which the reacquisition occurs, and

(B) in the case of a reacquisition occurring in 2010, the fourth taxable year 
following the taxable year in which the reacquisition occurs.
(2) Deferral of deduction for original issue discount in debt for debt 

exchanges.— 
(A) In general.—If, as part of a reacquisition to which paragraph (1) ap-

plies, any debt instrument is issued for the applicable debt instrument being 
reacquired (or is treated as so issued under subsection (e)(4) and the regula-
tions thereunder) and there is any original issue discount determined under 
subpart A of part V of subchapter P of this chapter with respect to the debt 
instrument so issued—

(i) except as provided in clause (ii), no deduction otherwise allowable 
under this chapter shall be allowed to the issuer of such debt instrument 
with respect to the portion of such original issue discount which—

(I) accrues before the 1st taxable year in the 5-taxable-year period 
in which income from the discharge of indebtedness attributable to the 
reacquisition of the debt instrument is includible under paragraph (1), 
and

(II) does not exceed the income from the discharge of indebtedness 
with respect to the debt instrument being reacquired, and 
(ii) the aggregate amount of deductions disallowed under clause (i) shall 

be allowed as a deduction ratably over the 5-taxable-year period described 
in clause (i)(I).

If the amount of the original issue discount accruing before such 1st 
taxable year exceeds the income from the discharge of indebtedness 
with respect to the applicable debt instrument being reacquired, the 
deductions shall be disallowed in the order in which the original issue 
discount is accrued.

* * *
(3) Applicable debt instrument.—For purposes of this subsection—

(A) Applicable debt instrument.—The term “applicable debt instru-
ment” means any debt instrument which was issued by—

(i) a C corporation, or
(ii) any other person in connection with the conduct of a trade or busi-

ness by such person.

* * *
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(5) Other definitions and rules.—For purposes of this subsection—

* * *
(C) Coordination with other exclusions.—If a taxpayer elects to have 

this subsection apply to an applicable debt instrument, subparagraphs (A), 
(B), (C), and (D) of subsection (a)(1) shall not apply to the income from the 
discharge of such indebtedness for the taxable year of the election or any sub-
sequent taxable year.

* * *

§ 127.	Educational assistance programs
(a) Exclusion from gross income.— 

(1) In general.—Gross income of an employee does not include amounts paid 
or expenses incurred by the employer for educational assistance to the employee if 
the assistance is furnished pursuant to a program which is described in subsection 
(b).

(2) $5,250 maximum exclusion.—If, but for this paragraph, this section 
would exclude from gross income more than $5,250 of educational assistance fur-
nished to an individual during a calendar year, this section shall apply only to the 
first $5,250 of such assistance so furnished.
(b) Educational assistance program.— 

(1) In general.—For purposes of this section an educational assistance pro-
gram is a separate written plan of an employer for the exclusive benefit of his em-
ployees to provide such employees with educational assistance. The program must 
meet the requirements of paragraphs (2) through (6) of this subsection.

(2) Eligibility.—The program shall benefit employees who qualify under a 
classification set up by the employer and found by the Secretary not to be discrim-
inatory in favor of employees who are highly compensated employees (within the 
meaning of section 414(q)) or their dependents. For purposes of this paragraph, 
there shall be excluded from consideration employees not included in the program 
who are included in a unit of employees covered by an agreement which the Sec-
retary of Labor finds to be a collective bargaining agreement between employee 
representatives and one or more employers, if there is evidence that educational 
assistance benefits were the subject of good faith bargaining between such em-
ployee representatives and such employer or employers.

(3) Principal shareholders or owners.—Not more than 5 percent of the 
amounts paid or incurred by the employer for educational assistance during the 
year may be provided for the class of individuals who are shareholders or owners 
(or their spouses or dependents), each of whom (on any day of the year) owns more 
than 5 percent of the stock or of the capital or profits interest in the employer.

(4) Other benefits as an alternative.—A program must not provide eligible 
employees with a choice between educational assistance and other remuneration 
includible in gross income. For purposes of this section, the business practices of 
the employer (as well as the written program) will be taken into account.

(5) No funding required.—A program referred to in paragraph (1) is not 
required to be funded.

(6) Notification of employees.—Reasonable notification of the availability 
and terms of the program must be provided to eligible employees.
(c) Definitions; special rules.—For purposes of this section— 

(1) Educational assistance.—The term “educational assistance” means—
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(A) the payment, by an employer, of expenses incurred by or on behalf of an 
employee for education of the employee (including, but not limited to, tuition, 
fees, and similar payments, books, supplies, and equipment), 

Section 127(c)(1)(B), below, applies to payments made after December 31, 
2025.

(B) the payment by an employer, whether paid to the employee or to a 
lender, of principal or interest on any qualified education loan (as defined in 
section 221(d)(1)) incurred by the employee for education of the employee, and 

(C) the provision, by an employer, of courses of instruction for such employ-
ee (including books, supplies, and equipment),

but does not include payment for, or the provision of, tools or supplies which may 
be retained by the employee after completion of a course of instruction, or meals, 
lodging, or transportation. The term “educational assistance” also does not in-
clude any payment for, or the provision of any benefits with respect to, any course 
or other education involving sports, games, or hobbies. 

(2) Employee.—The term “employee” includes, for any year, an individual 
who is an employee within the meaning of section 401(c)(1) (relating to self-em-
ployed individuals).

(3) Employer.—An individual who owns the entire interest in an unincorpo-
rated trade or business shall be treated as his own employer. A partnership shall 
be treated as the employer of each partner who is an employee within the meaning 
of paragraph (2).

(4) Attribution rules.—
(A) Ownership of stock.—Ownership of stock in a corporation shall be 

determined in accordance with the rules provided under subsections (d) and 
(e) of section 1563 (without regard to section 1563(e)(3)(C)).

(B) Interest in unincorporated trade or business.—The interest of an 
employee in a trade or business which is not incorporated shall be determined 
in accordance with regulations prescribed by the Secretary, which shall be 
based on principles similar to the principles which apply in the case of sub-
paragraph (A).
(5) Certain tests not applicable.—An educational assistance program shall 

not be held or considered to fail to meet any requirements of subsection (b) merely 
because—

(A) of utilization rates for the different types of educational assistance 
made available under the program; or

(B) successful completion, or attaining a particular course grade, is re-
quired for or considered in determining reimbursement under the program.
(6) Relationship to current law.—This section shall not be construed to 

affect the deduction or inclusion in income of amounts (not within the exclusion 
under this section) which are paid or incurred, or received as reimbursement, for 
educational expenses under section 117, 162 or 212.

(7) Disallowance of excluded amounts as credit or deduction.—No de-
duction or credit shall be allowed to the employee under any other section of this 
chapter for any amount excluded from income by reason of this section.

Section 127(d), below, is applicable to taxable years beginning after Decem-
ber 31, 2025.

(d) Inflation adjustment.—
(1) In general.—In the case of any taxable year beginning after 2026, both 

of the $5,250 amounts in subsection (a)(2) shall each be increased by an amount 
equal to—
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(A) such dollar amount, multiplied by
(B) the cost-of-living adjustment determined under section 1(f)(3)

* * *
Section 128, below, is applicable to taxable years beginning after December 
31, 2025.

§ 128.	Employer contributions to Trump accounts
(a) In general.—Gross income of an employee does not include amounts paid by 

the employer as a contribution to the Trump account of such employee or of any de-
pendent of such employee if the amounts are paid or incurred pursuant to a program 
which is described in subsection (c).

(b) Limitation.—
(1) In general.—The amount which may be excluded under subsection (a) 

with respect to any employee shall not exceed $2,500.
(2) Inflation adjustment.—

(A) In general.—In the case of any taxable year beginning after 2027, the 
$2,500 amount in paragraph (1) shall be increased by an amount equal to—

(i) such dollar amount, multiplied by
(ii) the cost-of-living adjustment determined under section 1(f)(3) for 

the calendar year in which the taxable year begins by substituting “cal-
endar year 2026” for “calendar year 2016” in subparagraph (A)(ii) thereof.
(B) Rounding.—If any increase determined under subparagraph (A) is not 

a multiple of $100, such increase shall be rounded to the next lowest multiple 
of $100.

(c) Trump account contribution program.—For purposes of this section, a 
Trump account contribution program is a separate written plan of an employer for 
the exclusive benefit of his employees to provide contributions to the Trump accounts 
of such employees or dependents of such employees which meets requirements simi-
lar to the requirements of paragraphs (2), (3), (6), (7), and (8) of section 129(d).

§ 129.	Dependent care assistance programs
(a) Exclusion.— 

(1) In general.—Gross income of an employee does not include amounts paid 
or incurred by the employer for dependent care assistance provided to such em-
ployee if the assistance is furnished pursuant to a program which is described in 
subsection (d).

(2) Limitation of exclusion.—
Section 129(a)(2)(A), below, is applicable to taxable years beginning after 
December 31, 2025.

(A) In general.—The amount which may be excluded under paragraph (1) 
for dependent care assistance with respect to dependent care services provided 
during a taxable year shall not exceed $7,500 ($3,750 in the case of a separate 
return by a married individual).

(B) Year of inclusion.—The amount of any excess under subparagraph 
(A) shall be included in gross income in the taxable year in which the depen-
dent care services were provided (even if payment of dependent care assistance 
for such services occurs in a subsequent taxable year).

(C) Marital status.—For purposes of this paragraph, marital status shall 
be determined under the rules of paragraphs (3) and (4) of section 21(e).
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* * *
For purposes of the preceding sentence, marital status shall be determined under 
the rules of paragraphs (3) and (4) of section 21(e). 
(b) Earned income limitation.—

(1) In general.—The amount excluded from the income of an employee under 
subsection (a) for any taxable year shall not exceed—

(A) in the case of an employee who is not married at the close of such tax-
able year, the earned income of such employee for such taxable year, or

(B) in the case of an employee who is married at the close of such taxable 
year, the lesser of— 

(i) the earned income of such employee for such taxable year, or
(ii) the earned income of the spouse of such employee for such taxable 

year.
(2) Special rule for certain spouses.—For purposes of paragraph (1), the 

provisions of section 21(d)(2) shall apply in determining the earned income of a 
spouse who is a student or incapable or caring for himself.
(c) Payments to related individuals.—No amount paid or incurred during the 

taxable year of an employee by an employer in providing dependent care assistance 
to such employee shall be excluded under subsection (a) if such amount was paid or 
incurred to an individual—

(1) with respect to whom, for such taxable year, a deduction is allowable under 
section 151(c) (relating to personal exemptions for dependents) to such employee 
or the spouse of such employee, or

(2) who is a child of such employee (within the meaning of section 152(f)(1)) 
under the age of 19 at the close of such taxable year.
(d) Dependent care assistance program.— 

(1) In general.—For purposes of this section a dependent care assistance pro-
gram is a separate written plan of an employer for the exclusive benefit of his 
employees to provide such employees with dependent care assistance which meets 
the requirements of paragraphs (2) through (8) of this subsection. If any plan 
would qualify as a dependent care assistance program but for a failure to meet 
the requirements of this subsection, then, notwithstanding such failure, such plan 
shall be treated as a dependent care assistance program in the case of employees 
who are not highly compensated employees.

(2) Discrimination.—The contributions or benefits provided under the plan 
shall not discriminate in favor of employees who are highly compensated employ-
ees (within the meaning of section 414(q)) or their dependents.

(3) Eligibility.—The program shall benefit employees who qualify under a 
classification set up by the employer and found by the Secretary not to be discrim-
inatory in favor of employees described in paragraph (2), or their dependents.

(4) Principal shareholders or owners.—Not more than 25 percent of the 
amounts paid or incurred by the employer for dependent care assistance during 
the year may be provided for the class of individuals who are shareholders or 
owners (or their spouses or dependents), each of whom (on any day of the year) 
owns more than 5 percent of the stock or of the capital or profits interest in the 
employer.

(5) No funding required.—A program referred to in paragraph (1) is not 
required to be funded.

(6) Notification of eligible employees.—Reasonable notification of the 
availability and terms of the program shall be provided to eligible employees.
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(7) Statement of expenses.—The plan shall furnish to an employee, on or 
before January 31, a written statement showing the amounts paid or expenses 
incurred by the employer in providing dependent care assistance to such employee 
during the previous calendar year. 

(8) Benefits.—
(A) In general.—A plan meets the requirements of this paragraph if the 

average benefits provided to employees who are not highly compensated employ-
ees under all plans of the employer is at least 55 percent of the average benefits 
provided to highly compensated employees under all plans of the employer.

(B) Salary reduction agreements.—For purposes of subparagraph (A), 
in the case of any benefits provided through a salary reduction agreement, a 
plan may disregard any employees whose compensation is less than $25,000. 
For purposes of this subparagraph, the term “compensation” has the meaning 
given such term by section 414(q)(4), except that, under rules prescribed by 
the Secretary, an employer may elect to determine compensation on any other 
basis which does not discriminate in favor of highly compensated employees.
(9) Excluded employees.—For purposes of paragraphs (3) and (8), there 

shall be excluded from consideration—
(A) subject to rules similar to the rules of section 410(b)(4), employees who 

have not attained the age of 21 and completed 1 year of service (as defined in 
section 410(a)(3)), and

(B) employees not included in a dependent care assistance program who 
are included in a unit of employees covered by an agreement which the Sec-
retary finds to be a collective bargaining agreement between employee repre-
sentatives and 1 or more employees, if there is evidence that dependent care 
benefits were the subject of good faith bargaining between such employee rep-
resentatives and such employer or employers.

(e) Definitions and special rules.—For purposes of this section—
(1) Dependent care assistance.—The term “dependent care assistance” 

means the payment of, or provision of, those services which if paid for by the 
employee would be considered employment-related expenses under section 21(b)
(2) (relating to expenses for household and dependent care services necessary for 
gainful employment).

* * *

§ 132.	Certain fringe benefits
(a) Exclusion from gross income.—Gross income shall not include any fringe 

benefit which qualifies as a— 
(1) no-additional-cost service,
(2) qualified employee discount,
(3) working condition fringe,
(4) de minimis fringe,
(5) qualified transportation fringe,
(6) qualified moving expense reimbursement,
(7) qualified retirement planning services, or

* * *
(b) No-additional-cost service defined.—For purposes of this section, the term 

“no-additional-cost service” means any service provided by an employer to an employ-
ee for use by such employee if— 
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(1) such service is offered for sale to customers in the ordinary course of the 
line of business of the employer in which the employee is performing services, and

(2) the employer incurs no substantial additional cost (including forgone reve-
nue) in providing such service to the employee (determined without regard to any 
amount paid by the employee for such service).
(c) Qualified employee discount defined.—For purposes of this section—

(1) Qualified employee discount.—The term “qualified employee discount” 
means any employee discount with respect to qualified property or services to the 
extent such discount does not exceed— 

(A) in the case of property, the gross profit percentage of the price at which 
the property is being offered by the employer to customers, or 

(B) in the case of services, 20 percent of the price at which the services are 
being offered by the employer to customers.
(2) Gross profit percentage.—

(A) In general.—The term “gross profit percentage” means the percent 
which—

(i) the excess of the aggregate sales price of property sold by the employ-
er to customers over the aggregate cost of such property to the employer, 
is of

(ii) the aggregate sale price of such property.
(B) Determination of gross profit percentage.—Gross profit percent-

age shall be determined on the basis of—
(i) all property offered to customers in the ordinary course of the line of 

business of the employer in which the employee is performing services (or a 
reasonable classification of property selected by the employer), and

(ii) the employer’s experience during a representative period.
(3) Employee discount defined.—The term “employee discount” means the 

amount by which—
(A) the price at which the property or services are provided by the employer 

to an employee for use by such employee, is less than
(B) the price at which such property or services are being offered by the 

employer to customers.
(4) Qualified property or services.—The term “qualified property or ser-

vices” means any property (other than real property and other than personal 
property of a kind held for investment) or services which are offered for sale to 
customers in the ordinary course of the line of business of the employer in which 
the employee is performing services. 
(d) Working condition fringe defined.—For purposes of this section, the term 

“working condition fringe” means any property or services provided to an employee 
of the employer to the extent that, if the employee paid for such property or services, 
such payment would be allowable as a deduction under section 162 or 167.

(e) De minimis fringe defined.—For purposes of this section—
(1) In general.—The term “de minimis fringe” means any property or service 

the value of which is (after taking into account the frequency with which similar 
fringes are provided by the employer to the employer’s employees) so small as to 
make accounting for it unreasonable or administratively impracticable.

(2) Treatment of certain eating facilities.—The operation by an employer 
of any eating facility for employees shall be treated as a de minimis fringe if—
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(A) such facility is located on or near the business premises of the employer, 
and

(B) revenue derived from such facility normally equals or exceeds the direct 
operating costs of such facility. 

The preceding sentence shall apply with respect to any highly compensated em-
ployee only if access to the facility is available on substantially the same terms to 
each member of a group of employees which is defined under a reasonable clas-
sification set up by the employer which does not discriminate in favor of highly 
compensated employees. For purposes of subparagraph (B), an employee entitled 
under section 119 to exclude the value of a meal provided at such facility shall be 
treated as having paid an amount for such meal equal to the direct operating costs 
of the facility attributable to such meal.

Section 132(f), below, is applicable to taxable years beginning after Decem-
ber 31, 2025.

(f) Qualified transportation fringe.— 
(1) In general.—For purposes of this section, the term “qualified transporta-

tion fringe” means any of the following provided by an employer to an employee: 
(A) Transportation in a commuter highway vehicle if such transportation 

is in connection with travel between the employee’s residence and place of em-
ployment.

(B) Any transit pass.
(C) Qualified parking.

(2) Limitation on exclusion.—The amount of the fringe benefits which are 
provided by an employer to any employee and which may be excluded from gross 
income under subsection (a)(5) shall not exceed—

(A) $175 per month in the case of the aggregate of the benefits described in 
subparagraphs (A) and (B) of paragraph (1), and

(B) $175 per month in the case of qualified parking.
(3) Cash reimbursements.—For purposes of this subsection, the term “qual-

ified transportation fringe” includes a cash reimbursement by an employer to an 
employee for a benefit described in paragraph (1). The preceding sentence shall 
apply to a cash reimbursement for any transit pass only if a voucher or similar 
item which may be exchanged only for a transit pass is not readily available for 
direct distribution by the employer to the employee.

(4) No constructive receipt.—No amount shall be included in the gross in-
come of an employee solely because the employee may choose between any quali-
fied transportation fringe and compensation which would otherwise be includible 
in gross income of such employee.

(5) Definitions.—For purposes of this subsection—
(A) Transit pass.—The term “transit pass” means any pass, token, fare-

card, voucher, or similar item entitling a person to transportation (or transpor-
tation at a reduced price) if such transportation is—

(i) on mass transit facilities (whether or not publicly owned), or
(ii) provided by any person in the business of transporting persons for 

compensation or hire if such transportation is provided in a vehicle meeting 
the requirements of subparagraph (B)(i).
(B) Commuter highway vehicle.—The term “commuter highway vehi-

cle” means any highway vehicle—
(i) the seating capacity of which is at least 6 adults (not including the 

driver), and
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(ii) at least 80 percent of the mileage use of which can reasonably be 
expected to be—

(I) for purposes of transporting employees in connection with travel 
between their residences and their place of employment, and

(II) on trips during which the number of employees transported for 
such purposes is at least ½ of the adult seating capacity of such vehicle 
(not including the driver).

(C) Qualified parking.—The term “qualified parking” means parking pro-
vided to an employee on or near the business premises of the employer or on or 
near a location from which the employee commutes to work by transportation 
described in subparagraph (A), in a commuter highway vehicle, or by carpool. 
Such term shall not include any parking on or near property used by the em-
ployee for residential purposes.

(D) Transportation provided by employer.—Transportation referred 
to in paragraph (1)(A) shall be considered to be provided by an employer if such 
transportation is furnished in a commuter highway vehicle operated by or for 
the employer.

(E) Employee.—For purposes of this subsection, the term “employee” does 
not include an individual who is an employee within the meaning of section 
401(c)(1).
(6) Inflation adjustment.— 

(A) In general.—In the case of any taxable year beginning in a calendar 
year after 1999, the dollar amounts contained in subparagraphs (A) and (B) of 
paragraph (2) shall be increased by an amount equal to—

(i) such dollar amount, multiplied by
(ii) the cost-of-living adjustment determined under section 1(f)(3) for 

the calendar year in which the taxable year begins, by substituting “cal-
endar year 1997” for “calendar year 2016” in subparagraph (A)(ii) thereof.
(B) Rounding.—If any increase determined under subparagraph (A) is not 

a multiple of $5, such increase shall be rounded to the next lowest multiple of 
$5.
(7) Coordination with other provisions.—For purposes of this section, the 

terms “working condition fringe” and “de minimis fringe” shall not include any 
qualified transportation fringe (determined without regard to paragraph (2)).
(g) Qualified moving expense reimbursement.—For purposes of this section—

(1) In general.—The term “qualified moving expense reimbursement” means 
any amount received (directly or indirectly) by an individual from an employer 
as a payment for (or a reimbursement of) expenses which would be deductible as 
moving expenses under section 217 if directly paid or incurred by the individual. 
Such term shall not include any payment for (or reimbursement of) an expense 
actually deducted by the individual in a prior taxable year.

Section 132(g)(2), below, is applicable to taxable years beginning after De-
cember 31, 2025.

(2) Suspension for taxable years beginning after 2017.—Except in the 
case of a member of the Armed Forces of the United States on active duty who 
moves pursuant to a military order and incident to a permanent change of station, 
or an employee or new appointee of the intelligence community (as defined in sec-
tion 3 of the National Security Act of 1947 (50 U.S.C. 3003)) (other than a member 
of the Armed Forces of the United States) who moves pursuant to a change in as-
signment that requires relocation, subsection (a)(6) shall not apply to any taxable 
year beginning after December 31 , 2017.
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(h) Certain individuals treated as employees for purposes of subsections 
(a)(1) and (2).—For purposes of paragraphs (1) and (2) of subsection (a)—

(1) Retired and disabled employees and surviving spouse of employee 
treated as employee.—With respect to a line of business of an employer, the 
term “employee” includes—

(A) any individual who was formerly employed by such employer in such 
line of business and who separated from service with such employer in such 
line of business by reason of retirement or disability, and

(B) any widow or widower of any individual who died while employed by 
such employer in such line of business or while an employee within the mean-
ing of subparagraph (A).
(2) Spouse and dependent children.—

(A) In general.—Any use by the spouse or a dependent child of the employ-
ee shall be treated as use by the employee.

(B) Dependent child.—For purposes of subparagraph (A), the term  
“dependent child” means any child (as defined in section 152(f)(1)) of the  
employee—

(i) who is a dependent of the employee, or
(ii) both of whose parents are deceased and who has not attained age 25.

For purposes of the preceding sentence, any child to whom section 152(e) ap-
plies shall be treated as the dependent of both parents.
(3) Special rule for parents in the case of air transportation.—Any use 

of air transportation by a parent of an employee (determined without regard to 
paragraph (1)(B)) shall be treated as use by the employee.
(i) Reciprocal agreements.—For purposes of paragraph (1) of subsection (a), 

any service provided by an employer to an employee of another employer shall be 
treated as provided by the employer of such employee if— 

(1) such service is provided pursuant to a written agreement between such 
employers, and

(2) neither of such employers incurs any substantial additional costs (includ-
ing foregone revenue) in providing such service or pursuant to such agreement.
(j) Special rules.— 

(1) Exclusions under subsection (a)(1) and (2) apply to officers, etc., 
only if no discrimination.—Paragraphs (1) and (2) of subsection (a) shall apply 
with respect to any fringe benefit described therein provided with respect to any 
highly compensated employee only if such fringe benefit is available on substan-
tially the same terms to each member of a group of employees which is defined un-
der a reasonable classification set up by the employer which does not discriminate 
in favor of highly compensated employees. * * *

* * *
(3) Auto salesmen.— 

(A) In general.—For purposes of subsection (a)(3), qualified automobile 
demonstration use shall be treated as a working condition fringe.

(B) Qualified automobile demonstration use.—For purposes of sub-
paragraph (A), the term “qualified automobile demonstration use” means any 
use of an automobile by a full-time automobile salesman in the sales area in 
which the automobile dealer’s sales office is located if—

(i) such use is provided primarily to facilitate the salesman’s perfor-
mance of services for the employer, and
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(ii) there are substantial restrictions on the personal use of such auto-
mobile by such salesman.

(4) On-premises gyms and other athletic facilities.—
(A) In general.—Gross income shall not include the value of any on-prem-

ises athletic facility provided by an employer to his employees.
(B) On-premises athletic facility.—For purposes of this paragraph, the 

term “on-premises athletic facility” means any gym or other athletic facility—
(i) which is located on the premises of the employer,
(ii) which is operated by the employer, and
(iii) substantially all the use of which is by employees of the employer, 

their spouses, and their dependent children (within the meaning of subsec-
tion (h)).

* * *
(6) Highly compensated employee.—For purposes of this section, the term 

“highly compensated employee” has the meaning given such term by section 414(q).
(7) Air cargo.—For purposes of subsection (b), the transportation of cargo 

by air and the transportation of passengers by air shall be treated as the same 
service.

* * *
(k) Customers not to include employees.—For purposes of this section (other 

than subsection (c)(2)), the term “customers” shall only include customers who are 
not employees. 

(l) Section not to apply to fringe benefits expressly provided for else-
where.—This section (other than subsections (e) and (g)) shall not apply to any 
fringe benefits of a type the tax treatment of which is expressly provided for in any 
other section of this chapter.

(m) Qualified retirement planning services.— 
(1) In general.—For purposes of this section, the term “qualified retirement 

planning services” means any retirement planning advice or information provided 
to an employee and his spouse by an employer maintaining a qualified employer 
plan.

(2) Nondiscrimination rule.—Subsection (a)(7) shall apply in the case of 
highly compensated employees only if such services are available on substantially 
the same terms to each member of the group of employees normally provided edu-
cation and information regarding the employer’s qualified employer plan.

(3) Qualified employer plan.—For purposes of this subsection, the term 
“qualified employer plan” means a plan, contract, pension, or account described in 
section 219(g)(5).

* * *
(o) Regulations.—The Secretary shall prescribe such regulations as may be nec-

essary or appropriate to carry out the purposes of this section.
Section 139J, below, is applicable to taxable years beginning after Decem-
ber 31, 2025.

§ 139J.	 Certain contributions to Trump accounts
(a) In general.—Gross income of an account beneficiary shall not include any 

qualified general contribution to a Trump account of the account beneficiary.
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(b) Definitions.—Any term used in this section which is used in section 530A 
shall have the meaning given such term under section 530A.
Section 139K, below, is applicable to amounts received after December 31, 
2026 in taxable years ending after such date.

§ 139K.	 Scholarships for qualified elementary or secondary ed-
ucation expenses of eligible students

(a) In general.—ln the case of an individual, gross income shall not include any 
amounts provided to such individual or any dependent of such individual pursuant to 
a scholarship for qualified elementary or secondary education expenses of an eligible 
student which is provided by a scholarship granting organization.

(b) Definitions.—ln this section, the terms “qualified elementary or secondary 
education expense”, “eligible student”, and “scholarship granting organization” have 
the same meaning given such terms under section 25F(c).

§ 142.	Exempt facility bond
(a) General rule.—For purposes of this part, the term “exempt facility bond” 

means any bond issued as part of an issue 95 percent or more of the net proceeds of 
which are to be used to provide— 

(1) airports,
Section 142(a)(1), below, is effective for obligations issued after July 4, 2025.

(1) airports and spaceports,
(2) docks and wharves,
(3) mass commuting facilities,
(4) facilities for the furnishing of water, 
(5) sewage facilities,
(6) solid waste disposal facilities,
(7) qualified residential rental projects,
(8) facilities for the local furnishing of electric energy or gas,

* * *
(13) qualified public educational facilities,

* * *
Section 151, below, is applicable to taxable years beginning after December 
31, 2024.

§ 151.	Allowance of deductions for personal exemptions
(a) Allowance of deductions.—In the case of an individual, the exemptions 

provided by this section shall be allowed as deductions in computing taxable income.
(b) Taxpayer and spouse.—An exemption of the exemption amount for the tax-

payer; and an additional exemption of the exemption amount for the spouse of the 
taxpayer if a joint return is not made by the taxpayer and his spouse, and if the 
spouse, for the calendar year in which the taxable year of the taxpayer begins, has no 
gross income and is not the dependent of another taxpayer. 

(c) Additional exemption for dependents.—An exemption of the exemption 
amount for each individual who is a dependent (as defined in section 152) of the tax-
payer for the taxable year. 

(d) Exemption amount.—For purposes of this section—
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(1) In general.—Except as otherwise provided in this subsection, the term 
“exemption amount” means $2,000.

(2) Exemption amount disallowed in case of certain dependents.—In 
the case of an individual with respect to whom a deduction under this section is 
allowable to another taxpayer for a taxable year beginning in the calendar year 
in which the individual’s taxable year begins, the exemption amount applicable to 
such individual for such individual’s taxable year shall be zero.

(3) Phaseout.— 
(A) In general.—In the case of any taxpayer whose adjusted gross income 

for the taxable year exceeds the applicable amount in effect under section 
68(b), the exemption amount shall be reduced by the applicable percentage.

(B) Applicable percentage.—For purposes of subparagraph (A), the term 
“applicable percentage” means 2 percentage points for each $2,500 (or fraction 
thereof) by which the taxpayer’s adjusted gross income for the taxable year 
exceeds the applicable amount in effect under section 68(b). In the case of a 
married individual filing a separate return, the preceding sentence shall be 
applied by substituting “$1,250” for “$2,500”. In no event shall the applicable 
percentage exceed 100 percent.

(C) Coordination with other provisions.—The provisions of this para-
graph shall not apply for purposes of determining whether a deduction under 
this section with respect to any individual is allowable to another taxpayer for 
any taxable year.
(4) Inflation adjustments.—In the case of any taxable year beginning in a 

calendar year after 1989, the dollar amount contained in paragraph (1) shall be 
increased by an amount equal to—

(A) such dollar amount, multiplied by
(B) the cost-of-living adjustment determined under section 1(f)(3) * * *.

(5) Special rules for taxable years beginning after 2017.—In the case of 
a taxable year beginning after December 31, 2017—

(A) Exemption amount.—The term “exemption amount” means zero.
(B) References.—For purposes of any other provision of this title, the re-

duction of the exemption amount to zero under subparagraph (A) shall not be 
taken into account in determining whether a deduction is allowed or allowable, 
or whether a taxpayer is entitled to a deduction, under this section.

(C) Deduction for seniors.—
(i) In general.—In the case of a taxable year beginning before January 

1, 2029, there shall be allowed a deduction in an amount equal to $6,000 for 
each qualified individual with respect to the taxpayer.

(ii) Qualified individual.—For purposes of clause (i), the term “quali-
fied individual” means—

(I) the taxpayer, if the taxpayer has attained age 65 before the close 
of the taxable year, and

(II) in the case of a joint return, the taxpayer’s spouse, if such spouse 
has attained age 65 before the close of the taxable year.
(iii) Limitation based on modified adjusted gross income.—

(I) In general.—In the case of any taxpayer for any taxable year, 
the $6,000 amount in clause (i) shall be reduced (but not below zero) by 
6 percent of so much of the taxpayer’s modified adjusted gross income as 
exceeds $75,000 ($150,000 in the case of a joint return).
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(II) Modified adjusted gross income.—For purposes of this 
clause, the term “modified adjusted gross income” means the adjust-
ed gross income of the taxpayer for the taxable year increased by any 
amount excluded from gross income under section 911, 931, or 933.
(iv) Social security number required.—

(I) In general.—Clause (i) shall not apply with respect to a quali-
fied individual unless the taxpayer includes such qualified individual’s 
social security number on the return of tax for the taxable year.

(II) Social security number.—For purposes of subclause (I), the 
term “social security number” has the meaning given such term in sec-
tion 24(h)(7).
(v) Married individuals.—If the taxpayer is a married individual 

(within the meaning of section 7703), this subparagraph shall apply only 
if the taxpayer and the taxpayer’s spouse file a joint return for the taxable 
year.

(e) Identifying information required.—No exemption shall be allowed under 
this section with respect to any individual unless the TIN of such individual is includ-
ed on the return claiming the exemption.

§ 163.	Interest
(a) General rule.—There shall be allowed as a deduction all interest paid or 

accrued within the taxable year on indebtedness.
(b) Installment purchases where interest charge is not separately stated.—

(1) General rule.—If personal property or educational services are purchased 
under a contract—

(A) which provides that payment of part or all of the purchase price is to be 
made in installments, and

(B) in which carrying charges are separately stated but the interest charge 
cannot be ascertained,

then the payments made during the taxable year under the contract shall be 
treated for purposes of this section as if they included interest equal to 6 percent 
of the average unpaid balance under the contract during the taxable year. For 
purposes of the preceding sentence, the average unpaid balance is the sum of the 
unpaid balance outstanding on the first day of each month beginning during the 
taxable year, divided by 12. For purposes of this paragraph, the term “educational 
services” means any service (including lodging) which is purchased from an educa-
tional organization described in section 170(b)(1)(A)(ii) and which is provided for a 
student of such organization. 

(2) Limitation.—In the case of any contract to which paragraph (1) applies, 
the amount treated as interest for any taxable year shall not exceed the aggregate 
carrying charges which are properly attributable to such taxable year.
(c) Redeemable ground rents.—For purposes of this subtitle, any annual or 

periodic rental under a redeemable ground rent (excluding amounts in redemption 
thereof) shall be treated as interest on an indebtedness secured by a mortgage.

(d) Limitation on investment interest.— 
(1) In general.—In the case of a taxpayer other than a corporation, the amount 

allowed as a deduction under this chapter for investment interest for any taxable 
year shall not exceed the net investment income of the taxpayer for the taxable year.

(2) Carryforward of disallowed interest.—The amount not allowed as a 
deduction for any taxable year by reason of paragraph (1) shall be treated as in-
vestment interest paid or accrued by the taxpayer in the succeeding taxable year.
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(3) Investment interest.—For purposes of this subsection—
(A) In general.—The term “investment interest” means any interest al-

lowable as a deduction under this chapter (determined without regard to para-
graph (1)) which is paid or accrued on indebtedness properly allocable to prop-
erty held for investment.

(B) Exceptions.—The term “investment interest” shall not include—
(i) any qualified residence interest (as defined in subsection (h)(3)), or
(ii) any interest which is taken into account under section 469 in com-

puting income or loss from a passive activity of the taxpayer.
(C) Personal property used in short sale.—For purposes of this para-

graph, the term “interest” includes any amount allowable as a deduction in 
connection with personal property used in a short sale.
(4) Net investment income.—For purposes of this subsection—

(A) In general.—The term “net investment income” means the excess of—
(i) investment income, over
(ii) investment expenses.

(B) Investment income.—The term “investment income” means the sum 
of—

(i) gross income from property held for investment (other than any gain 
taken into account under clause (ii)(I)),

(ii) the excess (if any) of—
(I) the net gain attributable to the disposition of property held for 

investment, over
(II) the net capital gain determined by only taking into account gains 

and losses from dispositions of property held for investment, plus
(iii) so much of the net capital gain referred to in clause (ii)(II) (or, if 

lesser, the net gain referred to in clause (ii)(I)) as the taxpayer elects to take 
into account under this clause. 

Such term shall include qualified dividend income (as defined in section 1(h)
(11)(B)) only to the extent the taxpayer elects to treat such income as invest-
ment income for purposes of this subsection.

(C) Investment expenses.—The term “investment expenses” means the 
deductions allowed under this chapter (other than for interest) which are di-
rectly connected with the production of investment income.

(D) Income and expenses from passive activities.—Investment income 
and investment expenses shall not include any income or expenses taken into 
account under section 469 in computing income or loss from a passive activity.
(5) Property held for investment.—For purposes of this subsection—

(A) In general.—The term “property held for investment” shall include—
(i) any property which produces income of a type described in section 

469(e)(1), and 
(ii) any interest held by a taxpayer in an activity involving the conduct 

of a trade or business—
(I) which is not a passive activity, and
(II) with respect to which the taxpayer does not materially participate.
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(B) Investment expenses.—In the case of property described in subpara-
graph (A)(i), expenses shall be allocated to such property in the same manner 
as under section 469. 

(C) Terms.—For purposes of this paragraph, the terms “activity”, “passive 
activity”, and “materially participate” have the meanings given such terms by 
section 469.

(e) Original issue discount.—
(1) In general.—In the case of any debt instrument issued after July 1, 1982, the 

portion of the original issue discount with respect to such debt instrument which is 
allowable as a deduction to the issuer for any taxable year shall be equal to the aggre-
gate daily portions of the original issue discount for days during such taxable year.

(2) Definitions and special rules.—For purposes of this subsection—
(A) Debt instrument.—The term “debt instrument” has the meaning giv-

en such term by section 1275(a)(1).
(B) Daily portions.—The daily portion of the original issue discount for 

any day shall be determined under section 1272(a) (without regard to para-
graph (7) thereof and without regard to section 1273(a)(3)).

(C) Short-term obligations.—In the case of an obligor of a short-term 
obligation (as defined in section 1283(a)(1)(A)) who uses the cash receipts and 
disbursements method of accounting, the original issue discount (and any oth-
er interest payable) on such obligation shall be deductible only when paid.

* * *
(4) Exceptions.—This subsection shall not apply to any debt instrument de-

scribed in—
(A) subparagraph (D) of section 1272(a)(2) (relating to obligations issued by 

natural persons before March 2, 1984), and
(B) subparagraph (E) of section 1272(a)(2) (relating to loans between nat-

ural persons).
(5) Special rules for original issue discount on certain high yield ob-

ligations.—
(A) In general.—In the case of an applicable high yield discount obligation 

issued by a corporation—
(i) no deduction shall be allowed under this chapter for the disqualified 

portion of the original issue discount on such obligation, and
(ii) the remainder of such original issue discount shall not be allowable 

as a deduction until paid.
For purposes of this paragraph, rules similar to the rules of subsection (i)(3)(B) 
shall apply in determining the amount of the original issue discount and when 
the original issue discount is paid. 

(B) Disqualified portion treated as stock distribution for purposes 
of dividend received deduction.—

(i) In general.—Solely for purposes of sections 243, 245, 246, and 246A, 
the dividend equivalent portion of any amount includible in gross income 
of a corporation under section 1272(a) in respect of an applicable high yield 
discount obligation shall be treated as a dividend received by such corpora-
tion from the corporation issuing such obligation.

(ii) Dividend equivalent portion.—For purposes of clause (i), the 
dividend equivalent portion of any amount includible in gross income under 
section 1272(a) in respect of an applicable high yield discount obligation is 
the portion of the amount so includible—
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(I) which is attributable to the disqualified portion of the original 
issue discount on such obligation, and

(II) which would have been treated as a dividend if it had been a 
distribution made by the issuing corporation with respect to stock in 
such corporation.

(C) Disqualified portion.—
(i) In general.—For purposes of this paragraph, the disqualified por-

tion of the original issue discount on any applicable high yield discount 
obligation is the lesser of—

(I) the amount of such original issue discount, or
(II) the portion of the total return on such obligation which bears the 

same ratio to such total return as the disqualified yield on such obliga-
tion bears to the yield to maturity on such obligation.
(ii) Definitions.—For purposes of clause (i), the term “disqualified 

yield” means the excess of the yield to maturity on the obligation over the 
sum referred to subsection (i)(1)(B) plus 1 percentage point, and the term 
“total return” is the amount which would have been the original issue dis-
count on the obligation if interest described in the parenthetical in section 
1273(a)(2) were included in the stated redemption price at maturity.
(D) Exception for S corporations.—This paragraph shall not apply to 

any obligation issued by any corporation for any period for which such corpora-
tion is an S corporation. 

(E) Effect on earnings and profits.—This paragraph shall not apply for 
purposes of determining earnings and profits; except that, for purposes of de-
termining the dividend equivalent portion of any amount includible in gross 
income under section 1272(a) in respect of an applicable high yield discount 
obligation, no reduction shall be made for any amount attributable to the dis-
qualified portion of any original issue discount on such obligation.

(F) Suspension of application of paragraph.—
(i) Temporary suspension.—This paragraph shall not apply to any 

applicable high yield discount obligation issued during the period beginning 
on September 1, 2008, and ending on December 31, 2009, in exchange (in-
cluding an exchange resulting from a modification of the debt instrument) 
for an obligation which is not an applicable high yield discount obligation 
and the issuer (or obligor) of which is the same as the issuer (or obligor) of 
such applicable high yield discount obligation. The preceding sentence shall 
not apply to any obligation the interest on which is interest described in 
section 871(h)(4) (without regard to subparagraph (D) thereof) or to any ob-
ligation issued to a related person (within the meaning of section 108(e)(4)).

(ii) Successive application.—Any obligation to which clause (i) ap-
plies shall not be treated as an applicable high yield discount obligation for 
purposes of applying this subparagraph to any other obligation issued in 
exchange for such obligation.

(iii) Secretarial authority to suspend application.—The Secretary 
may apply this paragraph with respect to debt instruments issued in peri-
ods following the period described in clause (i) if the Secretary determines 
that such application is appropriate in light of distressed conditions in the 
debt capital markets. 
(G) Cross reference.—

For definition of applicable high yield discount obligation, see 
subsection (i). 
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(6) Cross references.— 
For provision relating to deduction of original issue discount on 

tax-exempt obligation, see section 1288.
For special rules in the case of the borrower under certain loans 

for personal use, see section 1275(b).
(f) Denial of deduction for interest on certain obligations not in regis-

tered form.—
(1) In general.—Nothing in subsection (a) or in any other provision of law 

shall be construed to provide a deduction for interest on any registration-required 
obligation unless such obligation is in registered form.

(2) Registration-required obligation.—For purposes of this section—
(A) In general.—The term “registration-required obligation” means any 

obligation (including any obligation issued by a governmental entity) other 
than an obligation which—

(i) is issued by a natural person,
(ii) is not of a type offered to the public, or
(iii) has a maturity (at issue) of not more than 1 year.

* * *
(h) Disallowance of deduction for personal interest.— 

(1) In general.—In the case of a taxpayer other than a corporation, no de-
duction shall be allowed under this chapter for personal interest paid or accrued 
during the taxable year.

(2) Personal interest.—For purposes of this subsection, the term “personal 
interest” means any interest allowable as a deduction under this chapter other 
than—

(A) interest paid or accrued on indebtedness properly allocable to a trade 
or business (other than the trade or business of performing services as an em-
ployee),

(B) any investment interest (within the meaning of subsection (d)),
(C) any interest which is taken into account under section 469 in comput-

ing income or loss from a passive activity of the taxpayer,
(D) any qualified residence interest (within the meaning of paragraph (3)),
(E) any interest payable under section 6601 on any unpaid portion of the 

tax imposed by section 2001 for the period during which an extension of time 
for payment of such tax is in effect under section 6163, and

(F) any interest allowable as a deduction under section 221 (relating to 
interest on educational loans). 
(3) Qualified residence interest.—For purposes of this subsection—

(A) In general.—The term “qualified residence interest” means any inter-
est which is paid or accrued during the taxable year on—

(i) acquisition indebtedness with respect to any qualified residence of 
the taxpayer, or

(ii) home equity indebtedness with respect to any qualified residence of 
the taxpayer.

For purposes of the preceding sentence, the determination of whether any 
property is a qualified residence of the taxpayer shall be made as of the time 
the interest is accrued.
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(B) Acquisition indebtedness.—
(i) In general.—The term “acquisition indebtedness” means any in-

debtedness which—
(I) is incurred in acquiring, constructing, or substantially improving 

any qualified residence of the taxpayer, and
(II) is secured by such residence. 

Such term also includes any indebtedness secured by such residence resulting 
from the refinancing of indebtedness meeting the requirements of the preced-
ing sentence (or this sentence); but only to the extent the amount of the in-
debtedness resulting from such refinancing does not exceed the amount of the 
refinanced indebtedness.

(ii) $1,000,000 Limitation.—The aggregate amount treated as acqui-
sition indebtedness for any period shall not exceed $1,000,000 ($500,000 in 
the case of a married individual filing a separate return).
(C) Home equity indebtedness.—

(i) In general.—The term “home equity indebtedness” means any in-
debtedness (other than acquisition indebtedness) secured by a qualified 
residence to the extent the aggregate amount of such indebtedness does 
not exceed—

(I) the fair market value of such qualified residence, reduced by
(II) the amount of acquisition indebtedness with respect to such res-

idence. 
(ii) Limitation.—The aggregate amount treated as home equity in-

debtedness for any period shall not exceed $100,000 ($50,000 in the case of 
a separate return by a married individual).

* * *
Section 163(h)(3)(F), below, is applicable to taxable years beginning after 
December 31, 2025.

(F) Special rules for taxable years beginning after 2017.— 
(i) In general.—In the case of taxable years beginning after December 

31, 2017—
(I) Disallowance of home equity indebtedness interest.—Sub-

paragraph (A)(ii) shall not apply.
(II) Limitation on acquisition indebtedness.—Subparagraph (B)

(ii) shall be applied by substituting “$750,000 ($375,000” for “$1,000,000 
($500,000”.

(III) Mortgage insurance premiums treated as interest.—
Clause (iv) of subparagraph (E) shall not apply.

(IV) Treatment of indebtedness incurred on or before Decem-
ber 15, 2017.—Subclause (II) shall not apply to any indebtedness in-
curred on or before December 15, 2017, and, in applying such subclause 
to any indebtedness incurred after such date, the limitation under such 
subclause shall be reduced (but not below zero) by the amount of any 
indebtedness incurred on or before December 15, 2017, which is treated 
as acquisition indebtedness for purposes of this subsection for the tax-
able year.

(V) Binding contract exception.—In the case of a taxpayer who 
enters into a written binding contract before December 15, 2017, to close 
on the purchase of a principal residence before January 1, 2018, and 
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who purchases such residence before April 1, 2018, subclause (IV) shall 
be applied by substituting “April 1, 2018” for “December 15, 2017”.
(ii) Treatment of refinancings of indebtedness.—

(I) In general.—In the case of any indebtedness which is incurred 
to refinance indebtedness, such refinanced indebtedness shall be treated 
for purposes of clause (i)(III) as incurred on the date that the original 
indebtedness was incurred to the extent the amount of the indebtedness 
resulting from such refinancing does not exceed the amount of the refi-
nanced indebtedness.

(II) Limitation on period of refinancing.—Subclause (I) shall 
not apply to any indebtedness after the expiration of the term of the 
original indebtedness or, if the principal of such original indebtedness 
is not amortized over its term, the expiration of the term of the 1st re-
financing of such indebtedness (or if earlier, the date which is 30 years 
after the date of such 1st refinancing).
(iii) Coordination with exclusion of income from discharge of 

indebtedness.—Section 108(h)(2) shall be applied without regard to this 
subparagraph.

Section 163(h)(4), below, is applicable for indebtedness incurred after De-
cember 31, 2024.

(4) Special rules for taxable years 2025 through 2028 relating to quali-
fied passenger vehicle loan interest.—

(A) In general.—In the case of taxable years beginning after December 
31, 2024, and before January 1, 2029, for purposes of this subsection the term 
“personal interest” shall not include qualified passenger vehicle loan interest.

(B) Qualified passenger vehicle loan interest defined.—
(i) In general.—For purposes of this paragraph, the term “qualified 

passenger vehicle loan interest” means any interest which is paid or ac-
crued during the taxable year on indebtedness incurred by the taxpayer 
after December 31, 2024, for the purchase of, and that is secured by a first 
lien on, an applicable passenger vehicle for personal use.

(ii) Exceptions.—Such term shall not include any amount paid or in-
curred on any of the following:

(I) A loan to finance fleet sales.
(II) A loan incurred for the purchase of a commercial vehicle that is 

not used for personal purposes.
(III) Any lease financing.
(IV) A loan to finance the purchase of a vehicle with a salvage title.
(V) A loan to finance the purchase of a vehicle intended to be used 

for scrap or parts.
(iii) VIN requirement.—Interest shall not be treated as qualified pas-

senger vehicle loan interest under this paragraph unless the taxpayer in-
cludes the vehicle identification number of the applicable passenger vehicle 
described in clause (i) on the return of tax for the taxable year.
(C) Limitations.—

(i) Dollar limit.—The amount of interest taken into account by a tax-
payer under subparagraph (B) for any taxable year shall not exceed $10,000.

(ii) Limitation based on modified adjusted gross income.—
(I) In general.—The amount which is otherwise allowable as a de-

duction under subsection (a) as qualified passenger vehicle loan interest 

﻿ § 163(h)



72

(determined without regard to this clause and after the application of 
clause (i)) shall be reduced (but not below zero) by $200 for each $1,000 
(or portion thereof) by which the modified adjusted gross income of the 
taxpayer for the taxable year exceeds $100,000 ($200,000 in the case of 
a joint return).

(II) Modified adjusted gross income.—For purposes of this 
clause, the term “modified adjusted gross income” means the adjust-
ed gross income of the taxpayer for the taxable year increased by any 
amount excluded from gross income under section 911, 931, or 933.

(D) Applicable passenger vehicle.—The term “applicable passenger ve-
hicle” means any vehicle— 

(i) the original use of which commences with the taxpayer,
(ii) which is manufactured primarily for use on public streets, roads, and 

highways (not including a vehicle operated exclusively on a rail or rails),
(iii) which has at least 2 wheels,
(iv) which is a car, minivan, van, sport utility vehicle, pickup truck, or 

motorcycle,
(v) which is treated as a motor vehicle for purposes of title II of the 

Clean Air Act, and
(vi) which has a gross vehicle weight rating of less than 14,000 pounds. 

Such term shall not include any vehicle the final assembly of which did not 
occur within the United States.
(E) Other definitions and special rules.—For purposes of this para-

graph—
(i) Final assembly.—For purposes of subparagraph (D), the term “final 

assembly” means the process by which a manufacturer produces a vehicle 
at, or through the use of, a plant, factory, or other place from which the 
vehicle is delivered to a dealer with all component parts necessary for the 
mechanical operation of the vehicle included with the vehicle, whether or 
not the component parts are permanently installed in or on the vehicle.

(ii) Treatment of refinancing.—Indebtedness described in subpara-
graph (B) shall include indebtedness that results from refinancing any 
indebtedness described in such subparagraph, and that is secured by a 
first lien on the applicable passenger vehicle with respect to which the re-
financed indebtedness was incurred, but only to the extent the amount of 
such resulting indebtedness does not exceed the amount of such refinanced 
indebtedness.

(iii) Related parties.—Indebtedness described in subparagraph (B) 
shall not include any indebtedness owed to a person who is related (within 
the meaning of section 267(b) or 707(b)(1)) to the taxpayer.

(5) Other definitions and special rules.—For purposes of this subsection—
(A) Qualified residence.—

(i) In general.—The term “qualified residence” means—
(I) the principal residence (within the meaning of section 121) of the 

taxpayer, and
(II) 1 other residence of the taxpayer which is selected by the taxpay-

er for purposes of this subsection for the taxable year and which is used 
by the taxpayer as a residence (within the meaning of section 280A(d)
(1)).
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(ii) Married individuals filing separate returns.—If a married cou-
ple does not file a joint return for the taxable year—

(I) such couple shall be treated as 1 taxpayer for purposes of clause 
(i), and

(II) each individual shall be entitled to take into account 1 residence 
unless both individuals consent in writing to 1 individual taking into 
account the principal residence and 1 other residence.
(iii) Residence not rented.—For purposes of clause (i)(II), notwith-

standing section 280A(d)(1), if the taxpayer does not rent a dwelling unit 
at any time during a taxable year, such unit may be treated as a residence 
for such taxable year.
(B) Special rule for cooperative housing corporations.—Any indebt-

edness secured by stock held by the taxpayer as a tenant-stockholder (as de-
fined in section 216) in a cooperative housing corporation (as so defined) shall 
be treated as secured by the house or apartment which the taxpayer is entitled 
to occupy as such a tenant-stockholder. If stock described in the preceding sen-
tence may not be used to secure indebtedness, indebtedness shall be treated as 
so secured if the taxpayer establishes to the satisfaction of the Secretary that 
such indebtedness was incurred to acquire such stock.

(C) Unenforceable security interests.—Indebtedness shall not fail to be 
treated as secured by any property solely because, under any applicable State 
or local homestead or other debtor protection law in effect on August 16, 1986, 
the security interest is ineffective or the enforceability of the security interest 
is restricted. 

(D) Special rules for estates and trusts.—For purposes of determining 
whether any interest paid or accrued by an estate or trust is qualified resi-
dence interest, any residence held by such estate or trust shall be treated as 
a qualified residence of such estate or trust if such estate or trust establishes 
that such residence is a qualified residence of a beneficiary who has a present 
interest in such estate or trust or an interest in the residuary of such estate 
or trust.

* * *
(i) Applicable high yield discount obligation.— 

(1) In general.—For purposes of this section, the term “applicable high yield 
discount obligation” means any debt instrument if—

(A) the maturity date of such instrument is more than 5 years from the 
date of issue,

(B) the yield to maturity on such instrument equals or exceeds the sum of—
(i) the applicable Federal rate in effect under section 1274(d) for the 

calendar month in which the obligation is issued, plus
(ii) 5 percentage points, and

(C) such instrument has significant original issue discount.
For purposes of subparagraph (B)(i), the Secretary may by regulation (i) per-
mit a rate to be used with respect to any debt instrument which is higher 
than the applicable Federal rate if the taxpayer establishes to the satisfaction 
of the Secretary that such higher rate is based on the same principles as the 
applicable Federal rate and is appropriate for the term of the instrument, or 
(ii) permit, on a temporary basis, a rate to be used with respect to any debt 
instrument which is higher than the applicable Federal rate if the Secretary 
determines that such rate is appropriate in light of distressed conditions in the 
debt capital markets.
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(2) Significant original issue discount.—For purposes of paragraph (1)(C), 
a debt instrument shall be treated as having significant original issue discount 
if— 

(A) the aggregate amount which would be includible in gross income with 
respect to such instrument for periods before the close of any accrual period 
(as defined in section 1272(a)(5)) ending after the date 5 years after the date 
of issue, exceeds—

(B) the sum of—
(i) the aggregate amount of interest to be paid under the instrument 

before the close of such accrual period, and
(ii) the product of the issue price of such instrument (as defined in sec-

tions 1273(b) and 1274(a)) and its yield to maturity.
(3) Special rules.—For purposes of determining whether a debt instrument is 

an applicable high yield discount obligation—
(A) any payment under the instrument shall be assumed to be made on the 

last day permitted under the instrument, and
(B) any payment to be made in the form of another obligation (or stock) of 

the issuer (or a related person within the meaning of section 453(f)(1)) shall be 
assumed to be made when such obligation (or stock) is required to be paid in 
cash or in property other than such obligation (or stock). 
Except for purposes of paragraph (1)(B), any reference to an obligation in sub-
paragraph (B) of this paragraph shall be treated as including a reference to 
stock.
(4) Debt instrument.—For purposes of this subsection, the term “debt in-

strument” means any instrument which is a debt instrument as defined in section 
1275(a). 

(5) Regulations.—The Secretary shall prescribe such regulations as may be 
appropriate to carry out the purposes of this subsection and subsection (e)(5), in-
cluding—

(A) regulations providing for modifications to the provisions of this subsec-
tion and subsection (e)(5) in the case of varying rates of interest, put or call 
options, indefinite maturities, contingent payments, assumptions of debt in-
struments, conversion rights, or other circumstances where such modifications 
are appropriate to carry out the purposes of this subsection and subsection (e)
(5), and

(B) regulations to prevent avoidance of the purposes of this subsection and 
subsection (e)(5) through the use of issuers other than C corporations, agree-
ments to borrow amounts due under the debt instrument, or other arrange-
ments.

(j) Limitation on business interest.— 
(1) In general.—The amount allowed as a deduction under this chapter for 

any taxable year for business interest shall not exceed the sum of—
(A) the business interest income of such taxpayer for such taxable year,
(B) 30 percent of the adjusted taxable income of such taxpayer for such 

taxable year, plus
(C) the floor plan financing interest of such taxpayer for such taxable year.

The amount determined under subparagraph (B) shall not be less than zero.
(2) Carryforward of disallowed business interest.—The amount of any 

business interest not allowed as a deduction for any taxable year by reason of 
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paragraph (1) shall be treated as business interest paid or accrued in the succeed-
ing taxable year.

(3) Exemption for certain small businesses.—In the case of any taxpayer 
(other than a tax shelter prohibited from using the cash receipts and disburse-
ments method of accounting under section 448(a)(3)) which meets the gross re-
ceipts test of section 448(c) for any taxable year, paragraph (1) shall not apply to 
such taxpayer for such taxable year. In the case of any taxpayer which is not a 
corporation or a partnership, the gross receipts test of section 448(c) shall be ap-
plied in the same manner as if such taxpayer were a corporation or partnership.

(4) Application to partnerships, etc.—
(A) In general.—In the case of any partnership—

(i) this subsection shall be applied at the partnership level and any 	
deduction for business interest shall be taken into account in determining 
the non-separately stated taxable income or loss of the partnership, and

(ii) the adjusted taxable income of each partner of such partnership—
(I) shall be determined without regard to such partner’s distributive 

share of any items of income, gain, deduction, or loss of such partner-
ship, and

(II) shall be increased by such partner’s distributive share of such 
partnership’s excess taxable income.
For purposes of clause (ii)(II), a partner’s distributive share of partner-
ship excess taxable income shall be determined in the same manner as 
the partner’s distributive share of nonseparately stated taxable income 
or loss of the partnership.

(B) Special rules for carryforwards.—
(i) In general.—The amount of any business interest not allowed as a 

deduction to a partnership for any taxable year by reason of paragraph (1) 
for any taxable year—

(I) shall not be treated under paragraph (2) as business interest paid 
or accrued by the partnership in the succeeding taxable year, and

(II) shall, subject to clause (ii), be treated as excess business interest 
which is allocated to each partner in the same manner as the non-sepa-
rately stated taxable income or loss of the partnership.
(ii) Treatment of excess business interest allocated to part-

ners.—If a partner is allocated any excess business interest from a part-
nership under clause (i) for any taxable year— 

(I) such excess business interest shall be treated as business interest 
paid or accrued by the partner in the next succeeding taxable year in 
which the partner is allocated excess taxable income from such partner-
ship, but only to the extent of such excess taxable income, and

(II) any portion of such excess business interest remaining after the 
application of subclause (I) shall, subject to the limitations of subclause (I), 
be treated as business interest paid or accrued in succeeding taxable years.
For purposes of applying this paragraph, excess taxable income allo-
cated to a partner from a partnership for any taxable year shall not be 
taken into account under paragraph (1)(A) with respect to any business 
interest other than excess business interest from the partnership until 
all such excess business interest for such taxable year and all preceding 
taxable years has been treated as paid or accrued under clause (ii).
(iii) Basis adjustments.—
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(I) In general.—The adjusted basis of a partner in a partnership 
interest shall be reduced (but not below zero) by the amount of excess 
business interest allocated to the partner under clause (i)(II).

(II) Special rule for dispositions.—If a partner disposes of a part-
nership interest, the adjusted basis of the partner in the partnership 
interest shall be increased immediately before the disposition by the 
amount of the excess (if any) of the amount of the basis reduction under 
subclause (I) over the portion of any excess business interest allocated 
to the partner under clause (i)(II) which has previously been treated 
under clause (ii) as business interest paid or accrued by the partner. 
The preceding sentence shall also apply to transfers of the partnership 
interest (including by reason of death) in a transaction in which gain 
is not recognized in whole or in part. No deduction shall be allowed to 
the transferor or transferee under this chapter for any excess business 
interest resulting in a basis increase under this subclause.

(C) Excess taxable income.—The term “excess taxable income” means, 
with respect to any partnership, the amount which bears the same ratio to the 
partnership’s adjusted taxable income as—

(i) the excess (if any) of—
(I) the amount determined for the partnership under paragraph (1)

(B), over
(II) the amount (if any) by which the business interest of the part-

nership, reduced by the floor plan financing interest, exceeds the busi-
ness interest income of the partnership, bears to
(ii) the amount determined for the partnership under paragraph (1)(B).

(D) Application to S corporations.—Rules similar to the rules of sub-
paragraphs (A) and (C) shall apply with respect to any S corporation and its 
shareholders.

Section 163(j)(5), below, is applicable to taxable years beginning after De-
cember 31, 2025.

(5) Business interest.—For purposes of this subsection, the term “business 
interest” means any interest paid or accrued on indebtedness properly allocable 
to a trade or business. Such term shall not include investment interest (within 
the meaning of subsection (d)). Such term shall not include any interest which is 
capitalized under section 263(g) or 263A(f).

(6) Business interest income.—For purposes of this subsection, the term 
“business interest income” means the amount of interest includible in the gross 
income of the taxpayer for the taxable year which is properly allocable to a trade 
or business. Such term shall not include investment income (within the meaning 
of subsection (d)). 

(7) Trade or business.—For purposes of this subsection—
(A) In general.—The term ‘trade or business’ shall not include—

(i) the trade or business of performing services as an employee,
(ii) any electing real property trade or business,
(iii) any electing farming business, or
(iv) the trade or business of the furnishing or sale of—

(I) electrical energy, water, or sewage disposal services,
(II) gas or steam through a local distribution system, or
(III) transportation of gas or steam by pipeline,
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if the rates for such furnishing or sale, as the case may be, have been 
established or approved by a State or political subdivision thereof, by 
any agency or instrumentality of the United States, by a public service 
or public utility commission or other similar body of any State or polit-
ical subdivision thereof, or by the governing or ratemaking body of an 
electric cooperative.

(B) Electing real property trade or business.—For purposes of this 
paragraph, the term “electing real property trade or business” means any 
trade or business which is described in section 469(c)(7)(C) and which makes 
an election under this subparagraph. Any such election shall be made at such 
time and in such manner as the Secretary shall prescribe, and, once made, 
shall be irrevocable.

(C) Electing farming business.—For purposes of this paragraph, the 
term “electing farming business” means—

(i) a farming business (as defined in section 263A(e)(4)) which makes an 
election under this subparagraph, or

(ii) any trade or business of a specified agricultural or horticultural co-
operative (as defined in section 199A(g)(2)3) with respect to which the coop-
erative makes an election under this subparagraph.
Any such election shall be made at such time and in such manner as the 
Secretary shall prescribe, and, once made, shall be irrevocable.

(8) Adjusted taxable income.—For purposes of this subsection, the term 
“adjusted taxable income” means the taxable income of the taxpayer—

Section 163(j)(8)(A), below, is applicable to taxable years beginning after 
December 31, 2025.

(A) computed without regard to—
(i) any item of income, gain, deduction, or loss which is not properly 

allocable to a trade or business,
(ii) any business interest or business interest income,
(iii) the amount of any net operating loss deduction under section 172,
(iv) the amount of any deduction allowed under section 199A,
(v) any deduction allowable for depreciation, amortization, or depletion, 

and
(vi) the amounts included in gross income under sections 951(a), 

951A(a), and 78 (and the portion of the deductions allowed under sections 
245A(a) (by reason of section 964(e)(4)) and 250(a)(1)(B) by reason of such 
inclusions), and
(B) computed with such other adjustments as provided by the Secretary.

(9) Floor plan financing interest defined.—For purposes of this subsec-
tion—

(A) In general.—The term “floor plan financing interest” means interest 
paid or accrued on floor plan financing indebtedness.

(B) Floor plan financing indebtedness.—The term “floor plan financing 
indebtedness” means indebtedness—

(i) used to finance the acquisition of motor vehicles held for sale or lease, 
and

(ii) secured by the inventory so acquired.
(C) Motor vehicle.—The term “motor vehicle” means a motor vehicle that 

is any of the following:
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(i) Any self-propelled vehicle designed for transporting persons or prop-
erty on a public street, highway, or road.

(ii) A boat.
(iii) Farm machinery or equipment.

Such term shall also include any trailer or camper which is designed to pro-
vide temporary living quarters for recreational, camping, or seasonal use 
and is designed to be towed by, or affixed to, a motor vehicle.

Section 163(j)(10), below, is applicable to taxable years beginning after De-
cember 31, 2025.

(10) Coordination with interest capitalization provisions.—
(A) In general.—In applying this subsection—

(i) the limitation under paragraph (1) shall apply to business interest 
without regard to whether the taxpayer would otherwise deduct such busi-
ness interest or capitalize such business interest under an interest capital-
ization provision, and

* * *
(D) Interest capitalization provision.—For purposes of this section, the 

term “interest capitalization provision” means any provision of this subtitle 
under which interest—

(i) is required to be charged to capital account, or
(ii) may be deducted or charged to capital account.

Section 163(j)(11), below, is applicable to taxable years beginning after De-
cember 31, 2025.

(11) Regulatory authority.—The Secretary shall issue such regulations or 
guidance as may be necessary or appropriate to carry out the purposes of this sub-
section, including regulations or guidance to determine which business interest is 
taken into account under this subsection and section 59A(c)(3).

* * *
(13) Cross references.—

(A) For requirement that an electing real property trade or business 
use the alternative depreciation system, see section 168(g)(1)(F).

(B) For requirement that an electing farming business use the al-
ternative depreciation system, see section 168(g)(1)(G).

(k) Section 6166 interest.—No deduction shall be allowed under this section for 
any interest payable under section 6601 on any unpaid portion of the tax imposed by 
section 2001 for the period during which an extension of time for payment of such tax 
is in effect under section 6166.

(l) Disallowance of deduction on certain debt instruments of corpora-
tions.—

(1) In general.—No deduction shall be allowed under this chapter for any 
interest paid or accrued on a disqualified debt instrument.

(2) Disqualified debt instrument.—For purposes of this subsection, the 
term “disqualified debt instrument” means any indebtedness of a corporation 
which is payable in equity of the issuer or a related party or equity held by the 
issuer (or any related party) in any other person.

(3) Special rules for amounts payable in equity.—For purposes of para-
graph (2), indebtedness shall be treated as payable in equity of the issuer or a 
related party only if— 
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(A) a substantial amount of the principal or interest is required to be paid 
or converted, or at the option of the issuer or a related party is payable in, or 
convertible into, such equity, 

(B) a substantial amount of the principal or interest is required to be de-
termined, or at the option of the issuer or a related party is determined, by 
reference to the value of such equity, or

(C) the indebtedness is part of an arrangement which is reasonably expect-
ed to result in a transaction described in subparagraph (A) or (B).
For purposes of this paragraph, principal or interest shall be treated as re-
quired to be so paid, converted, or determined if it may be required at the 
option of the holder or a related party and there is a substantial certainty the 
option will be exercised.
(4) Capitalization allowed with respect to equity of persons other than 

issuer and related parties.—If the disqualified debt instrument of a corpora-
tion is payable in equity held by the issuer (or any related party) in any other 
person (other than a related party), the basis of such equity shall be increased by 
the amount not allowed as a deduction by reason of paragraph (1) with respect to 
the instrument.

(5) Exception for certain instruments issued by dealers in securities.—
For purposes of this subsection, the term “disqualified debt instrument” does not 
include indebtedness issued by a dealer in securities (or a related party) which is 
payable in, or by reference to, equity (other than equity of the issuer or a related 
party) held by such dealer in its capacity as a dealer in securities. For purposes of 
this paragraph, the term “dealer in securities” has the meaning given such term 
by section 475.

(6) Related party.—For purposes of this subsection, a person is a related par-
ty with respect to another person if such person bears a relationship to such other 
person described in section 267(b) or 707(b).

(7) Regulations.—The Secretary shall prescribe such regulations as may be 
necessary or appropriate to carry out the purposes of this subsection, including 
regulations preventing avoidance of this subsection through the use of an issuer 
other than a corporation.
(m) Cross references.—

(1) For disallowance of certain amounts paid in connection with in-
surance, endowment, or annuity contracts, see section 264.

(2) For disallowance of deduction for interest relating to tax-exempt 
income, see section 265(a)(2).

(3) For disallowance of deduction for carrying charges chargeable to 
capital account, see section 266.

(4) For disallowance of interest with respect to transactions between related 
taxpayers, see section 267. 

* * *

§ 164.	Taxes
(a) General rule.—Except as otherwise provided in this section, the following 

taxes shall be allowed as a deduction for the taxable year within which paid or ac-
crued:

(1) State and local, and foreign, real property taxes.
(2) State and local personal property taxes.
(3) State and local, and foreign, income, war profits, and excess profits taxes.
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(4) The GST tax imposed on income distributions.
In addition, there shall be allowed as a deduction State and local, and foreign, taxes 
not described in the preceding sentence which are paid or accrued within the taxable 
year in carrying on a trade or business or an activity described in section 212 (relat-
ing to expenses for production of income). Notwithstanding the preceding sentence, 
any tax (not described in the first sentence of this subsection) which is paid or accrued 
by the taxpayer in connection with an acquisition or disposition of property shall be 
treated as part of the cost of the acquired property or, in the case of a disposition, as 
a reduction in the amount realized on the disposition. 

(b) Definitions and special rules.—For purposes of this section—
(1) Personal property taxes.—The term “personal property tax” means an 

ad valorem tax which is imposed on an annual basis in respect of personal prop-
erty.

(2) State or local taxes.—A State or local tax includes only a tax imposed by 
a State, a possession of the United States, or a political subdivision of any of the 
foregoing, or by the District of Columbia.

(3) Foreign taxes.—A foreign tax includes only a tax imposed by the author-
ity of a foreign country.

(4) Special rules for GST tax.— 
(A) In general.—The GST tax imposed on income distributions is—

(i) the tax imposed by section 2601, and
(ii) any State tax described in section 2604 (as in effect before its repeal),

but only to the extent such tax is imposed on a transfer which is included in 
the gross income of the distributee and to which section 666 does not apply.

(B) Special rule for tax paid before due date.—Any tax referred to in 
subparagraph (A) imposed with respect to a transfer occurring during the tax-
able year of the distributee (or, in the case of a taxable termination, the trust) 
which is paid not later than the time prescribed by law (including extensions) 
for filing the return with respect to such transfer shall be treated as having 
been paid on the last day of the taxable year in which the transfer was made.
(5) General sales taxes.—For purposes of subsection (a)—

(A) Election to deduct State and local sales taxes in lieu of State 
and local income taxes.—At the election of the taxpayer for the taxable 
year, subsection (a) shall be applied—

(i) without regard to the reference to State and local income taxes, and
(ii) as if State and local general sales taxes were referred to in a para-

graph thereof.
(B) Definition of general sales tax.—The term “general sales tax” means 

a tax imposed at one rate with respect to the sale at retail of a broad range of 
classes of items.

(C) Special rules for food, etc.—In the case of items of food, clothing, 
medical supplies, and motor vehicles—

(i) the fact that the tax does not apply with respect to some or all of 
such items shall not be taken into account in determining whether the tax 
applies with respect to a broad range of classes of items, and

(ii) the fact that the rate of tax applicable with respect to some or all 
of such items is lower than the general rate of tax shall not be taken into 
account in determining whether the tax is imposed at one rate.
(D) Items taxed at different rates.—Except in the case of a lower rate 

of tax applicable with respect to an item described in subparagraph (C), no 
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deduction shall be allowed under this paragraph for any general sales tax im-
posed with respect to an item at a rate other than the general rate of tax.

(E) Compensating use taxes.—A compensating use tax with respect to 
an item shall be treated as a general sales tax. For purposes of the preceding 
sentence, the term “compensating use tax” means, with respect to any item, a 
tax which—

(i) is imposed on the use, storage, or consumption of such item, and
(ii) is complementary to a general sales tax, but only if a deduction is 

allowable under this paragraph with respect to items sold at retail in the 
taxing jurisdiction which are similar to such item.
(F) Special rule for motor vehicles.—In the case of motor vehicles, if the 

rate of tax exceeds the general rate, such excess shall be disregarded and the 
general rate shall be treated as the rate of tax.

(G) Separately stated general sales taxes.—If the amount of any gener-
al sales tax is separately stated, then, to the extent that the amount so stated 
is paid by the consumer (other than in connection with the consumer’s trade or 
business) to the seller, such amount shall be treated as a tax imposed on, and 
paid by, such consumer.

(H) Amount of deduction may be determined under tables.—
(i) In general.—At the election of the taxpayer for the taxable year, the 

amount of the deduction allowed under this paragraph for such year shall 
be—

(I) the amount determined under this paragraph (without regard 
to this subparagraph) with respect to motor vehicles, boats, and other 
items specified by the Secretary, and

(II) the amount determined under tables prescribed by the Secretary 
with respect to items to which subclause (I) does not apply.
(ii) Requirements for tables.—The tables prescribed under clause 

(i)—
(I) shall reflect the provisions of this paragraph,
(II) shall be based on the average consumption by taxpayers on a 

State-by-State basis (as determined by the Secretary) of items to which 
clause (i)(I) does not apply, taking into account filing status, number of 
dependents, adjusted gross income, and rates of State and local general 
sales taxation, and

(III) need only be determined with respect to adjusted gross incomes 
up to the applicable amount (as determined under section 68(b)).

Sections 164(b)(6) and (b)(7), below, are applicable to taxable years begin-
ning after December 31, 2024.

(6) Limitation on individual deductions for taxable years 2018 through 
2025.—In the case of an individual and a taxable year beginning after December 
31, 2017—

(A) foreign real property taxes shall not be taken into account under sub-
section (a)(1), and

(B) the aggregate amount of taxes taken into account under paragraphs (1), 
(2), and (3) of subsection (a) and paragraph (5) of this subsection for any tax-
able year shall not exceed the applicable limitation amount (half the applicable 
limitation amount in the case of a married individual filing a separate return). 
The preceding sentence shall not apply to any foreign taxes described in sub-
section (a)(3) or to any taxes described in paragraph (1) and (2) of subsection 
(a) which are paid or accrued in carrying on a trade or business or an activity 
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described in section 212. For purposes of subparagraph (B), an amount paid 
in a taxable year beginning before January 1, 2018, with respect to a State or 
local income tax imposed for a taxable year beginning after December 31, 2017, 
shall be treated as paid on the last day of the taxable year for which such tax 
is so imposed.—
(7) Applicable limitation amount.—

(A) In general.—For purposes of paragraph (6), the term “applicable lim-
itation amount” means—

(i) in the case of any taxable year beginning in calendar year 2025, 
$40,000,

(ii) in the case of any taxable year beginning in calendar year 2026, 
$40,400,

(iii) in the case of any taxable year beginning after calendar year 2026 
and before 2030, 101 percent of the dollar amount in effect under this sub-
paragraph for taxable years beginning in the preceding calendar year, and

(iv) in the case of any taxable year beginning after calendar year 2029, 
$10,000.
(B) Phasedown based on modified adjusted gross income.—

(i) In general.—Except as provided in clause (iii), in the case of any 
taxable year beginning before January 1, 2030, the applicable limitation 
amount shall be reduced by 30 percent of the excess (if any) of the taxpay-
er’s modified adjusted gross income over the threshold amount (half the 
threshold amount in the case of a married individual filing a separate re-
turn).

(ii) Threshold amount.—For purposes of this subparagraph, the term 
“threshold amount” means—

(I) in the case of any taxable year beginning in calendar year 2025, 
$500,000, 

(II) in the case of any taxable year beginning in calendar year 2026, 
$505,000, and

(III) in the case of any taxable year beginning after calendar year 
2026, 101 percent of the dollar amount in effect under this subpara-
graph for taxable years beginning in the preceding calendar year.
(iii) Limitation on reduction.—The reduction under clause (i) shall 

not result in the applicable limitation amount being less than $10,000.
(iv) Modified adjusted gross income.—For purposes of this para-

graph, the term “modified adjusted gross income” means adjusted gross in-
come increased by any amount excluded from gross income under section 
911, 931, or 933.

(c) Deduction denied in case of certain taxes.—No deduction shall be al-
lowed for the following taxes:

(1) Taxes assessed against local benefits of a kind tending to increase the value 
of the property assessed; but this paragraph shall not prevent the deduction of so 
much of such taxes as is properly allocable to maintenance or interest charges.

(2) Taxes on real property, to the extent that subsection (d) requires such taxes 
to be treated as imposed on another taxpayer.
(d) Apportionment of taxes on real property between seller and purchas-

er.—
(1) General rule.—For purposes of subsection (a), if real property is sold 

during any real property tax year, then—
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(A) so much of the real property tax as is properly allocable to that part of 
such year which ends on the day before the date of the sale shall be treated as 
a tax imposed on the seller, and

(B) so much of such tax as is properly allocable to that part of such year 
which begins on the date of the sale shall be treated as a tax imposed on the 
purchaser.
(2) Special rules.—

(A) In the case of any sale of real property, if—
(i) a taxpayer may not, by reason of his method of accounting, deduct 

any amount for taxes unless paid, and
(ii) the other party to the sale is (under the law imposing the real prop-

erty tax) liable for the real property tax for the real property tax year,
then for purposes of subsection (a) the taxpayer shall be treated as having 
paid, on the date of the sale, so much of such tax as, under paragraph (1) of this 
subsection, is treated as imposed on the taxpayer. For purposes of the preced-
ing sentence, if neither party is liable for the tax, then the party holding the 
property at the time the tax becomes a lien on the property shall be considered 
liable for the real property tax for the real property tax year.

(B) In the case of any sale of real property, if the taxpayer’s taxable income 
for the taxable year during which the sale occurs is computed under an accrual 
method of accounting, and if no election under section 461(c) (relating to the 
accrual of real property taxes) applies, then, for purposes of subsection (a), that 
portion of such tax which—

(i) is treated, under paragraph (1) of this subsection, as imposed on the 
taxpayer, and

(ii) may not, by reason of the taxpayer’s method of accounting, be de-
ducted by the taxpayer for any taxable year,

shall be treated as having accrued on the date of the sale.
(e) Taxes of shareholder paid by corporation.—Where a corporation pays a 

tax imposed on a shareholder on his interest as a shareholder, and where the share-
holder does not reimburse the corporation, then—

(1) the deduction allowed by subsection (a) shall be allowed to the corporation; 
and 

(2) no deduction shall be allowed the shareholder for such tax.
(f) Deduction for one-half of self-employment taxes.—

(1) In general.—In the case of an individual, in addition to the taxes de-
scribed in subsection (a), there shall be allowed as a deduction for the taxable year 
an amount equal to one-half of the taxes imposed by section 1401 for such taxable 
year. 

(2) Deduction treated as attributable to trade or business.—For purpos-
es of this chapter, the deduction allowed by paragraph (1) shall be treated as at-
tributable to a trade or business carried on by the taxpayer which does not consist 
of the performance of services by the taxpayer as an employee.

* * *

§ 165.	Losses
(a) General rule.—There shall be allowed as a deduction any loss sustained 

during the taxable year and not compensated for by insurance or otherwise.
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(b) Amount of deduction.—For purposes of subsection (a), the basis for deter-
mining the amount of the deduction for any loss shall be the adjusted basis provided 
in section 1011 for determining the loss from the sale or other disposition of property.

(c) Limitation on losses of individuals.—In the case of an individual, the de-
duction under subsection (a) shall be limited to— 

(1) losses incurred in a trade or business;
(2) losses incurred in any transaction entered into for profit, though not con-

nected with a trade or business; and
(3) except as provided in subsection (h), losses of property not connected with a 

trade or business or a transaction entered into for profit, if such losses arise from 
fire, storm, shipwreck, or other casualty, or from theft.

Section 165(d), below, is applicable to taxable years beginning after Decem-
ber 31, 2025.

(d) Wagering losses.—
(1) In general.—For purposes of losses from wagering transactions, the 

amount allowed as a deduction for any taxable year—
(A) shall be equal to 90 percent of the amount of such losses during such 

taxable year, and
(B) shall be allowed only to the extent of the gains from such transactions 

during such taxable year.
(2) Special rule.—For purposes of paragraph (1), the term “losses from wa-

gering transactions” includes any deduction otherwise allowable under this chap-
ter incurred in carrying on any wagering transaction.
(e) Theft losses.—For purposes of subsection (a), any loss arising from theft shall 

be treated as sustained during the taxable year in which the taxpayer discovers such 
loss.

(f) Capital losses.—Losses from sales or exchanges of capital assets shall be 
allowed only to the extent allowed in sections 1211 and 1212.

(g) Worthless securities.—
(1) General rule.—If any security which is a capital asset becomes worthless 

during the taxable year, the loss resulting therefrom shall, for purposes of this 
subtitle, be treated as a loss from the sale or exchange, on the last day of the tax-
able year, of a capital asset.

(2) Security defined.—For purposes of this subsection, the term “security” 
means—

(A) a share of stock in a corporation; 
(B) a right to subscribe for, or to receive, a share of stock in a corporation;  

or
(C) a bond, debenture, note, or certificate, or other evidence of indebted-

ness, issued by a corporation or by a government or political subdivision there-
of, with interest coupons or in registered form.
(3) Securities in affiliated corporation.—For purposes of paragraph (1), 

any security in a corporation affiliated with a taxpayer which is a domestic cor-
poration shall not be treated as a capital asset. For purposes of the preceding 
sentence, a corporation shall be treated as affiliated with the taxpayer only if—

(A) the taxpayer owns directly stock in such corporation meeting the re-
quirements of section 1504(a)(2), and, 

(B) more than 90 percent of the aggregate of its gross receipts for all tax-
able years has been from sources other than royalties, rents (except rents de-
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rived from rental of properties to employees of the corporation in the ordinary 
course of its operating business), dividends, interest (except interest received 
on deferred purchase price of operating assets sold), annuities, and gains from 
sales or exchanges of stocks and securities.

In computing gross receipts for purposes of the preceding sentence, gross receipts 
from sales or exchanges of stocks and securities shall be taken into account only 
to the extent of gains therefrom.
(h) Treatment of casualty gains and losses.—

(1) Dollar limitation per casualty.—Any loss of an individual described in 
subsection (c)(3) shall be allowed only to the extent that the amount of the loss to 
such individual arising from each casualty, or from each theft, exceeds $500 ($100 
for taxable years beginning after December 31, 2009).

(2) Net casualty loss allowed only to the extent it exceeds 10 percent of 
adjusted gross income.—

(A) In general.—If the personal casualty losses for any taxable year ex-
ceed the personal casualty gains for such taxable year, such losses shall be 
allowed for the taxable year only to the extent of the sum of—

(i) the amount of the personal casualty gains for the taxable year, plus
(ii) so much of such excess as exceeds 10 percent of the adjusted gross 

income of the individual.
(B) Special rule where personal casualty gains exceed personal ca-

sualty losses.—If the personal casualty gains for any taxable year exceed the 
personal casualty losses for such taxable year—

(i) all such gains shall be treated as gains from sales or exchanges of 
capital assets, and

(ii) all such losses shall be treated as losses from sales or exchanges of 
capital assets.

(3) Definitions of personal casualty gain and personal casualty loss.—
For purposes of this subsection—

(A) Personal casualty gain.—The term “personal casualty gain” means 
the recognized gain from any involuntary conversion of property which is de-
scribed in subsection (c)(3) arising from fire, storm, shipwreck, or other casual-
ty, or from theft. 

(B) Personal casualty loss.—The term “personal casualty loss” means 
any loss described in subsection (c)(3). For purposes of paragraphs (2), the 
amount of any personal casualty loss shall be determined after the application 
of paragraph (1).
(4) Special rules.—

(A) Personal casualty losses allowable in computing adjusted gross 
income to the extent of personal casualty gains.—In any case to which 
paragraph (2)(A) applies, the deduction for personal casualty losses for any 
taxable year shall be treated as a deduction allowable in computing adjusted 
gross income to the extent such losses do not exceed the personal casualty 
gains for the taxable year.

(B) Joint returns.—For purposes of this subsection, a husband and wife 
making a joint return for the taxable year shall be treated as 1 individual.

(C) Determination of adjusted gross income in case of estates and 
trusts.—For purposes of paragraph (2), the adjusted gross income of an estate 
or trust shall be computed in the same manner as in the case of an individual, 
except that the deductions for costs paid or incurred in connection with the 
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administration of the estate or trust shall be treated as allowable in arriving 
at adjusted gross income. 

(D) Coordination with estate tax.—No loss described in subsection (c)(3) 
shall be allowed if, at the time of filing the return, such loss has been claimed 
for estate tax purposes in the estate tax return.

(E) Claim required to be filed in certain cases.—Any loss of an indi-
vidual described in subsection (c)(3) to the extent covered by insurance shall 
be taken into account under this section only if the individual files a timely 
insurance claim with respect to such loss. 

Section 165(h)(5), below, is applicable to taxable years beginning after De-
cember 31, 2025.

(5) Limitation for taxable years beginning after 2017.—
(A) In general.—In the case of an individual, except as provided in sub-

paragraph (B), any personal casualty loss which (but for this paragraph) would 
be deductible in a taxable year beginning after December 31, 2017, shall be 
allowed as a deduction under subsection (a) only to the extent it is attributable 
to a Federally declared disaster (as defined in subsection (i)(5)) or a State de-
clared disaster.

(B) Exception related to personal casualty gains.—If a taxpayer has 
personal casualty gains for any taxable year to which subparagraph (A) ap-
plies—

(i) subparagraph (A) shall not apply to the portion of the personal ca-
sualty loss not attributable to a Federally declared disaster (as so defined) 
or a State declared disaster to the extent such loss does not exceed such 
gains, and

(ii) in applying paragraph (2) for purposes of subparagraph (A) to the 
portion of personal casualty loss which is so attributable to such a disaster, 
the amount of personal casualty gains taken into account under paragraph 
(2)(A) shall be reduced by the portion of such gains taken into account un-
der clause (i).
(C) State declared disaster.—For purposes of this paragraph—

(i) In general.—The term “State declared disaster” means, with re-
spect to any State, any natural catastrophe (including any hurricane, tor-
nado, storm, high water, wind-driven water, tidal wave, tsunami, earth-
quake, volcanic eruption, landslide, mudslide, snowstorm, or drought), or, 
regardless of cause, any fire, flood, or explosion, in any part of the State, 
which in the determination of the Governor of such State (or the Mayor, in 
the case of the District of Columbia) and the Secretary causes damage of 
sufficient severity and magnitude to warrant the application of the rules of 
this section.

(ii) State.—The term “State” includes the District of Colombia, the 
Commonwealth of Puerto Rico, the Virgin Islands, Guam, American Sa-
moa, and the Commonwealth of the Northern Mariana Islands.

(i) Disaster losses.— 
(1) Election to take deduction for preceding year.—Notwithstanding the 

provisions of subsection (a), any loss occurring in a disaster area and attributable 
to a federally declared disaster may, at the election of the taxpayer, be taken into 
account for the taxable year immediately preceding the taxable year in which the 
disaster occurred.

(2) Year of loss.—If an election is made under this subsection, the casualty 
resulting in the loss shall be treated for purposes of this title as having occurred 
in the taxable year for which the deduction is claimed.
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(3) Amount of loss.—The amount of the loss taken into account in the preced-
ing taxable year by reason of paragraph (1) shall not exceed the uncompensated 
amount determined on the basis of the facts existing at the date the taxpayer 
claims the loss.

* * *
(5) Federally declared disasters.—For purposes of this subsection—

(A) In general.—The term “Federally declared disaster” means any disas-
ter subsequently determined by the President of the United States to warrant 
assistance by the Federal Government under the Robert T. Stafford Disaster 
Relief and Emergency Assistance Act.

(B) Disaster area.—The term “disaster area” means the area so deter-
mined to warrant such assistance. 

(j) Denial of deduction for losses on certain obligations not in registered 
form.—

(1) In general.—Nothing in subsection (a) or in any other provision of law 
shall be construed to provide a deduction for any loss sustained on any registra-
tion-required obligation unless such obligation is in registered form * * *.

(2) Definitions.—For purposes of this subsection—
(A) Registration-required obligation.—The term “registration-required 

obligation” has the meaning given to such term by section 163(f)(2).
(B) Registered form.—The term “registered form” has the same meaning 

as when used in section 163(f).
(3) Exceptions.—The Secretary may, by regulations, provide that this subsection 

and section 1287 shall not apply with respect to obligations held by any person if—
(A) such person holds such obligations in connection with a trade or busi-

ness outside the United States,
(B) such person holds such obligations as a broker dealer (registered under 

Federal or State law) for sale to customers in the ordinary course of his trade 
or business,

(C) such person complies with reporting requirements with respect to own-
ership, transfers, and payments as the Secretary may require, or

(D) such person promptly surrenders the obligation to the issuer for the 
issuance of a new obligation in registered form,

but only if such obligations are held under arrangements provided in regulations or 
otherwise which are designed to assure that such obligations are not delivered to any 
United States person other than a person described in subparagraph (A), (B), or (C).
(k) Treatment as disaster loss where taxpayer ordered to demolish or re-

locate residence in disaster area because of disaster.—In the case of a taxpayer 
whose residence is located in an area which has been determined by the President of 
the United States to warrant assistance by the Federal Government under the Robert 
T. Stafford Disaster Relief and Emergency Assistance Act, if—

(1) not later than the 120th day after the date of such determination, the tax-
payer is ordered, by the government of the State or any political subdivision there-
of in which such residence is located, to demolish or relocate such residence, and

(2) the residence has been rendered unsafe for use as a residence by reason of 
the disaster,

any loss attributable to such disaster shall be treated as a loss which arises from a 
casualty and which is described in subsection (i).

* * *
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§ 168.	Accelerated cost recovery system
(a) General rule.—Except as otherwise provided in this section, the depreciation 

deduction provided by section 167(a) for any tangible property shall be determined 
by using—

(1) the applicable depreciation method,
(2) the applicable recovery period, and
(3) the applicable convention.

(b) Applicable depreciation method.—For purposes of this section—
(1) In general.—Except as provided in paragraphs (2) and (3), the applicable 

depreciation method is—
(A) the 200 percent declining balance method,
(B) switching to the straight line method for the 1st taxable year for which 

using the straight line method with respect to the adjusted basis as of the be-
ginning of such year will yield a larger allowance.
(2) 150 percent declining balance method in certain cases.—Paragraph 

(1) shall be applied by substituting “150 percent” for “200 percent” in the case of—
(A) any 15-year or 20-year property,

* * *
(C) any property (other than property described in paragraph (3)) with re-

spect to which the taxpayer elects under paragraph (5) to have the provisions 
of this paragraph apply. 
(3) Property to which straight line method applies.—The applicable de-

preciation method shall be the straight line method in the case of the following 
property:

(A) Nonresidential real property.
(B) Residential rental property.

* * *
(D) Property with respect to which the taxpayer elects under paragraph (5) 

to have the provisions of this paragraph apply.
(E) Property described in subsection (e)(3)(D)(ii).

* * *
(G) Qualified improvement property described in subsection (e)(6).

(4) Salvage value treated as zero.—Salvage value shall be treated as zero.
(5) Election.—An election under paragraph (2)(D) or (3)(D) may be made with 

respect to 1 or more classes of property for any taxable year and once made with 
respect to any class shall apply to all property in such class placed in service 
during such taxable year. Such an election, once made, shall be irrevocable.
(c) Applicable recovery period.—For purposes of this section, the applicable 

recovery period shall be determined in accordance with the following table:

In the case of:
The applicable 

recovery period is:
    3-year property. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                        3 years
    5-year property. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                        5 years
    7-year property. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                        7 years
    10-year property. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                      10 years
    15-year property. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                      15 years
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    20-year property. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                      20 years
    Water utility property . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                 25 years
    Residential rental property. . . . . . . . . . . . . . . . . . . . . . . . . . .                          27.5 years
    Nonresidential real property. . . . . . . . . . . . . . . . . . . . . . . . . . .                            39 years
    Any railroad grading or tunnel bore. . . . . . . . . . . . . . . . . . . . .                      50 years

(d) Applicable convention.—For purposes of this section—
(1) In general.—Except as otherwise provided in this subsection, the applica-

ble convention is the half-year convention.
(2) Real property.—In the case of—

(A) nonresidential real property,
(B) residential rental property, and
(C) any railroad grading or tunnel bore,

the applicable convention is the mid-month convention.
(3) Special rule where substantial property placed in service during 

last 3 months of taxable year.—
(A) In general.—Except as provided in regulations, if during any taxable 

year— 
(i) the aggregate bases of property to which this section applies placed 

in service during the last 3 months of the taxable year, exceed
(ii) 40 percent of the aggregate bases of property to which this section 

applies placed in service during such taxable year,
the applicable convention for all property to which this section applies placed 
in service during such taxable year shall be the mid-quarter convention.

(B) Certain property not taken into account.—For purposes of sub-
paragraph (A) there shall not be taken into account—

(i) any nonresidential real property, residential rental property, and 
railroad grading or tunnel bore, and

(ii) any other property placed in service and disposed of during the same 
taxable year.

(4) Definitions.— 
(A) Half-year convention.—The half-year convention is a convention 

which treats all property placed in service during any taxable year (or dis-
posed of during any taxable year) as placed in service (or disposed of) on the 
mid-point of such taxable year.

(B) Mid-month convention.—The mid-month convention is a convention 
which treats all property placed in service during any month (or disposed of during 
any month) as placed in service (or disposed of) on the mid-point of such month.

(C) Mid-quarter convention.—The mid-quarter convention is a conven-
tion which treats all property placed in service during any quarter of a taxable 
year (or disposed of during any quarter of a taxable year) as placed in service 
(or disposed of) on the mid-point of such quarter.

(e) Classification of property.—For purposes of this section—
(1) In general.—Except as otherwise provided in this subsection, property 

shall be classified under the following table:

Property shall be treated as:
If such property has a class 
life (in years) of:

    3-year property. . . . . . . . . . . . . . . . . . . . . . . .                       4 or less
    5-year property. . . . . . . . . . . . . . . . . . . . . . . .                       More than 4 but less than 10
    7-year property. . . . . . . . . . . . . . . . . . . . . . . .                       10 or more but less than 16
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    10-year property. . . . . . . . . . . . . . . . . . . . . . .                      16 or more but less than 20
    15-year property. . . . . . . . . . . . . . . . . . . . . . .                      20 or more but less than 25
    20-year property. . . . . . . . . . . . . . . . . . . . . . .                      25 or more

(2) Residential rental or nonresidential real property.—
(A) Residential rental property.— 

(i) Residential rental property.—The term “residential rental prop-
erty” means any building or structure if 80 percent or more of the gross 
rental income from such building or structure for the taxable year is rental 
income from dwelling units.

(ii) Definitions.—For purposes of clause (i)—
(I) the term “dwelling unit” means a house or apartment used to 

provide living accommodations in a building or structure, but does not 
include a unit in a hotel, motel, or other establishment more than one-
half of the units in which are used on a transient basis, and

(II) if any portion of the building or structure is occupied by the tax-
payer, the gross rental income from such building or structure shall in-
clude the rental value of the portion so occupied.

(B) Nonresidential real property.—The term “nonresidential real prop-
erty” means section 1250 property which is not—

(i) residential rental property, or
(ii) property with a class life of less than 27.5 years.

(3) Classification of certain property.—
(A) 3-year property.—The term “3-year property” includes—

(i) any race horse—
(I) which is placed in service before January 1, 2022, and
(II) which is placed in service after December 31, 2021, and which is 

more than 2 years old at the time such horse is placed in service by the 
purchaser,
(ii) any horse other than a race horse which is more than 12 years old at 

the time it is placed in service, and

* * *
(B) 5-year property.—The term “5-year property” includes—

(i) any automobile or light general purpose truck,
(ii) any semi-conductor manufacturing equipment,
(iii) any computer-based telephone central office switching equipment,
(iv) any qualified technological equipment,
(v) any section 1245 property used in connection with research and ex-

perimentation,

* * *
(C) 7-year property.—The term “7-year property” includes—

(i) any railroad track, 
(ii) any motorsports entertainment complex,
(iii) any Alaska natural gas pipeline,
(iv) any natural gas gathering line the original use of which commences 

with the taxpayer after April 11, 2005, and
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(v) any property which—
(I) does not have a class life, and
(II) is not otherwise classified under paragraph (2) or this paragraph.

(D) 10-year property.—The term “10-year property” includes—
(i) any single purpose agricultural or horticultural structure (within the 

meaning of subsection (i)(13)),
(ii) any tree or vine bearing fruit or nuts.

* * *
(E) 15-year property.—The term “15-year property” includes—

* * *
(vii) any qualified improvement property.

(6) Qualified improvement property.—
(A) In general.—The term “qualified improvement property” means any 

improvement made by the taxpayer to an interior portion of a building which 
is nonresidential real property if such improvement is placed in service after 
the date such building was first placed in service.

(B) Certain improvements not included.—Such term shall not include 
any improvement for which the expenditure is attributable to—

(i) the enlargement of the building,
(ii) any elevator or escalator, or 
(iii) the internal structural framework of the building.

(f) Property to which section does not apply.—This section shall not apply to—
(1) Certain methods of depreciation.—Any property if—

(A) the taxpayer elects to exclude such property from the application of this 
section, and

(B) for the 1st taxable year for which a depreciation deduction would be al-
lowable with respect to such property in the hands of the taxpayer, the proper-
ty is properly depreciated under the unit-of-production method or any method 
of depreciation not expressed in a term of years (other than the retirement-re-
placement-betterment method or similar method). 

* * *
(3) Films and video tape.—Any motion picture film or video tape.
(4) Sound recordings.—Any works which result from the fixation of a series 

of musical, spoken, or other sounds, regardless of the nature of the material (such 
as discs, tapes, or other photorecordings) in which such sounds are embodied.

(5) Certain property placed in service in churning transactions.—
(A) In general.—Property— 

(i) described in paragraph (4) of section 168(e) (as in effect before the 
amendments made by the Tax Reform Act of 1986), or

(ii) which would be described in such paragraph if such paragraph were 
applied by substituting “1987” for “1981” and “1986” for “1980” each place 
such terms appear.
(B) Subparagraph (A)(ii) not to apply.—Clause (ii) of subparagraph (A) 

shall not apply to—
(i) any residential rental property or nonresidential real property,
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(ii) any property if, for the 1st taxable year in which such property is 
placed in service—

(I) the amount allowable as a deduction under this section (as in 
effect before the date of the enactment of this paragraph) with respect to 
such property is greater than

(II) the amount allowable as a deduction under this section (as in 
effect on or after such date and using the half-year convention) for such 
taxable year, or
(iii) any property to which this section (as amended by the Tax Reform 

Act of 1986) applied in the hands of the transferor.
(C) Special rule.—In the case of any property to which this section would 

apply but for this paragraph, the depreciation deduction under section 167 
shall be determined under the provisions of this section as in effect before the 
amendments made by section 201 of the Tax Reform Act of 1986.

(g) Alternative depreciation system for certain property.—
(1) In general.—In the case of—

(A) any tangible property which during the taxable year is used predomi-
nantly outside the United States,

(B) any tax-exempt use property,
(C) any tax-exempt bond financed property,
(D) any imported property covered by an Executive order under paragraph (6), 
(E) any property to which an election under paragraph (7) applies,
(F) any property described in paragraph (8), and 
(G) any property with a recovery period of 10 years or more which is held by 

an electing farming business (as defined in section 163(j)(7)(C)),
the depreciation deduction provided by section 167(a) shall be determined un-
der the alternative depreciation system.
(2) Alternative depreciation system.—For purposes of paragraph (1), the 

alternative depreciation system is depreciation determined by using—
(A) the straight line method (without regard to salvage value),
(B) the applicable convention determined under subsection (d), and
(C) a recovery period determined under the following table:

In the case of:
The recovery period  

shall be:
	 (i)	 Property not described in clause (ii) or (iii) . . . . . . . . . . . .             The class life
	 (ii)	 Personal property with no class life. . . . . . . . . . . . . . . . . . . . . .                       12 years
	(iii)	 Residential rental property. . . . . . . . . . . . . . . . . . . . . . . . . . . . .                              30 years
	 (iv)	 Nonresidential real property. . . . . . . . . . . . . . . . . . . . . . . . . . . .                             40 years

* * *
(3) Special rules for determining class life.— 

(A) Tax-exempt use property subject to lease.—In the case of any 
tax-exempt use property subject to a lease, the recovery period used for pur-
poses of paragraph (2) shall (notwithstanding any other subparagraph of this 
paragraph) in no event be less than 125 percent of the lease term.

(B) Special rule for certain property assigned to classes.—For pur-
poses of paragraph (2), in the case of property described in any of the following 
subparagraphs of subsection (e)(3), the class life shall be determined as follows:
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      If property is described  
         in subparagraph:

The class  
life is:

(A)(iii). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                           4
(B)(ii). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                            5
(B)(iii). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                        9.5
(B)(iv) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                          10
(C)(i) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                           10
(C)(iii). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                          22
(C)(iv) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                          14
(D)(i). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                           15
(D)(ii). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                           20
(E)(i) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                           24
(E)(ii). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                           24
(E)(iii). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                          20
(E)(iv) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                          20
(E)(v). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                           30
(E)(vi) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                          35
(E)(vii). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                          20
(F). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                             25

(C) Qualified technological equipment.—In the case of any qualified 
technological equipment, the recovery period used for purposes of paragraph 
(2) shall be 5 years.

(D) Automobiles, etc.—In the case of any automobile or light general pur-
pose truck, the recovery period used for purposes of paragraph (2) shall be 5 
years.

(E) Certain real property.—In the case of any section 1245 property 
which is real property with no class life, the recovery period used for purposes 
of paragraph (2) shall be 40 years.

* * *
(7) Election to use alternative depreciation system.—

(A) In general.—If the taxpayer makes an election under this paragraph 
with respect to any class of property for any taxable year, the alternative de-
preciation system under this subsection shall apply to all property in such 
class placed in service during such taxable year. Notwithstanding the preced-
ing sentence, in the case of nonresidential real property or residential rental 
property, such election may be made separately with respect to each property.

(B) Election irrevocable.—An election under subparagraph (A), once 
made, shall be irrevocable.
(8) Electing real property trade or business.—The property described in 

this paragraph shall consist of any nonresidential real property, residential rental 
property, and qualified improvement property held by an electing real property 
trade or business (as defined in 163(j)(7)(B)). 

* * *
(i) Definitions and special rules.—For purposes of this section—

(1) Class life.—Except as provided in this section, the term “class life” means 
the class life (if any) which would be applicable with respect to any property as of 
January 1, 1986, under subsection (m) of section 167 (determined without regard 
to paragraph (4) and as if the taxpayer had made an election under such subsec-
tion). The Secretary, through an office established in the Treasury, shall monitor 
and analyze actual experience with respect to all depreciable assets. The reference 
in this paragraph to subsection (m) of section 167 shall be treated as a reference 
to such subsection as in effect on the day before the date of the enactment of the 
Revenue Reconciliation Act of 1990.

(2) Qualified technological equipment.—
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(A) In general.—The term “qualified technological equipment” means—
(i) any computer or peripheral equipment,
(ii) any high technology telephone station equipment installed on the 

customer’s premises, and
(iii) any high technology medical equipment.

(B) Computer or peripheral equipment defined.—For purposes of this 
paragraph—

(i) In general.—The term “computer or peripheral equipment” means—
(I) any computer, and
(II) any related peripheral equipment.

(ii) Computer.—The term “computer” means a programmable elec-
tronically activated device which—

(I) is capable of accepting information, applying prescribed processes 
to the information, and supplying the results of these processes with or 
without human intervention, and

(II) consists of a central processing unit containing extensive stor-
age, logic, arithmetic, and control capabilities.
(iii) Related peripheral equipment.—The term “related peripher-

al equipment” means any auxiliary machine (whether on-line or off-line) 
which is designed to be placed under the control of the central processing 
unit of a computer.

(iv) Exceptions.—The term “computer or peripheral equipment” shall 
not include— 

(I) any equipment which is an integral part of other property which 
is not a computer,

(II) typewriters, calculators, adding and accounting machines, copi-
ers, duplicating equipment, and similar equipment, and

(III) equipment of a kind used primarily for amusement or enter-
tainment of the user.

(C) High technology medical equipment.—For purposes of this para-
graph, the term “high technology medical equipment” means any electronic, 
electromechanical, or computer-based high technology equipment used in the 
screening, monitoring, observation, diagnosis, or treatment of patients in a 
laboratory, medical, or hospital environment.
(3) Lease term.—

(A) In general.—In determining a lease term—
(i) there shall be taken into account options to renew, and
(ii) the term of a lease shall include the term of any service contract 

or similar arrangement (whether or not treated as a lease under section 
7701(e))—

(I) which is part of the same transaction (or series of related transac-
tions) which includes the lease, and

(II) which is with respect to the property subject to the lease or sub-
stantially similar property, and
(iii) 2 or more successive leases which are part of the same transaction 

(or a series of related transactions) with respect to the same or substantial-
ly similar property shall be treated as 1 lease.

INCOME TAXES§ 168(i)



95

(B) Special rule for fair rental options on nonresidential real prop-
erty or residential rental property.—For purposes of clause (i) of subpara-
graph (A), in the case of nonresidential real property or residential rental prop-
erty, there shall not be taken into account any option to renew at fair market 
value, determined at the time of renewal.
(4) General asset accounts.—Under regulations, a taxpayer may maintain 

1 or more general asset accounts for any property to which this section applies. 
Except as provided in regulations, all proceeds realized on any disposition of prop-
erty in a general asset account shall be included in income as ordinary income.

(5) Changes in use.—The Secretary shall, by regulations, provide for the 
method of determining the deduction allowable under section 167(a) with respect 
to any tangible property for any taxable year (and the succeeding taxable years) 
during which such property changes status under this section but continues to be 
held by the same person.

(6) Treatments of additions or improvements to property.—In the case 
of any addition to (or improvement of) any property— 

(A) any deduction under subsection (a) for such addition or improvement 
shall be computed in the same manner as the deduction for such property 
would be computed if such property had been placed in service at the same 
time as such addition or improvement, and

(B) the applicable recovery period for such addition or improvement shall 
begin on the later of—

(i) the date on which such addition (or improvement) is placed in ser-
vice, or

(ii) the date on which the property with respect to which such addition 
(or improvement) was made is placed in service.

(7) Treatment of certain transferees.—
(A) In general.—In the case of any property transferred in a transaction 

described in subparagraph (B), the transferee shall be treated as the transfer-
or for purposes of computing the depreciation deduction determined under this 
section with respect to so much of the basis in the hands of the transferee as 
does not exceed the adjusted basis in the hands of the transferor. In any case 
where this section as in effect before the amendments made by section 201 of 
the Tax Reform Act of 1986 applied to the property in the hands of the trans-
feror, the reference in the preceding sentence to this section shall be treated as 
a reference to this section as so in effect. 

(B) Transactions covered.—The transactions described in this subpara-
graph are—

(i) any transaction described in section 332, 351, 361, 721, or 731, and
(ii) any transaction between members of the same affiliated group 

during any taxable year for which a consolidated return is made by such 
group.
(C) Property reacquired by the taxpayer.—Under regulations, proper-

ty which is disposed of and then reacquired by the taxpayer shall be treated for 
purposes of computing the deduction allowable under subsection (a) as if such 
property had not been disposed of. 
(8) Treatment of leasehold improvements.—

(A) In general.—In the case of any building erected (or improvements 
made) on leased property, if such building or improvement is property to which 
this section applies, the depreciation deduction shall be determined under the 
provisions of this section.
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(B) Treatment of lessor improvements which are abandoned at ter-
mination of lease.—An improvement—

(i) which is made by the lessor of leased property for the lessee of such 
property, and

(ii) which is irrevocably disposed of or abandoned by the lessor at the 
termination of the lease by such lessee,

shall be treated for purposes of determining gain or loss under this title as 
disposed of by the lessor when so disposed of or abandoned.

* * *
(12) Sections 1245 and 1250 property.—The terms “section 1245 proper-

ty” and “section 1250 property” have the meanings given such terms by sections 
1245(a)(3) and 1250(c), respectively.

* * *
(k) Special allowance for certain property.—

(1) Additional allowance.—In the case of any qualified property—
Section 168(k)(1)(A), below, generally is applicable to property acquired af-
ter January 19, 2025.

(A) the depreciation deduction provided by section 167(a) for the taxable 
year in which such property is placed in service shall include an allowance 
equal to 100 percent of the adjusted basis of the qualified property, and

(B) the adjusted basis of the qualified property shall be reduced by the 
amount of such deduction before computing the amount otherwise allowable 
as a depreciation deduction under this chapter for such taxable year and any 
subsequent taxable year.
(2) Qualified property.—For purposes of this subsection—

(A) In general.—The term “qualified property” means property— 
Section 168(k)(2)(A)(i), below, generally is applicable to property acquired 
after January 19, 2025.

(i)(I) to which this section applies which has a recovery period of 20 
years or less,

(II) which is computer software (as defined in section 167(f)(1)(B)) 
for which a deduction is allowable under section 167(a) without regard 
to this subsection, 

(III) which is water utility property, or
(IV) which is a qualified film or television production (as defined in 

subsection (d) of section 181) for which a deduction would have been 
allowable under section 181 without regard to subsections (a)(2) and (h) 
of such section or this subsection,

(V) which is a qualified live theatrical production (as defined in sub-
section (e) of section 181) for which a deduction would have been allow-
able under section 181 without regard to subsections (a)(2) and (h) of 
such section or this subsection, and or

Section 168(k)(2)(A)(i)(VI), below, is applicable to productions commencing 
in taxable years ending after July 4, 2025.

(VI) which is a qualified sound recording production (as defined in 
subsection (f) of section 181) for which a deduction would have been al-
lowable under section 181 without regard to subsections (a)(2) and (h) of 
such section or this subsection, and
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(ii) the original use of which begins with the taxpayer or the acquisition 
of which by the taxpayer meets the requirements of clause (i) of subpara-
graph (E).

Section 168(k)(2)(B), below, generally is applicable to property acquired af-
ter January 19, 2025.

(B) Certain property having longer production periods treated as 
qualified property.—

(i) In general.—The term “qualified property” includes any property if 
such property—

(I) meets the requirements of clauses (i) and (ii) of subparagraph (A),
(II) has a recovery period of at least 10 years or is transportation 

property,
(III) is subject to section 263A, and
(IV) meets the requirements of clause (iii) of section 263A(f)(1)(B) 

(determined as if such clause also applies to property which has a long 
useful life (within the meaning of section 263A(f))).
(ii) Transportation property.—For purposes of this subparagraph, 

the term “transportation property” means tangible personal property used 
in the trade or business of transporting persons or property. 

(iii) Application of subparagraph.—This subparagraph shall not ap-
ply to any property which is described in subparagraph (C).

Section 168(k)(2)(C), below, generally is applicable to property acquired af-
ter January 19, 2025.

(C) Certain aircraft.—The term “qualified property” includes property—
(i) which meets the requirements of subparagraph (A)(ii),
(ii) which is an aircraft which is not a transportation property (as de-

fined in subparagraph (B)(ii)) other than for agricultural or firefighting pur-
poses, 

(iii) which is purchased and on which such purchaser, at the time of the 
contract for purchase, has made a nonrefundable deposit of the lesser of—

(I) 10 percent of the cost, or
(II) $100,000, and

(iv) which has—
(I) an estimated production period exceeding 4 months, and
(II) a cost exceeding $200,000.

(D) Exception for alternative depreciation property.—The term 
“qualified property” shall not include any property to which the alternative 
depreciation system under subsection (g) applies, determined— 

(i) without regard to paragraph (7) of subsection (g) (relating to election 
to have system apply), and

(ii) after application of section 280F(b) (relating to listed property with 
limited business use).

Section 168(k)(2)(E), below, generally is applicable to property acquired af-
ter January 19, 2025.

(E) Special rules.—
(i) Acquisition requirements.—An acquisition of property meets the 

requirements of this clause if—
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(I) such property was not used by the taxpayer at any time prior to 
such acquisition, and

(II) the acquisition of such property meets the requirements of para-
graphs (2)(A), (2)(B), (2)(C), and (3) of section 179(d).
(ii) Syndication.—For purposes of subparagraph (A)(ii), if—

(I) property is used by a lessor of such property and such use is the 
lessor’s first use of such property,

(II) such property is sold by such lessor or any subsequent purchaser 
within 3 months after the date such property was originally placed in 
service (or, in the case of multiple units of property subject to the same 
lease, within 3 months after the date the final unit is placed in service, 
so long as the period between the time the first unit is placed in ser-
vice and the time the last unit is placed in service does not exceed 12 
months), and

(III) the user of such property after the last sale during such 3-month 
period remains the same as when such property was originally placed 
in service, 
such property shall be treated as originally placed in service not earlier 
than the date of such last sale.
[(iii) Redesignated (ii)]

(F) Coordination with section 280F.—For purposes of section 280F—
(i) Automobiles.—In the case of a passenger automobile (as defined in 

section 280F(d)(5)) which is qualified property, the Secretary shall increase 
the limitation under section 280F(a)(1)(A)(i) by $8,000.

(ii) Listed property.—The deduction allowable under paragraph (1) 
shall be taken into account in computing any recapture amount under sec-
tion 280F(b)(2).

(iii) Phase down.—In the case of a passenger automobile acquired by 
the taxpayer before September 28, 2017, and placed in service by the tax-
payer after September 27, 2017, clause (i) shall be applied by substituting 
for “$8,000”—

(I) in the case of an automobile placed in service during 2018, $6,400, 
and

(II) in the case of an automobile placed in service during 2019, 
$4,800.

(G) Deduction allowed in computing minimum tax.—For purposes 
of determining alternative minimum taxable income under section 55, the de-
duction under section 167 for qualified property shall be determined without 
regard to any adjustment under section 56.

(H) Production placed in service.—For purposes of subparagraph (A)—
(i) a qualified film or television production shall be considered to be 

placed in service at the time of initial release or broadcast,
(ii) a qualified live theatrical production shall be considered to be placed 

in service at the time of the initial live staged performance, and
Section 168(k)(2)(H)(iii), below, generally is applicable to productions com-
mencing in tax years ending after July 4, 2025.

(iii) a qualified sound recording production shall be considered to be 
placed in service at the time of initial release or broadcast.

* * *
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(7) Election out.—If a taxpayer makes an election under this paragraph with 
respect to any class of property for any taxable year, paragraphs (1) and (2)(F) 
shall not apply to any qualified property in such class placed in service during 
such taxable year. An election under this paragraph may be revoked only with the 
consent of the Secretary.

[(8) Repealed.]
(9) Exception for certain property.—The term “qualified property” shall 

not include—
(A) any property which is primarily used in a trade or business described in 

clause (iv) of section 163(j)(7)(A), or
(B) any property used in a trade or business that has had floor plan financ-

ing indebtedness (as defined in paragraph (9) of section 163(j)), if the floor plan 
financing interest related to such indebtedness was taken into account under 
paragraph (1)(C) of such section.

Section 168(k)(10), below, generally is applicable to taxable years ending 
after January 19, 2025.

(10) Special rule for property placed in service during certain peri-
ods.—

(A) In general.—In the case of qualified property placed in service by the 
taxpayer during the first taxable year ending after January 19, 2025, if the 
taxpayer elects to have this paragraph apply for such taxable year, paragraph 
(1)(A) shall be applied— 

(i) in the case of property which is not described in clause (ii), by substi-
tuting “40 percent” for “100 percent”, or

(ii) in the case of property which is described in subparagraph (B) or (C) 
of paragraph (2), by substituting “60 percent” for “100 percent”.
(B) Specified plants.—In the case of any specified plant planted or graft-

ed by the taxpayer during the first taxable year ending after January 19, 2025, 
if the taxpayer elects to have this paragraph apply for such taxable year, para-
graph (5)(A)(i) shall be applied by substituting “40 percent” for “100 percent”.

(C) Form of election.—Any election under this paragraph shall be made 
at such time and in such form and manner as the Secretary may prescribe.

* * *
Section 168(n), below, is applicable to property placed in service after July 
4, 2025.

(n) Special allowance for qualified production property.—
(1) In general.—In the case of any qualified production property of a taxpayer 

making an election under this subsection—
(A) the depreciation deduction provided by section 167(a) for the taxable 

year in which such property is placed in service shall include an allowance 
equal to 100 percent of the adjusted basis of the qualified production property, 
and

(B) the adjusted basis of the qualified production property shall be reduced 
by the amount of such deduction before computing the amount otherwise al-
lowable as a depreciation deduction under this chapter for such taxable year 
and any subsequent taxable year.
(2) Qualified production property.—For purposes of this subsection—

(A) In general.—The term “qualified production property” means that por-
tion of any nonresidential real property—
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(i) to which this section applies,
(ii) which is used by the taxpayer as an integral part of a qualified pro-

duction activity,
(iii) which is placed in service in the United States or any possession of 

the United States,
(iv) the original use of which commences with the taxpayer,
(v) the construction of which begins after January 19, 2025, and before 

January 1, 2029, 
(vi) which is designated by the taxpayer in the election made under this 

subsection, and
(vii) which is placed in service before January 1, 2031.

For purposes of clause (ii), in the case of property with respect to which the 
taxpayer is a lessor, property used by a lessee shall not be considered to be 
used by the taxpayer as part of a qualified production activity.
(B) Special rule for certain property not previously used in quali-

fied production activities.— 
(i) In general.—In the case of property acquired by the taxpayer during 

the period described in subparagraph (A)(v), the requirements of clauses 
(iv) and (v) of subparagraph (A) shall be treated as satisfied if—

(I) such property was not used in a qualified production activity (de-
termined without regard to the second sentence of subparagraph (D)) by 
any person at any time during the period beginning on January 1, 2021, 
and ending on May 12, 2025,

(II) such property was not used by the taxpayer at any time prior to 
such acquisition, and

(III) the acquisition of such property meets the requirements of 
paragraphs (2)(A), (2)(B), (2)(C), and (3) of section 179(d).
(ii) Written binding contracts.—For purposes of determining under 

clause (i)—
(I) whether such property is acquired before the period described 

in subparagraph (A)(v), such property shall be treated as acquired not 
later than the date on which the taxpayer enters into a written binding 
contract for such acquisition, and

(II) whether such property is acquired after such period, such prop-
erty shall be treated as acquired not earlier than such date.

(C) Exclusion of office space, etc.—The term “qualified production prop-
erty” shall not include that portion of any nonresidential real property which 
is used for offices, administrative services, lodging, parking, sales activities, 
research activities, software development or engineering activities, or other 
functions unrelated to the manufacturing, production, or refining of tangible 
personal property. 

(D) Qualified production activity.—The term “qualified production ac-
tivity” means the manufacturing, production, or refining of a qualified product. 
The activities of any taxpayer do not constitute manufacturing, production, or 
refining of a qualified product unless the activities of such taxpayer result in a 
substantial transformation of the property comprising the product.

(E) Production.—The term “production” shall not include activities other 
than agricultural production and chemical production.
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(F) Qualified product.—The term “qualified product” means any tangible 
personal property if such property is not a food or beverage prepared in the 
same building as a retail establishment in which such property is sold.

(G) Syndication.—For purposes of subparagraph (A)(iv), rules similar to 
the rules of subsection (k)(2)(E)(iii) shall apply.

(H) Extension of placed in service date under certain circumstanc-
es.—The Secretary may extend the date under subparagraph (A)(vii) with re-
spect to any property that meets the requirements of clauses (i) through (vi) of 
subparagraph (A) if the Secretary determines that an act of God (as defined in 
section 101(1) of the Comprehensive Environmental Response, Compensation, 
and Liability Act of 1980) prevents the taxpayer from placing such property in 
service before such date.
(3) Deduction allowed in computing minimum tax.—For purposes of de-

termining alternative minimum taxable income under section 55, the deduction 
under section 167 for qualified production property shall be determined under this 
section without regard to any adjustment under section 56.

(4) Coordination with certain other provisions.—
(A) Other special depreciation allowances.—For purposes of subsec-

tions (k)(7), (l)(3)(D), and (m)(2)(B)(iii)—
(i) qualified production property shall be treated as a separate class of 

property, and
(ii) the taxpayer shall be treated as having made an election under such 

subsections with respect to such class.
(B) Alternative depreciation property.—The term “qualified produc-

tion property” shall not include any property to which the alternative depreci-
ation system under subsection (g) applies. For purposes of subsection (g)(7)(A), 
qualified production property to which this subsection applies shall be treated 
as separate nonresidential real property.
(5) Recapture.—If, at any time during the 10-year period beginning on the 

date that any qualified production property is placed in service by the taxpayer, 
such property ceases to be used as described in paragraph (2)(A)(ii) and is used by 
the taxpayer in a productive use not described in paragraph (2)(A)(ii)—

(A) section 1245 shall be applied—
(i) by treating such property as having been disposed of by the taxpayer 

as of the first time such property is so used in a productive use not described 
in paragraph (2)(A)(ii), and

(ii) by treating the amount described in subparagraph (B) of section 
1245(a)(1) with respect to such disposition as being not less than the 
amount described in subparagraph (A) of such section, and
(B) the basis of the taxpayer in such property, and the taxpayer’s allowance 

for depreciation with respect to such property, shall be appropriately adjusted 
to take into account amounts recognized by reason of subparagraph (A).
(6) Election.—

(A) In general.—An election under this subsection for any taxable year 
shall— 

(i) specify the nonresidential real property subject to the election and 
the portion of such property designated under paragraph (2)(A)(vi), and 

(ii) except as otherwise provided by the Secretary, be made on the tax-
payer’s return of the tax imposed by this chapter for the taxable year. 
Such election shall be made in such manner as the Secretary may prescribe 
by regulations or other guidance.
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(B) Election.—Any election made under this subsection, and any speci-
fication contained in any such election, may not be revoked except with the 
consent of the Secretary (and the Secretary shall provide such consent only in 
extraordinary circumstances). 
(7) Regulations.—The Secretary shall issue such regulations or other guid-

ance as may be necessary or appropriate to carry out the purposes of this subsec-
tion, including regulations or other guidance—

(A) providing rules for regarding what constitutes substantial transforma-
tion of property which are consistent with guidance provided under section 
954(d), and

(B) providing for the application of paragraph (5) with respect to a change 
in use described in such paragraph by a transferee following a fully or partially 
tax free transfer of qualified production property.

§ 170.	Charitable, etc., contributions and gifts
(a) Allowance of deduction.—

(1) General rule.—There shall be allowed as a deduction any charitable 
contribution (as defined in subsection (c)) payment of which is made within the 
taxable year. A charitable contribution shall be allowable as a deduction only if 
verified under regulations prescribed by the Secretary.

(2) Corporations on accrual basis.—In the case of a corporation reporting 
its taxable income on the accrual basis, if—

(A) the board of directors authorizes a charitable contribution during any 
taxable year, and

(B) payment of such contribution is made after the close of such taxable 
year and on or before the 15th day of the fourth month following the close of 
such taxable year,

then the taxpayer may elect to treat such contribution as paid during such tax-
able year. The election may be made only at the time of the filing of the return for 
such taxable year, and shall be signified in such manner as the Secretary shall by 
regulations prescribe.

(3) Future interests in tangible personal property.—For purposes of this 
section, payment of a charitable contribution which consists of a future interest 
in tangible personal property shall be treated as made only when all intervening 
interests in, and rights to the actual possession or enjoyment of, the property 
have expired or are held by persons other than the taxpayer or those standing in 
a relationship to the taxpayer described in section 267(b) or 707(b). For purposes 
of the preceding sentence, a fixture which is intended to be severed from the real 
property shall be treated as tangible personal property.
(b) Percentage limitations.— 

(1) Individuals.—In the case of an individual, the deduction provided in sub-
section (a) shall be limited as provided in the succeeding subparagraphs.

(A) General rule.—Any charitable contribution to—
(i) a church or a convention or association of churches,
(ii) an educational organization which normally maintains a regular 

faculty and curriculum and normally has a regularly enrolled body of pupils 
or students in attendance at the place where its educational activities are 
regularly carried on,

(iii) an organization the principal purpose or functions of which are the 
providing of medical or hospital care or medical education or medical re-
search, if the organization is a hospital, or if the organization is a medical 
research organization directly engaged in the continuous active conduct of 
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medical research in conjunction with a hospital, and during the calendar 
year in which the contribution is made such organization is committed to 
spend such contributions for such research before January 1 of the fifth 
calendar year which begins after the date such contribution is made,

(iv) an organization which normally receives a substantial part of its 
support (exclusive of income received in the exercise or performance by 
such organization of its charitable, educational, or other purpose or func-
tion constituting the basis for its exemption under section 501(a)) from the 
United States or any State or political subdivision thereof or from direct or 
indirect contributions from the general public, and which is organized and 
operated exclusively to receive, hold, invest, and administer property and 
to make expenditures to or for the benefit of a college or university which is 
an organization referred to in clause (ii) of this subparagraph and which is 
an agency or instrumentality of a State or political subdivision thereof, or 
which is owned or operated by a State or political subdivision thereof or by 
an agency or instrumentality of one or more States or political subdivisions,

(v) a governmental unit referred to in subsection (c)(1), 
(vi) an organization referred to in subsection (c)(2) which normally re-

ceives a substantial part of its support (exclusive of income received in the 
exercise or performance by such organization of its charitable, educational, 
or other purpose or function constituting the basis for its exemption under 
section 501(a)) from a governmental unit referred to in subsection (c)(1) or 
from direct or indirect contributions from the general public,

(vii) a private foundation described in subparagraph (F), 
(viii) an organization described in section 509(a)(2) or (3), or

* * *
shall be allowed to the extent that the aggregate of such contributions does 
not exceed 50 percent of the taxpayer’s contribution base for the taxable year.

Section 170(b)(1)(B), below, is applicable to taxable years beginning after 
December 31, 2025.

(B) Other contributions.—Any charitable contribution other than a 
charitable contribution to which subparagraph (A) or (G) applies shall be al-
lowed to the extent that the aggregate of such contributions does not exceed 
the lesser of—

(i) 30 percent of the taxpayer’s contribution base for the taxable year, or
(ii) the excess of 50 percent of the taxpayer’s contribution base for the 

taxable year over—
(I) the amount of charitable contributions allowable under subpara-

graph (A) (determined without regard to subparagraph (C)) and sub-
paragraph (G), reduced by

(II) so much of the contributions taken into account under subpara-
graph (G) as does not exceed 10 percent of the taxpayer’s contribution 
base.

If the aggregate of such contributions exceeds the limitation of the preced-
ing sentence, such excess shall be treated (in a manner consistent with the 
rules of subsection (d)(1)) as a charitable contribution (to which subpara-
graph (A) or (G) does not apply) in each of the 5 succeeding taxable years 
in order of time.
(C) Special limitation with respect to contributions described in 

subparagraph (A) of certain capital gain property.—
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(i) In the case of charitable contributions described in subparagraph (A) 
of capital gain property to which subsection (e)(1)(B) does not apply, the 
total amount of contributions of such property which may be taken into ac-
count under subsection (a) for any taxable year shall not exceed 30 percent 
of the taxpayer’s contribution base for such year. For purposes of this sub-
section, contributions of capital gain property to which this subparagraph 
applies shall be taken into account after all other charitable contributions 
(other than charitable contributions to which subparagraph (D) applies).

(ii) If charitable contributions described in subparagraph (A) of capital 
gain property to which clause (i) applies exceeds 30 percent of the taxpay-
er’s contribution base for any taxable year, such excess shall be treated, 
in a manner consistent with the rules of subsection (d)(1), as a charitable 
contribution of capital gain property to which clause (i) applies in each of 
the 5 succeeding taxable years in order of time. 

(iii) At the election of the taxpayer (made at such time and in such man-
ner as the Secretary prescribes by regulations), subsection (e)(1) shall apply 
to all contributions of capital gain property (to which subsection (e)(1)(B) 
does not otherwise apply) made by the taxpayer during the taxable year. If 
such an election is made, clauses (i) and (ii) shall not apply to contributions 
of capital gain property made during the taxable year, and, in applying sub-
section (d) (1) for such taxable year with respect to contributions of capital 
gain property made in any prior contribution year for which an election was 
not made under this clause, such contributions shall be reduced as if sub-
section (e) (1) had applied to such contributions in the year in which made.

(iv) For purposes of this paragraph, the term “capital gain property” 
means, with respect to any contribution, any capital asset the sale of which 
at its fair market value at the time of the contribution would have resulted 
in gain which would have been long-term capital gain. For purposes of the 
preceding sentence, any property which is property used in the trade or 
business (as defined in section 1231(b)) shall be treated as a capital asset.
(D) Special limitation with respect to contributions of capital gain 

property to organizations not described in subparagraph (A).—
(i) In general.—In the case of charitable contributions (other than chari-

table contributions to which subparagraph (A) applies) of capital gain proper-
ty, the total amount of such contributions of such property taken into account 
under subsection (a) for any taxable year shall not exceed the lesser of—

(I) 20 percent of the taxpayer’s contribution base for the taxable 
year, or

(II) the excess of 30 percent of the taxpayer’s contribution base for 
the taxable year over the amount of the contributions of capital gain 
property to which subparagraph (C) applies.
For purposes of this subsection, contributions of capital gain property 
to which this subparagraph applies shall be taken into account after all 
other charitable contributions.
(ii) Carryover.—If the aggregate amount of contributions described in 

clause (i) exceeds the limitation of clause (i), such excess shall be treated 
(in a manner consistent with the rules of subsection (d)(1)) as a charitable 
contribution of capital gain property to which clause (i) applies in each of 
the 5 succeeding taxable years in order of time.

* * *
(G) Increased limitation for cash contributions.—
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Section 170(b)(1)(G)(i), below, is applicable to taxable years beginning after 
December 31, 2025. 

(i) In general.—For taxable years beginning after December 31, 2017, 
any contribution of cash to an organization described in subparagraph (A) 
shall be allowed as a deduction under subsection (a) to the extent that the 
aggregate of such contributions does not exceed the excess of—

(I) 60 percent of the taxpayer’s contribution base for the taxable 
year, over

(II) the aggregate amount of contributions taken into account under 
subparagraph (A) for such taxable year.
(ii) Carryover.—If the aggregate amount of contributions described in 

clause (i) exceeds the applicable limitation under clause (i) for any taxable 
year described in such clause, such excess shall be treated (in a manner 
consistent with the rules of subsection (d)(1)) as a charitable contribution 
to which clause (i) applies in each of the 5 succeeding years in order of time.

Section 170(b)(1)(G)(iii), below, is applicable to taxable years beginning af-
ter December 31, 2025.

(iii) Coordination with subparagraph (A).—
(I) In general.—Contributions taken into account under this sub-

paragraph shall not be taken into account under subparagraph (A).
(II) Limitation reduction.—For each taxable year described in 

clause (i), and each taxable year to which any contribution under this 
subparagraph is carried over under clause (ii), subparagraph (A) shall 
be applied by reducing (but not below zero) the contribution limitation 
allowed for the taxable year under such subparagraph by the aggregate 
contributions allowed under this subparagraph for such taxable year.

(H) Contribution base defined.—For purposes of this section, the term 
“contribution base” means adjusted gross income (computed without regard to 
any net operating loss carryback to the taxable year under section 172).

Section 170(b)(1)(I), below, is applicable to taxable years beginning after 
December 31, 2025.

(I) 0.5-percent floor.—Any charitable contribution otherwise allowable 
(without regard to this subparagraph) as a deduction under this section shall 
be allowed only to the extent that the aggregate of such contributions exceeds 
0.5 percent of the taxpayer’s contribution base for the taxable year. The pre-
ceding sentence shall be applied—

(i) first, by taking into account charitable contributions to which sub-
paragraph (D) applies to the extent thereof,

(ii) second, by taking into account charitable contributions to which 
subparagraph (C) applies to the extent thereof,

(iii) third, by taking into account charitable contributions to which sub-
paragraph (B) applies to the extent thereof,

(iv) fourth, by taking into account charitable contributions to which 
subparagraph (E) applies to the extent thereof,

(v) fifth, by taking into account charitable contributions to which sub-
paragraph (A) applies to the extent thereof, and

(vi) sixth, by taking into account charitable contributions to which sub-
paragraph (G) applies to the extent thereof.

(2) Corporations.—In the case of a corporation— 
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Section 170(b)(2)(A), below, is applicable to taxable years beginning after 
December 31, 2025.

(A) In general.—Any charitable contribution otherwise allowable (without 
regard to this subparagraph) as a deduction under this section for any taxable 
year, other than any contribution to which subparagraph (B) or (C) applies, 
shall be allowed only to the extent that the aggregate of such contributions—

(i) exceeds 1 percent of the taxpayer’s taxable income for the taxable 
year, and

(ii) does not exceed 10 percent of the taxpayer’s taxable income for the 
taxable year.

* * *
(D) Taxable income.—For purposes of this paragraph, taxable income 

shall be computed without regard to—
(i) this section,
(ii) part VIII (except section 248),
(iii) any net operating loss carryback to the taxable year under section 

172,
(iv) any capital loss carryback to the taxable year under section 1212(a)

(1),
(v) section 199A(g).

(c) Charitable contribution defined.—For purposes of this section, the term 
“charitable contribution” means a contribution or gift to or for the use of—

(1) A State, a possession of the United States, or any political subdivision of 
any of the foregoing, or the United States or the District of Columbia, but only if 
the contribution or gift is made for exclusively public purposes.

(2) A corporation, trust, or community chest, fund, or foundation—
(A) created or organized in the United States or in any possession thereof, 

or under the law of the United States, any State, the District of Columbia, or 
any possession of the United States;

(B) organized and operated exclusively for religious, charitable, scientific, 
literary, or educational purposes, or to foster national or international ama-
teur sports competition (but only if no part of its activities involve the provision 
of athletic facilities or equipment), or for the prevention of cruelty to children 
or animals; 

(C) no part of the net earnings of which inures to the benefit of any private 
shareholder or individual; and

(D) which is not disqualified for tax exemption under section 501(c)(3) by 
reason of attempting to influence legislation, and which does not participate in, 
or intervene in (including the publishing or distributing of statements), any po-
litical campaign on behalf of (or in opposition to) any candidate for public office.

A contribution or gift by a corporation to a trust, chest, fund, or foundation shall 
be deductible by reason of this paragraph only if it is to be used within the United 
States or any of its possessions exclusively for purposes specified in subparagraph 
(B). * * *

(3) A post or organization of war veterans, or an auxiliary unit or society of, or 
trust or foundation for, any such post or organization—

(A) organized in the United States or any of its possessions, and
(B) no part of the net earnings of which inures to the benefit of any private 

shareholder or individual.

INCOME TAXES§ 170(c)



107

(4) In the case of a contribution or gift by an individual, a domestic fraternal 
society, order, or association, operating under the lodge system, but only if such 
contribution or gift is to be used exclusively for religious, charitable, scientific, liter-
ary, or educational purposes, or for the prevention of cruelty to children or animals.

(5) A cemetery company owned and operated exclusively for the benefit of its 
members, or any corporation chartered solely for burial purposes as a cemetery 
corporation and not permitted by its charter to engage in any business not neces-
sarily incident to that purpose, if such company or corporation is not operated for 
profit and no part of the net earnings of such company or corporation inures to the 
benefit of any private shareholder or individual.

(6) An organization described in section 501(c)(19) that is a federally chartered 
corporation.

For purposes of this section, the term “charitable contribution” also means an amount 
treated under subsection (g) as paid for the use of an organization described in para-
graph (2), (3), or (4).

(d) Carryovers of excess contributions.— 
(1) Individuals.—

(A) In general.—In the case of an individual, if the amount of charitable 
contributions described in subsection (b)(1)(A) payment of which is made with-
in a taxable year (hereinafter in this paragraph referred to as the “contribution 
year”) exceeds 50 percent of the taxpayer’s contribution base for such year, 
such excess shall be treated as a charitable contribution described in subsec-
tion (b)(1)(A) paid in each of the 5 succeeding taxable years in order of time, 
but, with respect to any such succeeding taxable year, only to the extent of the 
lesser of the two following amounts: 

(i) the amount by which 50 percent of the taxpayer’s contribution base 
for such succeeding taxable year exceeds the sum of the charitable contri-
butions described in subsection (b)(1)(A) payment of which is made by the 
taxpayer within such succeeding taxable year (determined without regard 
to this subparagraph) and the charitable contributions described in sub-
section (b)(1)(A) payment of which was made in taxable years before the 
contribution year which are treated under this subparagraph as having 
been paid in such succeeding taxable year; or

(ii) in the case of the first succeeding taxable year, the amount of such 
excess, and in the case of the second, third, fourth, or fifth succeeding tax-
able year, the portion of such excess not treated under this subparagraph 
as a charitable contribution described in subsection (b)(1)(A) paid in any 
taxable year intervening between the contribution year and such succeed-
ing taxable year. 
(B) Special rule for net operating loss carryovers.—In applying sub-

paragraph (A), the excess determined under subparagraph (A) for the contri-
bution year shall be reduced to the extent that such excess reduces taxable 
income (as computed for purposes of the second sentence of section 172(b)(2)) 
and increases the net operating loss deduction for a taxable year succeeding 
the contribution year.

Section 170(d)(1)(C), below, is applicable to taxable years beginning after 
December 31, 2025. 

(C) Contributions disallowed by 0.5-percent floor carried forward 
only from years in which limitation is exceeded.—

(i) In general.—In the case of any taxable year from which an excess 
is carried forward (determined without regard to this subparagraph) un-
der any carryover rule, the applicable carryover rule shall be applied by 
increasing the excess determined under such applicable carryover rule for 
the contribution year (before the application of subparagraph (B)) by the 
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amount attributable to the charitable contributions to which such rule ap-
plies which is not allowed as a deduction for the contribution year by reason 
of subsection (b)(1)(I).

(ii) Carryover rule.—For purposes of this subparagraph, the term 
“carryover rule” means—

(I) subparagraph (A) of this paragraph,
(II) subparagraphs (C)(ii), (D)(ii), (E)(ii), and (G)(ii) of subsection (b)

(1), and
(III) the second sentence of subsection (b)(1)(B).

(iii) Applicable carryover rule.—For purposes of this subparagraph, 
the term “applicable carryover rule” means any carryover rule applicable to 
charitable contributions which were (in whole or in part) not allowed as a 
deduction for the contribution year by reason of subsection (b)(1)(I).

Section 170(d)(2), below, is applicable to taxable years beginning after De-
cember 31, 2025. 

(2) Corporations.—
(A) In general.—Any charitable contribution taken into account under 

subsection (b)(2)(A) for any taxable year which is not allowed as a deduction 
by reason of clause (ii) thereof shall be taken into account as a charitable con-
tribution for the succeeding taxable year, except that, for purposes of deter-
mining under this subparagraph whether such contribution is allowed in such 
succeeding taxable year, contributions in such succeeding taxable year (de-
termined without regard to this paragraph) shall be taken into account under 
subsection (b)(2)(A) before any contribution taken into account by reason of 
this paragraph.

(B) 5-year carryforward.—No charitable contribution may be carried for-
ward under subparagraph (A) to any taxable year following the fifth taxable 
year after the taxable year in which the charitable contribution was first taken 
into account. For purposes of the preceding sentence, contributions shall be 
treated as allowed on a first-in first-out basis.

(C) Contributions disallowed by 1-percent floor carried forward 
only from years in which 10 percent limitation is exceeded.—In the 
case of any taxable year from which a charitable contribution is carried for-
ward under subparagraph (A) (determined without regard this subparagraph), 
subparagraph (A) shall be applied by substituting “clause (i) or (ii)” for “clause 
(ii)”.

(D) Special rule for net operating loss carryovers.—The amount of 
charitable contributions carried forward under subparagraph (A) shall be re-
duced to the extent that such carryforward would (but for this subparagraph) 
reduce taxable income (as computed for purposes of the second sentence of 
section 172(b)(2)) and increase a net operating loss carryover under section 172 
to a succeeding taxable year.

(e) Certain contributions of ordinary income and capital gain property.—
(1) General rule.—The amount of any charitable contribution of property 

otherwise taken into account under this section shall be reduced by the sum of—
(A) the amount of gain which would not have been long-term capital gain 

(determined without regard to section 1221(b)(3)) if the property contributed 
had been sold by the taxpayer at its fair market value (determined at the time 
of such contribution), and 

(B) in the case of a charitable contribution—
(i) of tangible personal property—
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(I) if the use by the donee is unrelated to the purpose or function 
constituting the basis for its exemption under section 501 (or, in the 
case of a governmental unit, to any purpose or function described in 
subsection (c)), or

(II) which is applicable property (as defined in paragraph (7)(C), but 
without regard to clause (ii) thereof) which is sold, exchanged, or other-
wise disposed of by the donee before the last day of the taxable year in 
which the contribution was made and with respect to which the donee 
has not made a certification in accordance with paragraph (7)(D),
(ii) to or for the use of a private foundation (as defined in section 509(a)), 

other than a private foundation described in subsection (b)(1)(F),
(iii) of any patent, copyright (other than a copyright described in section 

1221(a)(3) or 1231(b)(1)(C)), trademark, trade name, trade secret, know-
how, software (other than software described in section 197(e)(3)(A)(i)), or 
similar property, or applications or registrations of such property,

* * *
the amount of gain which would have been long-term capital gain if the prop-
erty contributed had been sold by the taxpayer at its fair market value (deter-
mined at the time of such contribution).
For purposes of applying this paragraph (other than in the case of gain to 
which section 617(d)(1), 1245(a), 1250(a), 1252(a), or 1254(a) applies), property 
which is property used in the trade or business (as defined in section 1231(b)) 
shall be treated as a capital asset. For purposes of applying this paragraph in 
the case of a charitable contribution of stock in an S corporation, rules similar 
to the rules of section 751 shall apply in determining whether gain on such 
stock would have been long-term capital gain if such stock were sold by the 
taxpayer.
(2) Allocation of basis.—For purposes of paragraph (1), in the case of a char-

itable contribution of less than the taxpayer’s entire interest in the property con-
tributed, the taxpayer’s adjusted basis in such property shall be allocated between 
the interest contributed and any interest not contributed in accordance with reg-
ulations prescribed by the Secretary. 

(3) Special rule for certain contributions of inventory and other prop-
erty.—

(A) Qualified contributions.—For purposes of this paragraph, a quali-
fied contribution shall mean a charitable contribution of property described in 
paragraph (1) or (2) of section 1221(a), by a corporation (other than a corpora-
tion which is an S corporation) to an organization which is described in section 
501(c)(3) and is exempt under section 501(a) (other than a private foundation, 
as defined in section 509(a), which is not an operating foundation, as defined in 
section 4942(j)(3)), but only if—

(i) the use of the property by the donee is related to the purpose or 
function constituting the basis for its exemption under section 501 and the 
property is to be used by the donee solely for the care of the ill, the needy, 
or infants;

(ii) the property is not transferred by the donee in exchange for money, 
other property, or services;

(iii) the taxpayer receives from the donee a written statement repre-
senting that its use and disposition of the property will be in accordance 
with the provisions of clauses (i) and (ii); and

(iv) in the case where the property is subject to regulation under the 
Federal Food, Drug, and Cosmetic Act, as amended, such property must 
fully satisfy the applicable requirements of such Act and regulations pro-
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mulgated thereunder on the date of transfer and for one hundred and 
eighty days prior thereto.
(B) Amount of reduction.—The reduction under paragraph (1)(A) for any 

qualified contribution (as defined in subparagraph (A)) shall be no greater than 
the sum of—

(i) one-half of the amount computed under paragraph (1)(A) (computed 
without regard to this paragraph), and

(ii) the amount (if any) by which the charitable contribution deduction 
under this section for any qualified contribution (computed by taking into 
account the amount determined in clause (i), but without regard to this 
clause) exceeds twice the basis of such property.

* * *
(D) This paragraph shall not apply to so much of the amount of the gain 

described in paragraph (1)(A) which would be long-term capital gain but for 
the application of sections 617, 1245, 1250, or 1252.

* * *
(5) Special rule for contributions of stock for which market quotations 

are readily available.— 
(A) In general.—Subparagraph (B)(ii) of paragraph (1) shall not apply to 

any contribution of qualified appreciated stock. 
(B) Qualified appreciated stock.—Except as provided in subparagraph 

(C), for purposes of this paragraph, the term “qualified appreciated stock” 
means any stock of a corporation—

(i) for which (as of the date of the contribution) market quotations are 
readily available on an established securities market, and

(ii) which is capital gain property (as defined in subsection (b)(1)(C)(iv)).
(C) Donor may not contribute more than 10 percent of stock of cor-

poration.—
(i) In general.—In the case of any donor, the term “qualified appreci-

ated stock” shall not include any stock of a corporation contributed by the 
donor in a contribution to which paragraph (1)(B)(ii) applies (determined 
without regard to this paragraph) to the extent that the amount of the stock 
so contributed (when increased by the aggregate amount of all prior such 
contributions by the donor of stock in such corporation) exceeds 10 percent 
(in value) of all of the outstanding stock of such corporation.

(ii) Special rule.—For purposes of clause (i), an individual shall be 
treated as making all contributions made by any member of his family (as 
defined in section 267(c)(4)).

* * *
(7) Recapture of deduction on certain dispositions of exempt use 

property.—
(A) In general.—In the case of an applicable disposition of applicable prop-

erty, there shall be included in the income of the donor of such property for 
the taxable year of such donor in which the applicable disposition occurs an 
amount equal to the excess (if any) of—

(i) the amount of the deduction allowed to the donor under this section 
with respect to such property, over

(ii) the donor’s basis in such property at the time such property was 
contributed.
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(B) Applicable disposition.—For purposes of this paragraph, the term 
“applicable disposition” means any sale, exchange, or other disposition by the 
donee of applicable property— 

(i) after the last day of the taxable year of the donor in which such prop-
erty was contributed, and

(ii) before the last day of the 3-year period beginning on the date of the 
contribution of such property,

unless the donee makes a certification in accordance with subparagraph (D).
(C) Applicable property.—For purposes of this paragraph, the term “ap-

plicable property” means charitable deduction property (as defined in section 
6050L(a)(2)(A))—

(i) which is tangible personal property the use of which is identified by 
the donee as related to the purpose or function constituting the basis of the 
donee’s exemption under section 501, and

(ii) for which a deduction in excess of the donor’s basis is allowed.
(D) Certification.—A certification meets the requirements of this sub-

paragraph if it is a written statement which is signed under penalty of perjury 
by an officer of the donee organization and—

(i) which—
(I) certifies that the use of the property by the donee was substantial 

and related to the purpose or function constituting the basis for the do-
nee’s exemption under section 501, and

(II) describes how the property was used and how such use furthered 
such purpose or function, or
(ii) which—

(I) states the intended use of the property by the donee at the time 
of the contribution, and

(II) certifies that such intended use has become impossible or infea-
sible to implement.

(f) Disallowance of deduction in certain cases and special rules.—
(1) In general.—No deduction shall be allowed under this section for a contri-

bution to or for the use of an organization or trust described in section 508(d) or 
4948(c)(4) subject to the conditions specified in such sections.

(2) Contributions of property placed in trust.— 
(A) Remainder interest.—In the case of property transferred in trust, no 

deduction shall be allowed under this section for the value of a contribution of a 
remainder interest unless the trust is a charitable remainder annuity trust or 
a charitable remainder unitrust (described in section 664), or a pooled income 
fund (described in section 642(c)(5)).

(B) Income interests, etc.—No deduction shall be allowed under this sec-
tion for the value of any interest in property (other than a remainder interest) 
transferred in trust unless the interest is in the form of a guaranteed annuity 
or the trust instrument specifies that the interest is a fixed percentage distrib-
uted yearly of the fair market value of the trust property (to be determined 
yearly) and the grantor is treated as the owner of such interest for purposes of 
applying section 671. If the donor ceases to be treated as the owner of such an 
interest for purposes of applying section 671, at the time the donor ceases to be 
so treated, the donor shall for purposes of this chapter be considered as having 
received an amount of income equal to the amount of any deduction he received 
under this section for the contribution reduced by the discounted value of all 
amounts of income earned by the trust and taxable to him before the time at 
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which he ceases to be treated as the owner of the interest. Such amounts of 
income shall be discounted to the date of the contribution. The Secretary shall 
prescribe such regulations as may be necessary to carry out the purposes of 
this subparagraph.

(C) Denial of deduction in case of payments by certain trusts.—In 
any case in which a deduction is allowed under this section for the value of 
an interest in property described in subparagraph (B), transferred in trust, 
no deduction shall be allowed under this section to the grantor or any other 
person for the amount of any contribution made by the trust with respect to 
such interest.

(D) Exception.—This paragraph shall not apply in a case in which the 
value of all interests in property transferred in trust are deductible under sub-
section (a).
(3) Denial of deduction in case of certain contributions of partial in-

terests in property.—
(A) In general.—In the case of a contribution (not made by a transfer in 

trust) of an interest in property which consists of less than the taxpayer’s en-
tire interest in such property, a deduction shall be allowed under this section 
only to the extent that the value of the interest contributed would be allowable 
as a deduction under this section if such interest had been transferred in trust. 
For purposes of this subparagraph, a contribution by a taxpayer of the right 
to use property shall be treated as a contribution of less than the taxpayer’s 
entire interest in such property.

(B) Exceptions.—Subparagraph (A) shall not apply to—
(i) a contribution of a remainder interest in a personal residence or farm,
(ii) a contribution of an undivided portion of the taxpayer’s entire inter-

est in property, and
(iii) a qualified conservation contribution.

(4) Valuation of remainder interest in real property.—For purposes of 
this section, in determining the value of a remainder interest in real property, 
depreciation (computed on the straight line method) and depletion of such prop-
erty shall be taken into account, and such value shall be discounted at a rate of 6 
percent per annum, except that the Secretary may prescribe a different rate.

(5) Reduction for certain interest.—If, in connection with any charitable 
contribution, a liability is assumed by the recipient or by any other person, or 
if a charitable contribution is of property which is subject to a liability, then, to 
the extent necessary to avoid the duplication of amounts, the amount taken into 
account for purposes of this section as the amount of the charitable contribution—

(A) shall be reduced for interest (i) which has been paid (or is to be paid) by 
the taxpayer, (ii) which is attributable to the liability, and (iii) which is attrib-
utable to any period after the making of the contribution, and

(B) in the case of a bond, shall be further reduced for interest (i) which has 
been paid (or is to be paid) by the taxpayer on indebtedness incurred or contin-
ued to purchase or carry such bond, and (ii) which is attributable to any period 
before the making of the contribution. 

The reduction pursuant to subparagraph (B) shall not exceed the interest (includ-
ing interest equivalent) on the bond which is attributable to any period before the 
making of the contribution and which is not (under the taxpayer’s method of ac-
counting) includible in the gross income of the taxpayer for any taxable year. For 
purposes of this paragraph, the term “bond” means any bond, debenture, note, or 
certificate or other evidence of indebtedness.

(6) Deductions for out-of-pocket expenditures.—No deduction shall be 
allowed under this section for an out-of-pocket expenditure made by any person 
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on behalf of an organization described in subsection (c) (other than an organiza-
tion described in section 501(h)(5) (relating to churches, etc.)) if the expenditure 
is made for the purpose of influencing legislation (within the meaning of section 
501(c)(3)).

(7) Reformations to comply with paragraph (2).—
(A) In general. A deduction shall be allowed under subsection (a) in re-

spect of any qualified reformation (within the meaning of section 2055(e)(3)
(B)).

(B) Rules similar to section 2055(e)(3) to apply.—For purposes of this 
paragraph, rules similar to the rules of section 2055(e)(3) shall apply.
(8) Substantiation requirement for certain contributions.—

(A) General rule.—No deduction shall be allowed under subsection (a) for 
any contribution of $250 or more unless the taxpayer substantiates the con-
tribution by a contemporaneous written acknowledgment of the contribution 
by the donee organization that meets the requirements of subparagraph (B).

(B) Content of acknowledgement.—An acknowledgement meets the re-
quirements of this subparagraph if it includes the following information:

(i) The amount of cash and a description (but not value) of any property 
other than cash contributed. 

(ii) Whether the donee organization provided any goods or services in 
consideration, in whole or in part, for any property described in clause (i).

(iii) A description and good faith estimate of the value of any goods or 
services referred to in clause (ii) or, if such goods or services consist solely 
of intangible religious benefits, a statement to that effect.

For purposes of this subparagraph, the term “intangible religious benefit” 
means any intangible religious benefit which is provided by an organization 
organized exclusively for religious purposes and which generally is not sold in 
a commercial transaction outside the donative context.

(C) Contemporaneous.—For purposes of subparagraph (A), an acknowl-
edgment shall be considered to be contemporaneous if the taxpayer obtains the 
acknowledgment on or before the earlier of—

(i) the date on which the taxpayer files a return for the taxable year in 
which the contribution was made, or

(ii) the due date (including extensions) for filing such return.
(D) Regulations.—The Secretary shall prescribe such regulations as may 

be necessary or appropriate to carry out the purposes of this paragraph, includ-
ing regulations that may provide that some or all of the requirements of this 
paragraph do not apply in appropriate cases.
(9) Denial of deduction where contribution for lobbying activities.—

No deduction shall be allowed under this section for a contribution to an organi-
zation which conducts activities to which section 162(e)(1) applies on matters of 
direct financial interest to the donor’s trade or business, if a principal purpose of 
the contribution was to avoid Federal income tax by securing a deduction for such 
activities under this section which would be disallowed by reason of section 162(e) 
if the donor had conducted such activities directly. No deduction shall be allowed 
under section 162(a) for any amount for which a deduction is disallowed under the 
preceding sentence.

* * *
(11) Qualified appraisal and other documentation for certain contri-

butions.—
(A) In general.—
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(i) Denial of deduction.—In the case of an individual, partnership, 
or corporation, no deduction shall be allowed under subsection (a) for any 
contribution of property for which a deduction of more than $500 is claimed 
unless such person meets the requirements of subparagraphs (B), (C), and 
(D), as the case may be, with respect to such contribution.

(ii) Exceptions.—
(I) Readily valued property.—Subparagraphs (C) and (D) shall 

not apply to cash, property described in subsection (e)(1)(B)(iii) or sec-
tion 1221(a)(1), publicly traded securities (as defined in section 6050L(a)
(2)(B)), and any qualified vehicle described in paragraph (12)(A)(ii) for 
which an acknowledgement under paragraph (12)(B)(iii) is provided.

(II) Reasonable cause.—Clause (i) shall not apply if it is shown 
that the failure to meet such requirements is due to reasonable cause 
and not to willful neglect.

(B) Property description for contributions of more than $500—In 
the case of contributions of property for which a deduction of more than $500 is 
claimed, the requirements of this subparagraph are met if the individual, part-
nership or corporation includes with the return for the taxable year in which 
the contribution is made a description of such property and such other infor-
mation as the Secretary may require. The requirements of this subparagraph 
shall not apply to a C corporation which is not a personal service corporation 
or a closely held C corporation. 

(C) Qualified appraisal for contributions of more than $5,000—In 
the case of contributions of property for which a deduction of more than $5,000 
is claimed, the requirements of this subparagraph are met if the individual, 
partnership, or corporation obtains a qualified appraisal of such property and 
attaches to the return for the taxable year in which such contribution is made 
such information regarding such property and such appraisal as the Secretary 
may require.

(D) Substantiation for contributions of more than $500,000.—In the 
case of contributions of property for which a deduction of more than $500,000 
is claimed, the requirements of this subparagraph are met if the individual, 
partnership, or corporation attaches to the return for the taxable year a quali-
fied appraisal of such property.

(E) Qualified appraisal and appraiser.—For purposes of this para-
graph—

(i) Qualified appraisal.—The term “qualified appraisal” means, with 
respect to any property, an appraisal of such property which—

(I) is treated for purposes of this paragraph as a qualified appraisal 
under regulations or other guidance prescribed by the Secretary, and

(II) is conducted by a qualified appraiser in accordance with general-
ly accepted appraisal standards and any regulations or other guidance 
prescribed under subclause (I).
(ii) Qualified appraiser.—Except as provided in clause (iii), the term 

“qualified appraiser” means an individual who—
(I) has earned an appraisal designation from a recognized profes-

sional appraiser organization or has otherwise met minimum education 
and experience requirements set forth in regulations prescribed by the 
Secretary,

(II) regularly performs appraisals for which the individual receives 
compensation, and

(III) meets such other requirements as may be prescribed by the 
Secretary in regulations or other guidance.
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(iii) Specific appraisals.—An individual shall not be treated as a 
qualified appraiser with respect to any specific appraisal unless—

(I) the individual demonstrates verifiable education and experience 
in valuing the type of property subject to the appraisal, and

(II) the individual has not been prohibited from practicing before the 
Internal Revenue Service by the Secretary under section 330(c) of title 
31, United States Code, at any time during the 3-year period ending on 
the date of the appraisal.

(F) Aggregation of similar items of property.—For purposes of de-
termining thresholds under this paragraph, property and all similar items of 
property donated to 1 or more donees shall be treated as 1 property.

(G) Special rule for pass-thru entities.—In the case of a partnership or 
S corporation, this paragraph shall be applied at the entity level, except that 
the deduction shall be denied at the partner or shareholder level.

(H) Regulations.—The Secretary may prescribe such regulations as may 
be necessary or appropriate to carry out the purposes of this paragraph, includ-
ing regulations that may provide that some or all of the requirements of this 
paragraph do not apply in appropriate cases.
(12) Contributions of used motor vehicles, boats, and airplanes.—

(A) In general.—In the case of a contribution of a qualified vehicle the 
claimed value of which exceeds $500— 

(i) paragraph (8) shall not apply and no deduction shall be allowed un-
der subsection (a) for such contribution unless the taxpayer substantiates 
the contribution by a contemporaneous written acknowledgement of the 
contribution by the donee organization that meets the requirements of sub-
paragraph (B) and includes the acknowledgement with the taxpayer’s re-
turn of tax which includes the deduction, and

(ii) if the organization sells the vehicle without any significant interven-
ing use or material improvement of such vehicle by the organization, the 
amount of the deduction allowed under subsection (a) shall not exceed the 
gross proceeds received from such sale.
(B) Content of acknowledgement.—An acknowledgement meets the re-

quirements of this subparagraph if it includes the following information:
(i) The name and taxpayer identification number of the donor.
(ii) The vehicle identification number or similar number.
(iii) In the case of a qualified vehicle to which subparagraph (A)(ii) ap-

plies—
(I) a certification that the vehicle was sold in an arm’s length trans-

action between unrelated parties,
(II) the gross proceeds from the sale, and
(III) a statement that the deductible amount may not exceed the 

amount of such gross proceeds.
(iv) In the case of a qualified vehicle to which subparagraph (A)(ii) does 

not apply-
(I) a certification of the intended use or material improvement of the 

vehicle and the intended duration of such use, and
(II) a certification that the vehicle would not be transferred in ex-

change for money, other property, or services before completion of such 
use or improvement.
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(v) Whether the donee organization provided any goods or services in 
consideration, in whole or in part, for the qualified vehicle.

(vi) A description and good faith estimate of the value of any goods or 
services referred to in clause (v) or, if such goods or services consist solely 
of intangible religious benefits (as defined in paragraph (8)(B)), a statement 
to that effect.
(C) Contemporaneous.—For purposes of subparagraph (A), an acknowl-

edgement shall be considered to be contemporaneous if the donee organization 
provides it within 30 days of—

(i) the sale of the qualified vehicle, or
(ii) in the case of an acknowledgement including a certification de-

scribed in subparagraph (B)(iv), the contribution of the qualified vehicle.
(D) Information to Secretary.—A donee organization required to pro-

vide an acknowledgement under this paragraph shall provide to the Secretary 
the information contained in the acknowledgement. Such information shall 
be provided at such time and in such manner as the Secretary may prescribe.

(E) Qualified vehicle.—For purposes of this paragraph, the term “quali-
fied vehicle” means any—

(i) motor vehicle manufactured primarily for use on public streets, 
roads, and highways, 

(ii) boat, or
(iii) airplane.

Such term shall not include any property which is described in section 1221(a)(1).
(F) Regulations or other guidance.—The Secretary shall prescribe such 

regulations or other guidance as may be necessary to carry out the purposes 
of this paragraph. The Secretary may prescribe regulations or other guidance 
which exempts sales by the donee organization which are in direct furtherance 
of such organization’s charitable purpose from the requirements of subpara-
graphs (A)(ii) and (B)(iv)(II).

* * *
(16) Contributions of clothing and household items.—

(A) In general.—In the case of an individual, partnership, or corporation, 
no deduction shall be allowed under subsection (a) for any contribution of 
clothing or a household item unless such clothing or household item is in good 
used condition or better.

(B) Items of minimal value.—Notwithstanding subparagraph (A), the 
Secretary may by regulation deny a deduction under subsection (a) for any con-
tribution of clothing or a household item which has minimal monetary value.

(C) Exception for certain property.—Subparagraphs (A) and (B) shall 
not apply to any contribution of a single item of clothing or a household item 
for which a deduction of more than $500 is claimed if the taxpayer includes 
with the taxpayer’s return a qualified appraisal with respect to the property.

(D) Household items.—For purposes of this paragraph—
(i) In general.—The term “household items” includes furniture, fur-

nishings, electronics, appliances, linens, and other similar items.
(ii) Excluded items.—Such term does not include— 

(I) food,
(II) paintings, antiques, and other objects of art,
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(III) jewelry and gems, and
(IV) collections.

(E) Special rule for pass-thru entities.—In the case of a partnership or 
S corporation, this paragraph shall be applied at the entity level, except that 
the deduction shall be denied at the partner or shareholder level.
(17) Recordkeeping.—No deduction shall be allowed under subsection (a) for 

any contribution of a cash, check, or other monetary gift unless the donor main-
tains as a record of such contribution a bank record or a written communication 
from the donee showing the name of the donee organization, the date of the con-
tribution, and the amount of the contribution.

* * *
(g) Amounts paid to maintain certain students as members of taxpayer’s 

household.—
(1) In general.—Subject to the limitations provided by paragraph (2), amounts 

paid by the taxpayer to maintain an individual (other than a dependent, as de-
fined in section 152 (determined without regard to subsections (b)(1), (b)(2) and (d)
(1)(B) thereof), or a relative of the taxpayer) as a member of his household during 
the period that such individual is—

(A) a member of the taxpayer’s household under a written agreement be-
tween the taxpayer and an organization described in paragraph (2), (3), or (4) 
of subsection (c) to implement a program of the organization to provide educa-
tional opportunities for pupils or students in private homes, and

(B) a full-time pupil or student in the twelfth or any lower grade at an edu-
cational organization described in section 170(b)(1)(A)(ii) located in the United 
States, 
shall be treated as amounts paid for the use of the organization.
(2) Limitations.—

(A) Amount.—Paragraph (1) shall apply to amounts paid within the tax-
able year only to the extent that such amounts do not exceed $50 multiplied by 
the number of full calendar months during the taxable year which fall within 
the period described in paragraph (1). For purposes of the preceding sentence, 
if 15 or more days of a calendar month fall within such period such month shall 
be considered as a full calendar month.

(B) Compensation or reimbursement.—Paragraph (1) shall not apply 
to any amount paid by the taxpayer within the taxable year if the taxpayer 
receives any money or other property as compensation or reimbursement for 
maintaining the individual in his household during the period described in 
paragraph (1).
(3) Relative defined.—For purposes of paragraph (1), the term “relative of 

the taxpayer” means an individual who, with respect to the taxpayer, bears any of 
the relationships described in subparagraphs (A) through (G) of section 152(d)(2).

(4) No other amount allowed as deduction.—No deduction shall be al-
lowed under subsection (a) for any amount paid by a taxpayer to maintain an 
individual as a member of his household under a program described in paragraph 
(1)(A) except as provided in this subsection.
(h) Qualified conservation contribution.—

(1) In general.—For purposes of subsection (f)(3)(B)(iii), the term “qualified 
conservation contribution” means a contribution—

(A) of a qualified real property interest,
(B) to a qualified organization,
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(C) exclusively for conservation purposes. 
(2) Qualified real property interest.—For purposes of this subsection, the 

term “qualified real property interest” means any of the following interests in real 
property: 

(A) the entire interest of the donor other than a qualified mineral interest,
(B) a remainder interest, and
(C) a restriction (granted in perpetuity) on the use which may be made of 

the real property.
(3) Qualified organization.—For purposes of paragraph (1), the term “qual-

ified organization” means an organization which—
(A) is described in clause (v) or (vi) of subsection (b)(1)(A), or
(B) is described in section 501(c)(3) and—

(i) meets the requirements of section 509(a)(2), or
(ii) meets the requirements of section 509(a)(3) and is controlled by an 

organization described in subparagraph (A) or in clause (i) of this subpara-
graph.

(4) Conservation purpose defined.—
(A) In general.—For purposes of this subsection, the term “conservation 

purpose” means—
(i) the preservation of land areas for outdoor recreation by, or the edu-

cation of, the general public,
(ii) the protection of a relatively natural habitat of fish, wildlife, or 

plants, or similar ecosystem,
(iii) the preservation of open space (including farmland and forest land) 

where such preservation is—
(I) for the scenic enjoyment of the general public, or
(II) pursuant to a clearly delineated Federal, State, or local govern-

mental conservation policy,
and will yield a significant public benefit, or

(iv) the preservation of an historically important land area or a certified 
historic structure.

* * *
(5) Exclusively for conservation purposes.—For purposes of this subsec-

tion—
(A) Conservation purpose must be protected.—A contribution shall 

not be treated as exclusively for conservation purposes unless the conservation 
purpose is protected in perpetuity. 

* * *
(7) Limitation on deduction for qualified conservation contributions 

made by pass-through entities.—
(A) In general.—A contribution by a partnership (whether directly or as a 

distributive share of a contribution of another partnership) shall not be treat-
ed as a qualified conservation contribution for purposes of this section if the 
amount of such contribution exceeds 2.5 times the sum of each partner’s rele-
vant basis in such partnership.

(B) Relevant basis.—For purposes of this paragraph—
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(i) In general.—The term “relevant basis” means, with respect to any 
partner, the portion of such partner’s modified basis in the partnership 
which is allocable (under rules similar to the rules of section 755) to the 
portion of the real property with respect to which the contribution described 
in subparagraph (A) is made.

(ii) Modified basis.—The term “modified basis” means, with respect 
to any partner, such partner’s adjusted basis in the partnership as deter-
mined—

(I)  immediately before the contribution described in subparagraph 
(A),

(II) without regard to section 752, and
(III) by the partnership after taking into account the adjustments 

described in subclauses (I) and (II) and such other adjustments as the 
Secretary may provide.

(C)  Exception for contributions outside 3-year holding period.—
Subparagraph (A) shall not apply to any contribution which is made at least 3 
years after the latest of— 

(i) the last date on which the partnership that made such contribution 
acquired any portion of the real property with respect to which such contri-
bution is made,

(ii)  the last date on which any partner in the partnership that made 
such contribution acquired any interest in such partnership, and

(iii)  if the interest in the partnership that made such contribution is 
held through 1 or more partnerships—

(I) the last date on which any such partnership acquired any interest 
in any other such partnership, and

(II) the last date on which any partner in any such partnership ac-
quired any interest in such partnership.

(D) Exception for family partnerships.—
(i) In general.—Subparagraph (A) shall not apply with respect to any 

contribution made by any partnership if substantially all of the partnership 
interests in such partnership are held, directly or indirectly, by an individ-
ual and members of the family of such individual.

(ii) Members of the family.—For purposes of this subparagraph, the 
term “members of the family” means, with respect to any individual—

(I) the spouse of such individual, and
(II) any individual who bears a relationship to such individual which 

is described in subparagraphs (A) through (G) of section 152(d)(2).

* * *
(F)  Application to other pass-through entities.—Except as may be 

otherwise provided by the Secretary, the rules of this paragraph shall apply 
to S corporations and other pass-through entities in the same manner as such 
rules apply to partnerships.

* * *
(i) Standard mileage rate for use of passenger automobile.—For purposes 

of computing the deduction under this section for use of a passenger automobile the 
standard mileage rate shall be 14 cents per mile. 

(j) Denial of deduction for certain travel expenses.—No deduction shall be 
allowed under this section for traveling expenses (including amounts expended for 
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meals and lodging) while away from home, whether paid directly or by reimburse-
ment, unless there is no significant element of personal pleasure, recreation, or vaca-
tion in such travel. 

* * *
(l) Treatment of certain amounts paid to or for the benefit of institutions 

of higher education.—
(1) In general.—No deduction shall be allowed under this section for any 

amount described in paragraph (2).
(2) Amount described.—For purposes of paragraph (1), an amount is de-

scribed in this paragraph if—
(A) the amount is paid by the taxpayer to or for the benefit of an education-

al organization—
(i) which is described in subsection (b)(1)(A)(ii), and
(ii) which is an institution of higher education (as defined in section 

3304(f)), and
(B) the taxpayer receives (directly or indirectly) as a result of paying such 

amount the right to purchase tickets for seating at an athletic event in an ath-
letic stadium of such institution.
If any portion of a payment is for the purchase of such tickets, such portion 
and the remaining portion (if any) of such payment shall be treated as separate 
amounts for purposes of this subsection.

(m) Certain donee income from intellectual property treated as an addi-
tional charitable contribution.—

(1) Treatment as additional contribution.—In the case of a taxpayer who 
makes a qualified intellectual property contribution, the deduction allowed under 
subsection (a) for each taxable year of the taxpayer ending on or after the date of 
such contribution shall be increased (subject to the limitations under subsection 
(b)) by the applicable percentage of qualified donee income with respect to such 
contribution which is properly allocable to such year under this subsection.

(2) Reduction in additional deductions to extent of initial deduction.—
With respect to any qualified intellectual property contribution, the deduction al-
lowed under subsection (a) shall be increased under paragraph (1) only to the ex-
tent that the aggregate amount of such increases with respect to such contribution 
exceed the amount allowed as a deduction under subsection (a) with respect to 
such contribution determined without regard to this subsection.

(3) Qualified donee income.—For purposes of this subsection, the term 
“qualified donee income” means any net income received by or accrued to the do-
nee which is properly allocable to the qualified intellectual property.

(4) Allocation of qualified donee income to taxable years of donor.—
For purposes of this subsection, qualified donee income shall be treated as proper-
ly allocable to a taxable year of the donor if such income is received by or accrued 
to the donee for the taxable year of the donee which ends within or with such 
taxable year of the donor. 

(5) 10-year limitation.—Income shall not be treated as properly allocable 
to qualified intellectual property for purposes of this subsection if such income is 
received by or accrued to the donee after the 10-year period beginning on the date 
of the contribution of such property.

(6) Benefit limited to life of intellectual property.—Income shall not be 
treated as properly allocable to qualified intellectual property for purposes of this 
subsection if such income is received by or accrued to the donee after the expira-
tion of the legal life of such property.
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(7) Applicable percentage.—For purposes of this subsection, the term “ap-
plicable percentage” means the percentage determined under the following table 
which corresponds to a taxable year of the donor ending on or after the date of the 
qualified intellectual property contribution:

Taxable Year of Donor 
Ending on or After 
Date of Contribution:

Applicable 
Percentage:

        1st.....................................................................................100
        2nd....................................................................................100
        3rd.......................................................................................90
        4th.......................................................................................80
        5th.......................................................................................70
        6th.......................................................................................60
        7th.......................................................................................50
        8th.......................................................................................40
        9th.......................................................................................30
       10th......................................................................................20
       11th......................................................................................10
       12th......................................................................................10.

(8) Qualified intellectual property contribution—For purposes of this 
subsection, the term “qualified intellectual property contribution” means any 
charitable contribution of qualified intellectual property—

(A) the amount of which taken into account under this section is reduced by 
reason of subsection (e)(1), and

(B) with respect to which the donor informs the donee at the time of such 
contribution that the donor intends to treat such contribution as a qualified 
intellectual property contribution for purposes of this subsection and section 
6050L. 
(9) Qualified intellectual property—For purposes of this subsection, the 

term “qualified intellectual property” means property described in subsection (e)
(1)(B)(iii) (other than property contributed to or for the use of an organization 
described in subsection (e)(1)(B)(ii)).

(10) Other special rules—
(A) Application of limitations on charitable contributions—Any in-

crease under this subsection of the deduction provided under subsection (a) 
shall be treated for purposes of subsection (b) as a deduction which is attribut-
able to a charitable contribution to the donee to which such increase relates.

(B) Net income determined by donee—The net income taken into ac-
count under paragraph (3) shall not exceed the amount of such income report-
ed under section 6050L(b)(1).

(C) Deduction limited to 12 taxable years.—Except as may be provided 
under subparagraph (D)(i), this subsection shall not apply with respect to any 
qualified intellectual property contribution for any taxable year of the donor 
after the 12th taxable year of the donor which ends on or after the date of such 
contribution.

(D) Regulations—The Secretary may issue regulations or other guidance 
to carry out the purposes of this subsection, including regulations or guidance—

(i) modifying the application of this subsection in the case of a donor or 
donee with a short taxable year, and 

(ii) providing for the determination of an amount to be treated as net in-
come of the donee which is properly allocable to qualified intellectual prop-
erty in the case of a donee who uses such property to further a purpose or 
function constituting the basis of the donee’s exemption under section 501 
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(or, in the case of a governmental unit, any purpose described in section 
170(c)) and does not possess a right to receive any payment from a third 
party with respect to such property. 

* * *
(o) Special rules for fractional gifts.—

(1) Denial of deduction in certain cases.—
(A) In general.—No deduction shall be allowed for a contribution of an 

undivided portion of a taxpayer’s entire interest in tangible personal property 
unless all interests in the property are held immediately before such contribu-
tion by—

(i) the taxpayer, or
(ii) the taxpayer and the donee.

(B) Exceptions.—The Secretary may, by regulation, provide for excep-
tions to subparagraph (A) in cases where all persons who hold an interest in 
the property make proportional contributions of an undivided portion of the 
entire interest held by such persons.
(2) Valuation of subsequent gifts.—In the case of any additional contribu-

tion, the fair market value of such contribution shall be determined by using the 
lesser of—

(A) the fair market value of the property at the time of the initial fractional 
contribution, or

(B) the fair market value of the property at the time of the additional con-
tribution.
(3) Recapture of deduction in certain cases; addition to tax.—

(A) Recapture.—The Secretary shall provide for the recapture of the 
amount of any deduction allowed under this section (plus interest) with respect 
to any contribution of an undivided portion of a taxpayer’s entire interest in 
tangible personal property—

(i) in any case in which the donor does not contribute all of the remain-
ing interests in such property to the donee (or, if such donee is no longer in 
existence, to any person described in section 170(c)) on or before the earlier 
of—

(I) the date that is 10 years after the date of the initial fractional 
contribution, or

(II) the date of the death of the donor, and
(ii) in any case in which the donee has not, during the period beginning 

on the date of the initial fractional contribution and ending on the date 
described in clause (i)—

(I) had substantial physical possession of the property, and
(II) used the property in a use which is related to a purpose or func-

tion constituting the basis for the organizations’ exemption under sec-
tion 501. 

(B) Addition to tax.—The tax imposed under this chapter for any taxable 
year for which there is a recapture under subparagraph (A) shall be increased 
by 10 percent of the amount so recaptured. 
(4) Definitions.—For purposes of this subsection—

(A) Additional contribution.—The term “additional contribution” means 
any charitable contribution by the taxpayer of any interest in property with 
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respect to which the taxpayer has previously made an initial fractional con-
tribution.

(B) Initial fractional contribution.—The term “initial fractional contri-
bution” means, with respect to any taxpayer, the first charitable contribution 
of an undivided portion of the taxpayer’s entire interest in any tangible per-
sonal property.

Section 170(p), below, is applicable to taxable years beginning after Decem-
ber 31, 2025. 

(p) Special rule for taxpayers who do not elect to itemize deductions.—In 
the case of any taxable year, if the individual does not elect to itemize deductions for 
such taxable year, the deduction under this section shall be equal to the deduction, 
not in excess of $1000 ($2000 in the case of a joint return), which would be deter-
mined under this section if the only charitable contributions taken into account in 
determining such deduction were contributions made in cash during such taxable 
year (determined without regard to subsections (b)(1)(G)(ii), (b)(1)(I), and (d)(1)) to an 
organization described in section 170(b)(1)(A) and not—

(1) to an organization described in section 509(a)(3), or
(2) for the establishment of a new, or maintenance of an existing, donor ad-

vised fund (as defined in section 4966(d)(2)).

* * *

§ 172.	Net operating loss deduction
(a) Deduction Allowed.—There shall be allowed as a deduction for the taxable 

year an amount equal to—
(1) in the case of a taxable year beginning before January 1, 2021, the aggre-

gate of the net operating loss carryovers to such year, plus the net operating loss 
carrybacks to such year, and

(2) in the case of a taxable year beginning after December 31, 2020, the sum of—
(A) the aggregate amount of net operating losses arising in taxable years 

beginning before January 1, 2018, carried to such taxable year, plus
(B) the lesser of—

(i) the aggregate amount of net operating losses arising in taxable years 
beginning after December 31, 2017, carried to such taxable year, or

(ii) 80 percent of the excess (if any) of—
(I) taxable income computed without regard to the deductions under 

this section and sections 199A and 250, over
(II) the amount determined under subparagraph (A).

(b) Net Operating Loss Carrybacks and Carryovers.—  
(1) Years to which loss may be carried.— 

(A) General rule.—A net operating loss for any taxable year—
(i) shall be a net operating loss carryback to the extent provided in sub-

paragraphs (B), (C)(i), and (D), and
(ii) except as provided in subparagraph (C)(ii), shall be a net operating 

loss carryover—
(I) in the case of a net operating loss arising in a taxable year begin-

ning before January 1, 2018, to each of the 20 taxable years following 
the taxable year of the loss, and
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(II) in the case of a net operating loss arising in a taxable year begin-
ning after December 31, 2017, to each taxable year following the taxable 
year of the loss.

(B) Farming losses.—
(i) In general.—In the case of any portion of a net operating loss for 

the taxable year which is a farming loss with respect to the taxpayer, such 
loss shall be a net operating loss carryback to each of the 2 taxable years 
preceding the taxable year of such loss.

(ii) Farming loss.—For purposes of this section, the term “farming 
loss” means the lesser of—

(I) the amount which would be the net operating loss for the taxable 
year if only income and deductions attributable to farming businesses 
(as defined in section 263A(e)(4)) are taken into account, or

(II) the amount of the net operating loss for such taxable year.
(iii) Coordination with paragraph (2).—For purposes of applying 

paragraph (2), a farming loss for any taxable year shall be treated as a 
separate net operating loss for such taxable year to be taken into account 
after the remaining portion of the net operating loss for such taxable year.

(iv) Election.—Any taxpayer entitled to a 2-year carryback under 
clause (i) from any loss year may elect not to have such clause apply to such 
loss year. Such election shall be made in such manner as prescribed by the 
Secretary and shall be made by the due date (including extensions of time) 
for filing the taxpayer’s return for the taxable year of the net operating loss. 
Such election, once made for any taxable year, shall be irrevocable for such 
taxable year.  

* * *
(D) Special rule for losses arising in 2018, 2019, and 2020.—

(i) In general.—In the case of any net operating loss arising in a tax-
able year beginning after December 31, 2017, and before January 1, 2021—

(I) such loss shall be a net operating loss carryback to each of the 5 
taxable years preceding the taxable year of such loss, and

(II) subparagraphs (B) and (C)(i) shall not apply.

* * *
(2) Amount of carrybacks and carryovers.—The entire amount of the net 

operating loss for any taxable year (hereinafter in this section referred to as the 
“loss year”) shall be carried to the earliest of the taxable years to which (by reason 
of paragraph (1)) such loss may be carried. The portion of such loss which shall be 
carried to each of the other taxable years shall be the excess, if any, of the amount 
of such loss over the sum of the taxable income for each of the prior taxable years 
to which such loss may be carried. For purposes of the preceding sentence, the 
taxable income for any such prior taxable year shall—

(A) be computed with the modifications specified in subsection (d) other 
than paragraphs (1), (4), and (5) thereof, and by determining the amount of the 
net operating loss deduction without regard to the net operating loss for the 
loss year or for any taxable year thereafter,

(B) not be considered to be less than zero, and
(C) for taxable years beginning after December 31, 2020, be reduced by 

20 percent of the excess (if any) described in subsection (a)(2)(B)(ii) for such 
taxable year.
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(3) Election to waive carryback.—Any taxpayer entitled to a carryback pe-
riod under paragraph (1) may elect to relinquish the entire carryback period with 
respect to a net operating loss for any taxable year. Such election shall be made in 
such manner as may be prescribed by the Secretary, and shall be made by the due 
date (including extensions of time) for filing the taxpayer’s return for the taxable 
year of the net operating loss for which the election is to be in effect. Such election, 
once made for any taxable year, shall be irrevocable for such taxable year.
(c) Net operating loss defined.—For purposes of this section, the term “net 

operating loss” means the excess of the deductions allowed by this chapter over the 
gross income. Such excess shall be computed with the modifications specified in sub-
section (d). 

(d) Modifications.—The modifications referred to in this section are as follows:
(1) Net operating loss deduction.—No net operating loss deduction shall 

be allowed. 
(2) Capital gains and losses of taxpayers other than corporations.—In 

the case of a taxpayer other than a corporation—
(A) the amount deductible on account of losses from sales or exchanges of 

capital assets shall not exceed the amount includable on account of gains from 
sales or exchanges of capital assets; and

(B) the exclusion provided by section 1202 shall not be allowed.
(3) Deduction for personal exemptions.—No deduction shall be allowed 

under section 151 (relating to personal exemptions). No deduction in lieu of any 
such deduction shall be allowed.

(4) Nonbusiness deductions of taxpayers other than corporations.—In 
the case of a taxpayer other than a corporation, the deductions allowable by this 
chapter which are not attributable to a taxpayer’s trade or business shall be al-
lowed only to the extent of the amount of the gross income not derived from such 
trade or business. For purposes of the preceding sentence—

(A) any gain or loss from the sale or other disposition of—
(i) property, used in the trade or business, of a character which is sub-

ject to the allowance for depreciation provided in section 167, or
(ii) real property used in the trade or business,
shall be treated as attributable to the trade or business;

(B) the modifications specified in paragraphs (1), (2)(B), and (3) shall be 
taken into account;

(C) any deduction for casualty or theft losses allowable under paragraph (2) or 
(3) of section 165(c) shall be treated as attributable to the trade or business; and

(D) any deduction allowed under section 404 to the extent attributable to 
contributions which are made on behalf of an individual who is an employee 
within the meaning of section 401(c)(1) shall not be treated as attributable to 
the trade or business of such individual. 
(5) Computation of deduction for dividends received.—The deductions al-

lowed by section 243 (relating to dividends received by corporations) and 245 (relating 
to dividends received from certain foreign corporations) shall be computed without 
regard to section 246(b) (relating to limitation on aggregate amount of deductions).

* * *
(8) Qualified business income deduction.—Any deduction under section 

199A shall not be allowed.
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Section 172(d)(9), below, is applicable to taxable years beginning after De-
cember 31, 2025.

(9) Deduction for foreign-derived deduction eligible income.—The de-
duction under section 250 shall not be allowed.
(e) Law applicable to computations.—In determining the amount of any net 

operating loss carryback or carryover to any taxable year, the necessary computa-
tions involving any other taxable year shall be made under the law applicable to such 
other taxable year. 

* * *
(g) Cross references.— 

(1) For treatment of net operating loss carryovers in certain corporate 
acquisitions, see section 381.

(2) For special limitation on net operating loss carryovers in case of a 
corporate change of ownership, see section 382.

Section 174, below, generally is applicable to amounts paid or incurred in 
taxable years beginning after December 31, 2024.

§ 174. Amortization of research and experimental expenditures
(a) In general.—In the case of a taxpayer’s foreign research or experimental 

expenditures for any taxable year—
(1) except as provided in paragraph (2), no deduction shall be allowed for such 

expenditures, and
(2) the taxpayer shall—

(A) charge such expenditures to capital account, and
(B) be allowed an amortization deduction of such expenditures ratably over 

the 15-year period beginning with the midpoint of the taxable year in which 
such expenditures are paid or incurred.

(b) Foreign research or experimental expenditures.—For purposes of this 
section, the term “foreign research or experimental expenditures” means, with re-
spect to any taxable year, research or experimental expenditures which are paid or 
incurred by the taxpayer during such taxable year in connection with the taxpayer’s 
trade or business and which are attributable to foreign research (within the meaning 
of section 41(d)(4)(F)).

(c) Special rules.—
(1) Land and other property.—This section shall not apply to any expendi-

ture for the acquisition or improvement of land, or for the acquisition or improve-
ment of property to be used in connection with the research or experimentation 
and of a character which is subject to the allowance under section 167 (relating 
to allowance for depreciation, etc.) or section 611 (relating to allowance for deple-
tion); but for purposes of this section allowances under section 167, and allowanc-
es under section 611, shall be considered as expenditures.

(2) Exploration expenditures.—This section shall not apply to any expen-
diture paid or incurred for the purpose of ascertaining the existence, location, 
extent, or quality of any deposit of ore or other mineral (including oil and gas).

(3) Software development.—For purposes of this section, any amount paid 
or incurred in connection with the development of any software shall be treated as 
a research or experimental expenditure.
(d) Treatment upon disposition, retirement, or abandonment.—If any 

property with respect to which foreign research or experimental expenditures are 
paid or incurred is disposed, retired, or abandoned during the period during which 
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such expenditures are allowed as an amortization deduction under this section, no 
deduction or reduction to amount realized shall be allowed with respect to such ex-
penditures on account of such disposition, retirement, or abandonment and such 
amortization deduction shall continue with respect to such expenditures.
Section 174A, below, generally is applicable to amounts paid or incurred in 
taxable years beginning after December 31, 2024.

§ 174A. Domestic research or experimental expenditures
(a) Treatment as expenses.—Notwithstanding section 263, there shall be al-

lowed as a deduction any domestic research or experimental expenditures which are 
paid or incurred by the taxpayer during the taxable year.

(b) Domestic research or experimental expenditures.—For purposes of this 
section, the term “domestic research or experimental expenditures” means research 
or experimental expenditures paid or incurred by the taxpayer in connection with the 
taxpayer’s trade or business other than such expenditures which are attributable to 
foreign research (within the meaning of section 41(d)(4)(F)).

(c) Amortization of certain domestic research or experimental expendi-
tures.—

(1) In general.—At the election of the taxpayer, made in accordance with 
regulations or other guidance provided by the Secretary, in the case of domestic 
research or experimental expenditures which would (but for subsection (a)) be 
chargeable to capital account but not chargeable to property of a character which 
is subject to the allowance under section 167 (relating to allowance for deprecia-
tion, etc.) or section 611 (relating to allowance for depletion), subsection (a) shall 
not apply and the taxpayer shall—

(A) charge such expenditures to capital account, and
(B) be allowed an amortization deduction of such expenditures ratably over 

such period of not less than 60 months as may be selected by the taxpayer 
(beginning with the month in which the taxpayer first realizes benefits from 
such expenditures).
(2) Time for and scope of election.—The election provided by paragraph 

(1) may be made for any taxable year, but only if made not later than the time 
prescribed by law for filing the return for such taxable year (including extensions 
thereof). The method so elected, and the period selected by the taxpayer, shall be 
adhered to in computing taxable income for the taxable year for which the elec-
tion is made and for all subsequent taxable years unless, with the approval of the 
Secretary, a change to a different method (or to a different period) is authorized 
with respect to part or all of such expenditures. The election shall not apply to any 
expenditure paid or incurred during any taxable year before the taxable year for 
which the taxpayer makes the election.
(d) Special rules.—

(1) Land and other property.—This section shall not apply to any expendi-
ture for the acquisition or improvement of land, or for the acquisition or improve-
ment of property to be used in connection with the research or experimentation 
and of a character which is subject to the allowance under section 167 (relating 
to allowance for depreciation, etc.) or section 611 (relating to allowance for deple-
tion); but for purposes of this section allowances under section 167, and allowanc-
es under section 611, shall be considered as expenditures.

(2) Exploration expenditures.—This section shall not apply to any expen-
diture paid or incurred for the purpose of ascertaining the existence, location, 
extent, or quality of any deposit of ore or other mineral (including oil and gas).
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(3) Software development.—For purposes of this section, any amount paid 
or incurred in connection with the development of any software shall be treated as 
a research or experimental expenditure.

§ 179.	Election to expense certain depreciable business assets
(a) Treatment as expenses.—A taxpayer may elect to treat the cost of any sec-

tion 179 property as an expense which is not chargeable to capital account. Any cost 
so treated shall be allowed as a deduction for the taxable year in which the section 
179 property is placed in service.

(b) Limitations.—
Sections 179(b)(1) and (b)(2), below, are applicable for property placed in 
service in taxable years beginning after December 31, 2024. 

(1) Dollar limitation.—The aggregate cost which may be taken into account 
under subsection (a) for any taxable year shall not exceed $2,500,000.

(2) Reduction in limitation.—The limitation under paragraph (1) for any 
taxable year shall be reduced (but not below zero) by the amount by which the 
cost of section 179 property placed in service during such taxable year exceeds 
$4,000,000.

(3) Limitation based on income from trade or business.—
(A) In general.—The amount allowed as a deduction under subsection (a) 

for any taxable year (determined after the application of paragraphs (1) and 
(2)) shall not exceed the aggregate amount of taxable income of the taxpayer 
for such taxable year which is derived from the active conduct by the taxpayer 
of any trade or business during such taxable year.

(B) Carryover of disallowed deduction.—The amount allowable as a 
deduction under subsection (a) for any taxable year shall be increased by the 
lesser of—

(i) the aggregate amount disallowed under subparagraph (A) for all pri-
or taxable years (to the extent not previously allowed as a deduction by 
reason of this subparagraph), or

(ii) the excess (if any) of— 
(I) the limitation of paragraphs (1) and (2) (or if lesser, the aggregate 

amount of taxable income referred to in subparagraph (A)), over
(II) the amount allowable as a deduction under subsection (a) for 

such taxable year without regard to this subparagraph.
(C) Computation of taxable income.—For purposes of this paragraph, 

taxable income derived from the conduct of a trade or business shall be com-
puted without regard to the deduction allowable under this section.
(4) Married individuals filing separately.—In the case of a husband and 

wife filing separate returns for the taxable year—
(A) such individuals shall be treated as 1 taxpayer for purposes of para-

graphs (1) and (2), and
(B) unless such individuals elect otherwise, 50 percent of the cost which 

may be taken into account under subsection (a) for such taxable year (before 
application of paragraph (3)) shall be allocated to each such individual.
(5) Limitation on cost taken into account for certain passenger vehi-

cles.— 
(A) In general.—The cost of any sport utility vehicle for any taxable year 

which may be taken into account under this section shall not exceed $25,000.
(B) Sport utility vehicle.—For purposes of subparagraph (A)—
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(i) In general.—The term “sport utility vehicle” means any 4-wheeled 
vehicle—

(I) which is primarily designed or which can be used to carry passen-
gers over public streets, roads, or highways (except any vehicle operated 
exclusively on a rail or rails),

(II) which is not subject to section 280F, and
(III) which is rated at not more than 14,000 pounds gross vehicle 

weight.
(ii) Certain vehicles excluded.—Such term does not include any ve-

hicle which—
(I) is designed to have a seating capacity of more than 9 persons 

behind the driver’s seat,
(II) is equipped with a cargo area of at least 6 feet in interior length 

which is an open area or is designed for use as an open area but is en-
closed by a cap and is not readily accessible directly from the passenger 
compartment, or

(III) has an integral enclosure, fully enclosing the driver compart-
ment and load carrying device, does not have seating rearward of the 
driver’s seat, and has no body section protruding more than 30 inches 
ahead of the leading edge of the windshield.

Sections 179(b)(6), below, is applicable for property placed in service in tax-
able years beginning after December 31, 2024. 

(6) Inflation adjustment.—
(A) In general.—In the case of any taxable year beginning after 2018 

(2025 in the case of the dollar amounts in paragraphs (1) and (2)), the dol-
lar amounts in paragraphs (1), (2), and (5)(A) shall each be increased by an 
amount equal to—

(i) such dollar amount, multiplied by
(ii) the cost-of-living adjustment determined under section 1(f)(3) for 

the calendar year in which the taxable year begins, determined by substi-
tuting in subparagraph (A)(ii) thereof—

(I) in the case of amounts in paragraphs (1) and (2), “calendar year 
2024” for “calendar year 2016”, and

(II) in the case of the amount in paragraph (5)(A), “calendar year 
2017” for “calendar year 2016”.

(B) Rounding.—The amount of any increase under subparagraph (A) 
shall be rounded to the nearest multiple of $10,000 ($100 in the case of any 
increase in the amount under paragraph (5)(A)).

(c) Election.—
(1) In general.—An election under this section for any taxable year shall—

(A) specify the items of section 179 property to which the election applies 
and the portion of the cost of each of such items which is to be taken into ac-
count under subsection (a), and

(B) be made on the taxpayer’s return of the tax imposed by this chapter for 
the taxable year.

Such election shall be made in such manner as the Secretary may by regulations 
prescribe.
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(2) Election.—Any election made under this section, and any specification 
contained in any such election, may be revoked by the taxpayer with respect to 
any property, and such revocation, once made, shall be irrevocable.
(d) Definitions and special rules.—

(1) Section 179 property.—For purposes of this section, the term “section 
179 property” means property—

(A) which is—
(i) tangible property (to which section 168 applies), or
(ii) computer software (as defined in section 197(e)(3)(B)) which is de-

scribed in section 197(e)(3)(A)(i), to which section 167 applies.
(B) which is—

(i) section 1245 property (as defined in section 1245(a)(3)), or
(ii) at the election of the taxpayer, qualified real property (as defined in 

subsection (e)), and
(C) which is acquired by purchase for use in the active conduct of a trade 

or business.
Such term shall not include any property described in section 50(b) (other than 
paragraph (2) thereof).

(2) Purchase defined.—For purposes of paragraph (1), the term “purchase” 
means any acquisition of property, but only if—

(A) the property is not acquired from a person whose relationship to the 
person acquiring it would result in the disallowance of losses under section 267 
or 707(b) (but, in applying section 267(b) and (c) for purposes of this section, 
paragraph (4) of section 267(c) shall be treated as providing that the family of 
an individual shall include only his spouse, ancestors, and lineal descendants),

(B) the property is not acquired by one component member of a controlled 
group from another component member of the same controlled group, and

(C) the basis of the property in the hands of the person acquiring it is not 
determined—

(i) in whole or in part by reference to the adjusted basis of such property 
in the hands of the person from whom acquired, or

(ii) under section 1014(a) (relating to property acquired from a decedent).
(3) Cost.—For purposes of this section, the cost of property does not include 

so much of the basis of such property as is determined by reference to the basis of 
other property held at any time by the person acquiring such property.

(4) Section not to apply to estates and trusts.—This section shall not ap-
ply to estates and trusts.

(5) Section not to apply to certain noncorporate lessors.—This section 
shall not apply to any section 179 property which is purchased by a person who 
is not a corporation and with respect to which such person is the lessor unless—

(A) the property subject to the lease has been manufactured or produced 
by the lessor, or

(B) the term of the lease (taking into account options to renew) is less than 
50 percent of the class life of the property (as defined in section 168(i)(1)), and 
for the period consisting of the first 12 months after the date on which the 
property is transferred to the lessee the sum of the deductions with respect 
to such property which are allowable to the lessor solely by reason of section 
162 (other than rents and reimbursed amounts with respect to such property) 
exceeds 15 percent of the rental income produced by such property.
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(6) Dollar limitation of controlled group.—For purposes of subsection (b) 
of this section— 

(A) all component members of a controlled group shall be treated as one 
taxpayer, and 

(B) the Secretary shall apportion the dollar limitation contained in sub-
section (b)(1) among the component members of such controlled group in such 
manner as he shall by regulations prescribe.
(7) Controlled group defined.—For purposes of paragraphs (2) and (6), the 

term “controlled group” has the meaning assigned to it by section 1563(a), except 
that, for such purposes, the phrase “more than 50 percent” shall be substituted for 
the phrase “at least 80 percent” each place it appears in section 1563(a)(1).

(8) Treatment of partnerships and S corporations.—In the case of a part-
nership, the limitations of subsection (b) shall apply with respect to the partner-
ship and with respect to each partner. A similar rule shall apply in the case of an 
S corporation and its shareholders.

* * *
(10) Recapture in certain cases.—The Secretary shall, by regulations, pro-

vide for recapturing the benefit under any deduction allowable under subsection 
(a) with respect to any property which is not used predominantly in a trade or 
business at any time.
(e) Qualified real property.—For purposes of this section, the term “qualified 

real property” means—
(1) any qualified improvement property described in section 168(e)(6), and
(2) any of the following improvements to nonresidential real property placed in 

service after the date such property was first placed in service:
(A) Roofs.
(B) Heating, ventilation, and air-conditioning property.
(C) Fire protection and alarm systems.
(D) Security systems.

§ 195.	Start-up expenditures
(a) Capitalization of expenditures.—Except as otherwise provided in this sec-

tion, no deduction shall be allowed for start-up expenditures.
(b) Election to deduct.—

(1) Allowance of deduction.—If a taxpayer elects the application of this 
subsection with respect to any start-up expenditures—

(A) the taxpayer shall be allowed a deduction for the taxable year in which 
the active trade or business begins in an amount equal to the lesser of—

(i) the amount of start-up expenditures with respect to the active trade 
or business, or

(ii) $5,000, reduced (but not below zero) by the amount by which such 
start-up expenditures exceed $50,000, and
(B) the remainder of such start-up expenditures shall be allowed as a de-

duction ratably over the 180-month period beginning with the month in which 
the active trade or business begins.
(2) Dispositions before close of amortization period.—In any case in 

which a trade or business is completely disposed of by the taxpayer before the end 
of the period to which paragraph (1) applies, any deferred expenses attributable 
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to such trade or business which were not allowed as a deduction by reason of this 
section may be deducted to the extent allowable under section 165.

* * *
(c) Definitions.—For purposes of this section—

Section 195(c)(1), below, generally is applicable to amounts paid or incurred 
in taxable years beginning after December 31, 2024.

(1) Start-up expenditures.—The term “start-up expenditure” means any 
amount—

(A) paid or incurred in connection with—
(i) investigating the creation or acquisition of an active trade or busi-

ness, or
(ii) creating an active trade or business, or
(iii) any activity engaged in for profit and for the production of income 

before the date on which the active trade or business begins, in anticipation 
of such activity becoming an active trade or business, and
(B) which, if paid or incurred in connection with the operation of an exist-

ing active trade or business (in the same field as the trade or business referred 
to in subparagraph (A)), would be allowable as a deduction for the taxable year 
in which paid or incurred.

The term “start-up expenditure” does not include any amount with respect to 
which a deduction is allowable under section 163(a), 164, 174, or 174A.

(2) Beginning of trade or business.—
(A) In general.—Except as provided in subparagraph (B), the determina-

tion of when an active trade or business begins shall be made in accordance 
with such regulations as the Secretary may prescribe.

(B) Acquired trade or business.—An acquired active trade or business 
shall be treated as beginning when the taxpayer acquires it.

(d) Election.— 
(1) Time for making election.—An election under subsection (b) shall be 

made not later than the time prescribed by law for filing the return for the taxable 
year in which the trade or business begins (including extensions thereof).

(2) Scope of election.—The period selected under subsection (b) shall be ad-
hered to in computing taxable income for the taxable year for which the election is 
made and all subsequent taxable years. 

§ 199A. Qualified business income
Section 199A(a), below, is applicable to taxable years beginning after De-
cember 31, 2025.

(a) Allowance of deduction.—In the case of a taxpayer other than a corpora-
tion, except as provided in subsection (i), there shall be allowed as a deduction for any 
taxable year an amount equal to the lesser of—

(1) the combined qualified business income amount of the taxpayer, or
(2) an amount equal to 20 percent of the excess (if any) of—

(A) the taxable income of the taxpayer for the taxable year, over
(B) the net capital gain (as defined in section 1(h)) of the taxpayer for such 

taxable year.
(b) Combined qualified business income amount.—For purposes of this sec-

tion—
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(1) In general.—The term “combined qualified business income amount” 
means, with respect to any taxable year, an amount equal to—

(A) the sum of the amounts determined under paragraph (2) for each qual-
ified trade or business carried on by the taxpayer, plus

(B) 20 percent of the aggregate amount of the qualified REIT dividends and 
qualified publicly traded partnership income of the taxpayer for the taxable 
year.
(2) Determination of deductible amount for each trade or business.—

The amount determined under this paragraph with respect to any qualified trade 
or business is the lesser of—

(A) 20 percent of the taxpayer’s qualified business income with respect to 
the qualified trade or business, or

(B) the greater of—
(i) 50 percent of the W-2 wages with respect to the qualified trade or 

business, or
(ii) the sum of 25 percent of the W-2 wages with respect to the qualified 

trade or business, plus 2.5 percent of the unadjusted basis immediately 
after acquisition of all qualified property.

(3) Modifications to limit based on taxable income.— 
(A) Exception from limit.—In the case of any taxpayer whose taxable 

income for the taxable year does not exceed the threshold amount, paragraph 
(2) shall be applied without regard to subparagraph (B).

Section 199A(b)(3)(B)(i) and (ii), below, are applicable to taxable years be-
ginning after December 31, 2025.

(B) Phase-in of limit for certain taxpayers.—
(i) In general.—If—

(I) the taxable income of a taxpayer for any taxable year exceeds the 
threshold amount, but does not exceed the sum of the threshold amount 
plus $75,000 ($150,000 in the case of a joint return), and

(II) the amount determined under paragraph (2)(B) (determined 
without regard to this subparagraph) with respect to any qualified trade 
or business carried on by the taxpayer is less than the amount deter-
mined under paragraph (2)(A) with respect such trade or business,
then paragraph (2) shall be applied with respect to such trade or busi-
ness without regard to subparagraph (B) thereof and by reducing the 
amount determined under subparagraph (A) thereof by the amount de-
termined under clause (ii).
(ii) Amount of reduction.—The amount determined under this sub-

paragraph is the amount which bears the same ratio to the excess amount 
as—

(I) the amount by which the taxpayer’s taxable income for the tax-
able year exceeds the threshold amount, bears to

(II) $75,000 ($150,000 in the case of a joint return).
(iii) Excess amount.—For purposes of clause (ii), the excess amount 

is the excess of—
(I) the amount determined under paragraph (2)(A) (determined 

without regard to this paragraph), over
(II) the amount determined under paragraph (2)(B) (determined 

without regard to this paragraph). 
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(4) Wages, etc.— 
(A) In general.—The term “W-2 wages” means, with respect to any person 

for any taxable year of such person, the amounts described in paragraphs (3) 
and (8) of section 6051(a) paid by such person with respect to employment of 
employees by such person during the calendar year ending during such taxable 
year.

(B) Limitation to wages attributable to qualified business income.—
Such term shall not include any amount which is not properly allocable to 
qualified business income for purposes of subsection (c)(1).

(C) Return requirement.—Such term shall not include any amount 
which is not properly included in a return filed with the Social Security Ad-
ministration on or before the 60th day after the due date (including extensions) 
for such return.
(5) Acquisitions, dispositions, and short taxable years.—The Secretary 

shall provide for the application of this subsection in cases of a short taxable year 
or where the taxpayer acquires, or disposes of, the major portion of a trade or 
business or the major portion of a separate unit of a trade or business during the 
taxable year.

(6) Qualified property.—For purposes of this section:
(A) In general.—The term “qualified property” means, with respect to any 

qualified trade or business for a taxable year, tangible property of a character 
subject to the allowance for depreciation under section 167—

(i) which is held by, and available for use in, the qualified trade or busi-
ness at the close of the taxable year,

(ii) which is used at any point during the taxable year in the production 
of qualified business income, and

(iii) the depreciable period for which has not ended before the close of 
the taxable year.
(B) Depreciable period.—The term “depreciable period” means, with re-

spect to qualified property of a taxpayer, the period beginning on the date the 
property was first placed in service by the taxpayer and ending on the later 
of—

(i) the date that is 10 years after such date, or
(ii) the last day of the last full year in the applicable recovery period 

that would apply to the property under section 168(determined without re-
gard to subsection (g) thereof).

* * *
(c) Qualified business income.—For purposes of this section—

(1) In general.—The term “qualified business income” means, for any tax-
able year, the net amount of qualified items of income, gain, deduction, and loss 
with respect to any qualified trade or business of the taxpayer. Such term shall 
not include any qualified REIT dividends or qualified publicly traded partnership 
income.

(2) Carryover of losses.—If the net amount of qualified income, gain, deduc-
tion, and loss with respect to qualified trades or businesses of the taxpayer for 
any taxable year is less than zero, such amount shall be treated as a loss from a 
qualified trade or business in the succeeding taxable year.

(3) Qualified items of income, gain, deduction, and loss.—For purposes 
of this subsection—
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(A) In general.—The term “qualified items of income, gain, deduction, and 
loss” means items of income, gain, deduction, and loss to the extent such items 
are—

(i) effectively connected with the conduct of a trade or business within 
the United States (within the meaning of section 864(c), determined by sub-
stituting ’qualified trade or business (within the meaning of section 199A)’ 
for ’nonresident alien individual or a foreign corporation’ or for ’a foreign 
corporation’ each place it appears), and

(ii) included or allowed in determining taxable income for the taxable 
year.
(B) Exceptions.—The following items shall not be taken into account as a 

qualified item of income, gain, deduction, or loss:
(i) Any item of short-term capital gain, short-term capital loss, long-

term capital gain, or long-term capital loss.
(ii) Any dividend, income equivalent to a dividend, or payment in lieu of 

dividends described in section 954(c)(1)(G).* * *
(iii) Any interest income other than interest income which is properly 

allocable to a trade or business.
(iv) Any item of gain or loss described in subparagraph (C) or (D) of 

section 954(c)(1) (applied by substituting ’qualified trade or business’ for 
’controlled foreign corporation’).

(v) Any item of income, gain, deduction, or loss taken into account under 
section 954(c)(1)(F) (determined without regard to clause (ii) thereof and 
other than items attributable to notional principal contracts entered into in 
transactions qualifying under section 1221(a)(7)).

(vi) Any amount received from an annuity which is not received in con-
nection with the trade or business.

(vii) Any item of deduction or loss properly allocable to an amount de-
scribed in any of the preceding clauses.

Section 199A(c)(4), below, is applicable to taxable years beginning after De-
cember 31, 2024.

(4) Treatment of reasonable compensation and guaranteed pay-
ments.—Qualified business income shall not include—

(A) reasonable compensation paid to the taxpayer by any qualified trade 
or business of the taxpayer for services rendered with respect to the trade or 
business,

(B) any guaranteed payment described in section 707(c) paid to a partner 
for services rendered with respect to the trade or business,

(C) to the extent provided in regulations, any payment described in section 
707(a) to a partner for services rendered with respect to the trade or business, 
and

(D) any amount with respect to which a deduction is allowable to the tax-
payer under section 224(a) for the taxable year.

(d) Qualified trade or business.—For purposes of this section— 
(1) In general.—The term “qualified trade or business” means any trade or 

business other than—
(A) a specified service trade or business, or
(B) the trade or business of performing services as an employee.
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(2) Specified service trade or business.—The term “specified service trade 
or business” means any trade or business—

(A) which is described in section 1202(e)(3)(A) (applied without regard to 
the words ’engineering, architecture,’) or which would be so described if the 
term ’employees or owners’ were substituted for ’employees’ therein, or

(B) which involves the performance of services that consist of investing 
and investment management, trading, or dealing in securities (as defined in 
section 475(c)(2)), partnership interests, or commodities (as defined in section 
475(e)(2)). 

Section 199A(d)(3), below, is applicable to taxable years beginning after De-
cember 31, 2025.

(3) Exception for specified service businesses based on taxpayer’s in-
come.—

(A) In general.—If, for any taxable year, the taxable income of any taxpay-
er is less than the sum of the threshold amount plus $75,000 ($150,000 in the 
case of a joint return), then—

(i) any specified service trade or business of the taxpayer shall not fail 
to be treated as a qualified trade or business due to paragraph (1)(A), but

(ii) only the applicable percentage of qualified items of income, gain, 
deduction, or loss, and the W-2 wages and the unadjusted basis immediate-
ly after acquisition of qualified property, of the taxpayer allocable to such 
specified service trade or business shall be taken into account in computing 
the qualified business income, W-2 wages, and the unadjusted basis imme-
diately after acquisition of qualified property of the taxpayer for the taxable 
year for purposes of applying this section.
(B) Applicable percentage.—For purposes of subparagraph (A), the term 

“applicable percentage” means, with respect to any taxable year, 100 percent 
reduced (not below zero) by the percentage equal to the ratio of—

(i) the taxable income of the taxpayer for the taxable year in excess of 
the threshold amount, bears to

(ii) $75,000 ($150,000 in the case of a joint return).
(e) Other definitions.—For purposes of this section— 

Section 199A(e)(1), below, is applicable to taxable years beginning after De-
cember 31, 2025.

(1) Taxable income.—Except as otherwise provided in subsection (g)(2)(B), 
taxable income shall be computed without regard to section 68 and without regard 
to any deduction allowable under this section.

(2) Threshold amount.—
(A) In general.—The term “threshold amount” means $157,500 (200 per-

cent of such amount in the case of a joint return).
(B) Inflation adjustment.—In the case of any taxable year beginning 

after 2018, the dollar amount in subparagraph (A) shall be increased by an 
amount equal to—

(i) such dollar amount, multiplied by
(ii) the cost-of-living adjustment determined under section 1(f)(3) for 

the calendar year in which the taxable year begins, determined by substi-
tuting ’calendar year 2017’ for ’calendar year 2016’ in subparagraph (A)(ii) 
thereof.
The amount of any increase under the preceding sentence shall be rounded 
as provided in section 1(f)(7). 
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(3) Qualified REIT dividend.—The term “qualified REIT dividend” means 
any dividend from a real estate investment trust received during the taxable year 
which—

(A) is not a capital gain dividend, as defined in section 857(b)(3), and
(B) is not qualified dividend income, as defined in section 1(h)(11).

(4) Qualified publicly traded partnership income.—The term “qualified 
publicly traded partnership income” means, with respect to any qualified trade or 
business of a taxpayer, the sum of—

(A) the net amount of such taxpayer’s allocable share of each qualified item 
of income, gain, deduction, and loss (as defined in subsection (c)(3) and deter-
mined after the application of subsection (c)(4)) from a publicly traded partner-
ship (as defined in section 7704(a)) which is not treated as a corporation under 
section 7704(c), plus

(B) any gain recognized by such taxpayer upon disposition of its interest 
in such partnership to the extent such gain is treated as an amount realized 
from the sale or exchange of property other than a capital asset under section 
751(a).

(f) Special rules.—
(1) Application to partnerships and S corporations.—

(A) In general.—In the case of a partnership or S corporation—
(i) this section shall be applied at the partner or shareholder level,
(ii) each partner or shareholder shall take into account such person’s al-

locable share of each qualified item of income, gain, deduction, and loss, and
(iii) each partner or shareholder shall be treated for purposes of sub-

section (b) as having W-2 wages and unadjusted basis immediately after 
acquisition of qualified property for the taxable year in an amount equal 
to such person’s allocable share of the W-2 wages and the unadjusted basis 
immediately after acquisition of qualified property of the partnership or 
S corporation for the taxable year (as determined under regulations pre-
scribed by the Secretary). 
For purposes of clause (iii), a partner’s or shareholder’s allocable share 
of W-2 wages shall be determined in the same manner as the partner’s 
or shareholder’s allocable share of wage expenses. For purposes of such 
clause, partner’s or shareholder’s allocable share of the unadjusted basis 
immediately after acquisition of qualified property shall be determined in 
the same manner as the partner’s or shareholder’s allocable share of depre-
ciation. For purposes of this subparagraph, in the case of an S corporation, 
an allocable share shall be the shareholder’s pro rata share of an item.
(B) Application to trusts and estates.—Rules similar to the rules under 

section 199(d)(1)(B)(i) (as in effect on December 1, 2017) for the apportion-
ment of W-2 wages shall apply to the apportionment of W-2 wages and the 
apportionment of unadjusted basis immediately after acquisition of qualified 
property under this section.

(C) Treatment of trades or business in Puerto Rico.—
(i) In general.—In the case of any taxpayer with qualified business 

income from sources within the commonwealth of Puerto Rico, if all such 
income is taxable under section 1 for such taxable year, then for purpos-
es of determining the qualified business income of such taxpayer for such 
taxable year, the term ’United States’ shall include the Commonwealth of 
Puerto Rico.

(ii) Special rule for applying limit.—In the case of any taxpayer de-
scribed in clause (i), the determination of W-2 wages of such taxpayer with 
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respect to any qualified trade or business conducted in Puerto Rico shall be 
made without regard to any exclusion under section 3401(a)(8) for remu-
neration paid for services in Puerto Rico. 

(2) Coordination with minimum tax.—For purposes of determining alter-
native minimum taxable income under section 55, qualified business income shall 
be determined without regard to any adjustments under sections 56 through 59.

(3) Deduction limited to income taxes.—The deduction under subsection 
(a) shall only be allowed for purposes of this chapter.

(4) Regulations.—The Secretary shall prescribe such regulations as are nec-
essary to carry out the purposes of this section, including regulations—

(A) for requiring or restricting the allocation of items and wages under this 
section and such reporting requirements as the Secretary determines appro-
priate, and 

(B) for the application of this section in the case of tiered entities.

* * *
(h) Anti-abuse rules.—The Secretary shall—

(1) apply rules similar to the rules under section 179(d)(2) in order to prevent 
the manipulation of the depreciable period of qualified property using transac-
tions between related 	parties, and

(2) prescribe rules for determining the unadjusted basis immediately after 
acquisition of qualified property acquired in like-kind exchanges or involuntary 
conversions.

Section 199A(i), below, is applicable to taxable years beginning after Decem-
ber 31, 2025.

(i) Minimum deduction for active qualified business income.—
(1) In general.—In the case of an applicable taxpayer for any taxable year, 

the deduction allowed under subsection (a) for the taxable year shall be equal to 
the greater of—

(A) the amount of such deduction determined without regard to this sub-
section, or

(B) $400.
(2) Applicable taxpayer.—For purposes of this subsection—

(A) In general.—The term “applicable taxpayer” means, with respect to 
any taxable year, a taxpayer whose aggregate qualified business income with 
respect to all active qualified trades or businesses of the taxpayer for such tax-
able year is at least $1,000.

(B) Active qualified trade or business.—The term “active qualified 
trade or business” means, with respect to any taxpayer for any taxable year, 
any qualified trade or business of the taxpayer in which the taxpayer materi-
ally participates (within the meaning of section 469(h)).
(3) Inflation adjustment.—In the case of any taxable year beginning after 

2026, the $400 amount in paragraph (1)(B) and the $1,000 amount in paragraph 
(2)(A) shall each be increased by an amount equal to—

(A) such dollar amount, multiplied by
(B) the cost-of-living adjustment determined under section 1(f)(3) for the 

calendar year in which the taxable year begins, determined by substituting 
“calendar year 2025” for “calendar year 2016” in subparagraph (A)(ii) thereof.
If any increase under this paragraph is not a multiple of $5, such increase shall 
be rounded to the nearest multiple of $5.
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§ 217. Moving expenses
(a) Deduction allowed.—There shall be allowed as a deduction moving expens-

es paid or incurred during the taxable year in connection with the commencement 
of work by the taxpayer as an employee or as a self-employed individual at a new 
principal place of work.

(b) Definition of moving expenses.—
(1) In general.—For purposes of this section, the term “moving expenses” 

means only the reasonable expenses—
(A) of moving household goods and personal effects from the former resi-

dence to the new residence, and 
(B) of traveling (including lodging) from the former residence to the new 

place of residence.
Such term shall not include any expenses for meals.
(2) Individuals other than taxpayer.—In the case of any individual other 

than the taxpayer, expenses referred to in paragraph (1) shall be taken into ac-
count only if such individual has both the former residence and the new residence 
as his principal place of abode and is a member of the taxpayer’s household.
(c) Conditions for allowance.—No deduction shall be allowed under this sec-

tion unless— 
(1) the taxpayer’s new principal place of work—

(A) is at least 50 miles farther from his former residence than was his for-
mer principal place of work, or 

(B) if he had no former principal place of work, is at least 50 miles from his 
former residence, and
(2) either—

(A) during the 12-month period immediately following his arrival in the 
general location of his new principal place of work, the taxpayer is a full-time 
employee, in such general location, during at least 39 weeks, or

(B) during the 24-month period immediately following his arrival in the 
general location of his new principal place of work, the taxpayer is a full-time 
employee or performs services as a self-employed individual on a full-time ba-
sis, in such general location, during at least 78 weeks, of which not less than 39 
weeks are during the 12-month period referred to in subparagraph (A).
For purposes of paragraph (1), the distance between two points shall be the 
shortest of the more commonly traveled routes between such two points.

(d) Rules for application of subsection (c)(2).— 
(1) The condition of subsection (c)(2) shall not apply if the taxpayer is unable 

to satisfy such condition by reason of—
(A) death or disability, or
(B) involuntary separation (other than for willful misconduct) from the 

service of, or transfer for the benefit of, an employer after obtaining full-time 
employment in which the taxpayer could reasonably have been expected to 
satisfy such condition.
(2) If a taxpayer has not satisfied the condition of subsection (c)(2) before the 

time prescribed by law (including extensions thereof) for filing the return for the 
taxable year during which he paid or incurred moving expenses which would oth-
erwise be deductible under this section, but may still satisfy such condition, then 
such expenses may (at the election of the taxpayer) be deducted for such taxable 
year notwithstanding subsection (c)(2).
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(3) If—
(A) for any taxable year moving expenses have been deducted in accordance 

with the rule provided in paragraph (2), and
(B) the condition of subsection (c)(2) cannot be satisfied at the close of a 

subsequent taxable year,
then an amount equal to the expenses which were so deducted shall be includ-
ed in gross income for the first such subsequent taxable year.

* * *
(f) Self-employed individual.—For purposes of this section, the term “self-em-

ployed individual” means an individual who performs personal services—
(1) as the owner of the entire interest in an unincorporated trade or business, 

or
(2) as a partner in a partnership carrying on a trade or business.

* * *
(h) Special rules for foreign moves.— 

(1) Allowance of certain storage fees.—In the case of a foreign move, for 
purposes of this section, the moving expenses described in subsection (b)(1)(A) 
include the reasonable expenses—

(A) of moving household goods and personal effects to and from storage, 
and

(B) of storing such goods and effects for part or all of the period during 
which the new place of work continues to be the taxpayer’s principal place of 
work.

* * *
(i) Allowance of deductions in case of retirees or decedents who were 

working abroad.—
(1) In general.—In the case of any qualified retiree moving expenses or qual-

ified survivor moving expenses—
(A) this section (other than subsection (h)) shall be applied with respect to 

such expenses as if they were incurred in connection with the commencement 
of work by the taxpayer as an employee at a new principal place of work locat-
ed within the United States, and

(B) the limitations of subsection (c)(2) shall not apply.
(2) Qualified retiree moving expenses.—For purposes of paragraph (1), the 

term “qualified retiree moving expenses” means any moving expenses—
(A) which are incurred by an individual whose former principal place of 

work and former residence were outside the United States, and
(B) which are incurred for a move to a new residence in the United States 

in connection with the bona fide retirement of the individual.
(3) Qualified survivor moving expenses.—For purposes of paragraph (1), 

the term “qualified survivor moving expenses” means moving expenses—
(A) which are paid or incurred by the spouse or any dependent of any dece-

dent who (as of the time of his death) had a principal place of work outside the 
United States, and

(B) which are incurred for a move which begins within 6 months after the 
death of such decedent and which is to a residence in the United States from 
a former residence outside the United States which (as of the time of the dece-
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dent’s death) was the residence of such decedent and the individual paying or 
incurring the expense. 

(j) Regulations.—The Secretary shall prescribe such regulations as may be nec-
essary to carry out the purposes of this section.
Section 217(k), below, is applicable to taxable years beginning after Decem-
ber 31, 2025.

(k) Suspension of deduction for taxable years beginning after 2017.—
(1) In general.—Except in the case of an individual to whom subsection (g) 

applies, this section shall not apply to any taxable year beginning after December 
31, 2017.

(2) Members of the intelligence community.—An employee or new ap-
pointee of the intelligence community (as defined in section 3 of the National Se-
curity Act of 1947 (50 U.S.C. 3003)) (other than a member of the Armed Forces of 
the United States) who moves pursuant to a change in assignment which requires 
relocation shall be treated for purposes of this section in the same manner as an 
individual to whom subsection (g) applies.

§ 223.	Health savings accounts
(a) Deduction allowed.—In the case of an individual who is an eligible individual 

for any month during the taxable year, there shall be allowed as a deduction for the tax-
able year an amount equal to the aggregate amount paid in cash during such taxable 
year by or on behalf of such individual to a health savings account of such individual.

(b) Limitations.—
(1) In general.—The amount allowable as a deduction under subsection (a) to an 

individual for the taxable year shall not exceed the sum of the monthly limitations for 
months during such taxable year that the individual is an eligible individual.

* * *
(4) Coordination with other contributions.—The limitation which would 

(but for this paragraph) apply under this subsection to an individual for any tax-
able year shall be reduced (but not below zero) by the sum of—

(A) the aggregate amount paid for such taxable year to Archer MSAs of 
such individual,

(B) the aggregate amount contributed to health savings accounts of such 
individual which is excludable from the taxpayer’s gross income for such tax-
able year under section 106(d) (and such amount shall not be allowed as a 
deduction under subsection (a)) * * *

* * *
(6) Denial of deduction to dependents.—No deduction shall be allowed un-

der this section to any individual with respect to whom a deduction under section 
151 is allowable to another taxpayer for a taxable year beginning in the calendar 
year in which such individual’s taxable year begins. 

* * *
(c) Definitions and special rules.—For purposes of this section—

(1) Eligible individual.—
(A) In general.—The term “eligible individual” means, with respect to any 

month, any individual if—
(i) such individual is covered under a high deductible health plan as of 

the 1st day of such month, and
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(ii) such individual is not, while covered under a high deductible health 
plan, covered under any health plan—

(I) which is not a high deductible health plan, and
(II) which provides coverage for any benefit which is covered under 

the high deductible health plan.
(B) Certain coverage disregarded.—Subparagraph (A)(ii) shall be ap-

plied without regard to—
(i) coverage for any benefit provided by permitted insurance, and
(ii) coverage (whether through insurance or otherwise) for accidents, 

disability, dental care, vision care, long‑term care, or telehealth and other 
remote care * * *

* * *
Section 223(c)(1)(E), below, is applicable to months beginning after Decem-
ber 31, 2025.

(E) Treatment of direct primary care service arrangements.—
(i) In general.—A direct primary care service arrangement shall not be 

treated as a health plan for purposes of subparagraph (A)(ii).
(ii) Direct primary care service arrangement.—For purposes of 

this subparagraph—
(I) In general.—The term “direct primary care service arrange-

ment” means, with respect to any individual, an arrangement under 
which such individual is provided medical care (as defined in section 
213(d)) consisting solely of primary care services provided by primary 
care practitioners (as defined in section 1833(x)(2)(A) of the Social Se-
curity Act, determined without regard to clause (ii) thereof), if the sole 
compensation for such care is a fixed periodic fee.

(II) Limitation.—With respect to any individual for any month, 
such term shall not include any arrangement if the aggregate fees for all 
direct primary care service arrangements (determined without regard 
to this subclause) with respect to such individual for such month exceed 
$150 (twice such dollar amount in the case of an individual with any 
direct primary care service arrangement (as so determined) that covers 
more than one individual).
(iii) Certain services specifically excluded from treatment as 

primary care services.—For purposes of this subparagraph, the term 
“primary care services” shall not include—

(I) procedures that require the use of general anesthesia,
(II) prescription drugs (other than vaccines), and
(III) laboratory services not typically administered in an ambulatory 

primary care setting.
The Secretary, after consultation with the Secretary of Health and Hu-
man Services, shall issue regulations or other guidance regarding the 
application of this clause.

(2) High deductible health plan.—
(A) In general.—The term “high deductible health plan” means a health 

plan—
(i) which has an annual deductible which is not less than—

(I) $1,000 for self‑only coverage, and
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(II) twice the dollar amount in subclause (I) for family coverage, and
(ii) the sum of the annual deductible and the other annual out‑of‑pocket 

expenses required to be paid under the plan (other than for premiums) for 
covered benefits does not exceed—

(I) $5,000 for self‑only coverage, and
(II) twice the dollar amount in subclause (I) for family coverage.

(B) Exclusion of certain plans.—Such term does not include a health plan 
if substantially all of its coverage is coverage described in paragraph (1)(B).

(C) Safe harbor for absence of preventive care deductible.—A plan 
shall not fail to be treated as a high deductible health plan by reason of failing 
to have a deductible for preventive care (within the meaning of section 1861 of 
the Social Security Act, except as otherwise provided by the Secretary).

(D) Special rules for network plans.—In the case of a plan using a net-
work of providers—

(i) Annual out‑of‑pocket limitation.—Such plan shall not fail to be 
treated as a high deductible health plan by reason of having an out‑of‑pock-
et limitation for services provided outside of such network which exceeds 
the applicable limitation under subparagraph (A)(ii).

(ii) Annual deductible.—Such plan’s annual deductible for services 
provided outside of such network shall not be taken into account for pur-
poses of subsection (b)(2).
(E) Safe harbor for absence of deductible for telehealth.—A plan 

shall not fail to be treated as a high deductible health plan by reason of failing 
to have a deductible for telehealth and other remote care services.

* * *
Section 223(c)(2)(H), below, is applicable to months beginning after Decem-
ber 31, 2025.

(H) Bronze and catastrophic plans treated as high deductible 
health plans.—The term “high deductible health plan” shall include any plan 
which is—

(i) available as individual coverage through an Exchange established 
under section 1311 or 1321 of the Patient Protection and Affordable Care 
Act, and

(ii) described in subsection (d)(1)(A) or (e) of section 1302 of such Act.
(3) Permitted insurance.—The term “permitted insurance” means—

(A) insurance if substantially all of the coverage provided under such in-
surance relates to—

(i) liabilities incurred under workers’ compensation laws,
(ii) tort liabilities,
(iii) liabilities relating to ownership or use of property, or
(iv) such other similar liabilities as the Secretary may specify by regu-

lations,
(B) insurance for a specified disease or illness, and 
(C) insurance paying a fixed amount per day (or other period) of hospital-

ization.
(4) Family coverage.—The term “family coverage” means any coverage other 

than self‑only coverage.
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(5) Archer MSA.—The term “Archer MSA” has the meaning given such term 
in section 220(d).
(d) Health savings account.—For purposes of this section—

(1) In general.—The term “health savings account” means a trust created 
or organized in the United States as a health savings account exclusively for the 
purpose of paying the qualified medical expenses of the account beneficiary, but 
only if the written governing instrument creating the trust meets the following 
requirements:

(A) Except in the case of a rollover contribution described in subsection (f)
(5) or section 220(f)(5), no contribution will be accepted—

(i) unless it is in cash, or
(ii) to the extent such contribution, when added to previous contribu-

tions to the trust for the calendar year, exceeds the sum of—
(I) the dollar amount in effect under subsection (b)(2)(B), and
(II) the dollar amount in effect under subsection (b)(3)(B).

(B) The trustee is a bank (as defined in section 408(n)), an insurance com-
pany (as defined in section 816), or another person who demonstrates to the 
satisfaction of the Secretary that the manner in which such person will admin-
ister the trust will be consistent with the requirements of this section.

(C) No part of the trust assets will be invested in life insurance contracts.
(D) The assets of the trust will not be commingled with other property ex-

cept in a common trust fund or common investment fund.
(E) The interest of an individual in the balance in his account is nonfor-

feitable.
(2) Qualified medical expenses.—

(A) In general.—The term “qualified medical expenses” means, with re-
spect to an account beneficiary, amounts paid by such beneficiary for medical 
care (as defined in section 213(d)) for such individual, the spouse of such in-
dividual, and any dependent (as defined in section 152, determined without 
regard to subsections (b)(1), (b)(2), and (d)(1)(B) thereof) of such individual, but 
only to the extent such amounts are not compensated for by insurance or oth-
erwise. For purposes of this subparagraph, amounts paid for menstrual care 
products shall be treated as paid for medical care.

(B) Health insurance may not be purchased from account.—Sub-
paragraph (A) shall not apply to any payment for insurance.

Section 223(d)(2)(C), below, is applicable to months beginning after Decem-
ber 31, 2025.

(C) Exceptions.—Subparagraph (B) shall not apply to any expense for 
coverage under—

(i) a health plan during any period of continuation coverage required 
under any Federal law,

(ii) a qualified long-term care insurance contract (as defined in section 
7702B(b)),

(iii) a health plan during a period in which the individual is receiving 
unemployment compensation under any Federal or State law,

(iv) in the case of an account beneficiary who has attained the age spec-
ified in section 1811 of the Social Security Act, any health insurance other 
than a medicare supplemental policy (as defined in section 1882 of the So-
cial Security Act), or
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(v) any direct primary care service arrangement.
(D) Menstrual care product.—For purposes of this paragraph, the term 

“menstrual care product” means a tampon, pad, liner, cup, sponge, or similar 
product used by individuals with respect to menstruation or other genital-tract 
secretions.
(3) Account beneficiary.—The term “account beneficiary” means the indi-

vidual on whose behalf the health savings account was established.
(4) Certain rules to apply.—Rules similar to the following rules shall apply 

for purposes of this section:
(A) Section 219(d)(2) (relating to no deduction for rollovers).
(B) Section 219(f)(3) (relating to time when contributions deemed made).
(C) Except as provided in section 106(d), section 219(f)(5) (relating to em-

ployer payments).
(D) Section 408(g) (relating to community property laws).
(E) Section 408(h) (relating to custodial accounts). 

(e) Tax treatment of accounts.—
(1) In general.—A health savings account is exempt from taxation under this 

subtitle unless such account has ceased to be a health savings account. Notwith-
standing the preceding sentence, any such account is subject to the taxes imposed 
by section 511 (relating to imposition of tax on unrelated business income of char-
itable, etc. organizations).

(2) Account terminations.—Rules similar to the rules of paragraphs (2) and 
(4) of section 408(e) shall apply to health savings accounts, and any amount treat-
ed as distributed under such rules shall be treated as not used to pay qualified 
medical expenses.
(f) Tax treatment of distributions.—

(1) Amounts used for qualified medical expenses.—Any amount paid or 
distributed out of a health savings account which is used exclusively to pay qual-
ified medical expenses of any account beneficiary shall not be includible in gross 
income.

(2) Inclusion of amounts not used for qualified medical expenses.—Any 
amount paid or distributed out of a health savings account which is not used ex-
clusively to pay the qualified medical expenses of the account beneficiary shall be 
included in the gross income of such beneficiary. 

* * *
(4) Additional tax on distributions not used for qualified medical ex-

penses.—
(A) In general.‑—The tax imposed by this chapter on the account benefi-

ciary for any taxable year in which there is a payment or distribution from a 
health savings account of such beneficiary which is includible in gross income 
under paragraph (2) shall be increased by 20 percent of the amount which is 
so includible.

(B) Exception for disability or death.—Subparagraph (A) shall not ap-
ply if the payment or distribution is made after the account beneficiary be-
comes disabled within the meaning of section 72(m)(7) or dies.

(C) Exception for distributions after medicare eligibility.—Subpara-
graph (A) shall not apply to any payment or distribution after the date on 
which the account beneficiary attains the age specified in section 1811 of the 
Social Security Act.
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(5) Rollover contribution.—An amount is described in this paragraph as a 
rollover contribution if it meets the requirements of subparagraphs (A) and (B).

(A) In general.—Paragraph (2) shall not apply to any amount paid or dis-
tributed from a health savings account to the account beneficiary to the extent 
the amount received is paid into a health savings account for the benefit of 
such beneficiary not later than the 60th day after the day on which the benefi-
ciary receives the payment or distribution.

(B) Limitation.—This paragraph shall not apply to any amount described 
in subparagraph (A) received by an individual from a health savings account 
if, at any time during the 1-year period ending on the day of such receipt, such 
individual received any other amount described in subparagraph (A) from a 
health savings account which was not includible in the individual’s gross in-
come because of the application of this paragraph.
(6) Coordination with medical expense deduction.—For purposes of de-

termining the amount of the deduction under section 213, any payment or distri-
bution out of a health savings account for qualified medical expenses shall not be 
treated as an expense paid for medical care.

(7) Transfer of account incident to divorce.—The transfer of an individu-
al’s interest in a health savings account to an individual’s spouse or former spouse 
under a divorce or separation instrument described in clause (i) of section 121(d)
(3)(C) shall not be considered a taxable transfer made by such individual notwith-
standing any other provision of this subtitle, and such interest shall, after such 
transfer, be treated as a health savings account with respect to which such spouse 
is the account beneficiary. 

(8) Treatment after death of account beneficiary.—
(A) Treatment if designated beneficiary is spouse.—If the account 

beneficiary’s surviving spouse acquires such beneficiary’s interest in a health 
savings account by reason of being the designated beneficiary of such account 
at the death of the account beneficiary, such health savings account shall be 
treated as if the spouse were the account beneficiary.

(B) Other cases.—
(i) In general.—If, by reason of the death of the account beneficiary, 

any person acquires the account beneficiary’s interest in a health savings 
account in a case to which subparagraph (A) does not apply—

(I) such account shall cease to be a health savings account as of the 
date of death, and

(II) an amount equal to the fair market value of the assets in such 
account on such date shall be includible if such person is not the estate 
of such beneficiary, in such person’s gross income for the taxable year 
which includes such date, or if such person is the estate of such benefi-
ciary, in such beneficiary’s gross income for the last taxable year of such 
beneficiary
(ii) Special rules.—

(I) Reduction of inclusion for predeath expenses.—The amount 
includible in gross income under clause (i) by any person (other than the 
estate) shall be reduced by the amount of qualified medical expenses 
which were incurred by the decedent before the date of the decedent’s 
death and paid by such person within 1 year after such date.

(II) Deduction for estate taxes.—An appropriate deduction shall 
be allowed under section 691(c) to any person (other than the decedent 
or the decedent’s spouse) with respect to amounts included in gross in-
come under clause (i) by such person. 
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Section 223(g)(1), below, is applicable to months beginning after December 
31, 2025.

(1) In general.—Each dollar amount in subsections (b)(2), (c)(2)(A), and in the 
case of taxable years beginning after 2026, (c)(1)(E)(ii)(II) shall be increased by an 
amount equal to—

(A) such dollar amount, multiplied by
(B) the cost-of-living adjustment determined under section 1(f)(3)* * *.

* * *
Section 224, below, is applicable to taxable years beginning after December 
31, 2024.

§ 224.	Qualified tips
(a) In general.—There shall be allowed as a deduction an amount equal to the 

qualified tips received during the taxable year that are included on statements fur-
nished to the individual pursuant to section 6041(d)(3), 6041A(e)(3), 6050W(f)(2), or 
6051(a)(18), or reported by the taxpayer on Form 4137 (or successor).

(b) Limitation.—
(1) In general.—The amount allowed as a deduction under this section for 

any taxable year shall not exceed $25,000.
(2) Limitation based on adjusted gross income.—

(A) In general.—The amount allowable as a deduction under subsection 
(a) (after application of paragraph (1)) shall be reduced (but not below zero) by 
$100 for each $1,000 by which the taxpayer’s modified adjusted gross income 
exceeds $150,000 ($300,000 in the case of a joint return).

(B) Modified adjusted gross income.—For purposes of this paragraph, 
the term “modified adjusted gross income” means the adjusted gross income of 
the taxpayer for the taxable year increased by any amount excluded from gross 
income under section 911, 931, or 933.

(c) Tips received in course of trade or business.—In the case of qualified tips 
received by an individual during any taxable year in the course of a trade or business 
(other than the trade or business of performing services as an employee) of such in-
dividual, such qualified tips shall be taken into account under subsection (a) only to 
the extent that the gross income for the taxpayer from such trade or business for such 
taxable year (including such qualified tips) exceeds the sum of the deductions (other 
than the deduction allowed under this section) allocable to the trade or business in 
which such qualified tips are received by the individual for such taxable year.

(d) Qualified tips.—For purposes of this section—
(1) In general.—The term “qualified tips” means cash tips received by an indi-

vidual in an occupation which customarily and regularly received tips on or before 
December 31, 2024, as provided by the Secretary.

(2) Exclusions.—Such term shall not include any amount received by an in-
dividual unless—

(A) such amount is paid voluntarily without any consequence in the event 
of nonpayment, is not the subject of negotiation, and is determined by the 
payor,

(B) the trade or business in the course of which the individual receives 
such amount is not a specified service trade or business (as defined in section 
199A(d)(2)), and

(C) such other requirements as may be established by the Secretary in reg-
ulations or other guidance are satisfied.
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For purposes of subparagraph (B), in the case of an individual receiving tips in 
the trade or business of performing services as an employee, such individual 
shall be treated as receiving tips in the course of a trade or business which is a 
specified service trade or business if the trade or business of the employer is a 
specified service trade or business.
(3) Cash tips.—For purposes of paragraph (1), the term “cash tips” includes 

tips received from customers that are paid in cash or charged and, in the case of 
an employee, tips received under any tip-sharing arrangement.
(e) Social security number required.—

(1) In general.—No deduction shall be allowed under this section unless the 
taxpayer includes on the return of tax for the taxable year such individual’s social 
security number.

(2) Social security number defined.—For purposes of paragraph (1), the 
term “social security number” shall have the meaning given such term in section 
24(h)(7).
(f) Married individuals.—If the taxpayer is a married individual (within the 

meaning of section 7703), this section shall apply only if the taxpayer and the taxpay-
er’s spouse file a joint return for the taxable year.

(g) Regulations.—The Secretary shall prescribe such regulations or other guid-
ance as may be necessary to prevent reclassification of income as qualified tips, in-
cluding regulations or other guidance to prevent abuse of the deduction allowed by 
this section.

(h) Termination.—No deduction shall be allowed under this section for any tax-
able year beginning after December 31, 2028.
Section 225, below, is applicable to taxable years beginning after December 
31, 2024.

§ 225.	Qualified overtime compensation
(a) In general.—There shall be allowed as a deduction an amount equal to the 

qualified overtime compensation received during the taxable year and included on 
statements furnished to the individual pursuant to section 6041(d)(4) or 6051(a)(19).

(b) Limitation.—
(1) In general.—The amount allowed as a deduction under this section for 

any taxable year shall not exceed $12,500 ($25,000 in the case of a joint return).
(2) Limitation based on adjusted gross income.—

(A) In general.—The amount allowable as a deduction under subsection 
(a) (after application of paragraph (1)) shall be reduced (but not below zero) by 
$100 for each $1,000 by which the taxpayer’s modified adjusted gross income 
exceeds $150,000 ($300,000 in the case of a joint return).

(B) Modified adjusted gross income.—For purposes of this paragraph, 
the term “modified adjusted gross income” means the adjusted gross income of 
the taxpayer for the taxable year increased by any amount excluded from gross 
income under section 911, 931, or 933.

(c) Qualified overtime compensation.—
(1) In general.—For purposes of this section, the term “qualified overtime 

compensation” means overtime compensation paid to an individual required un-
der section 7 of the Fair Labor Standards Act of 1938 that is in excess of the regu-
lar rate (as used in such section) at which such individual is employed.

(2) Exclusions.—Such term shall not include any qualified tip (as defined in 
section 224(d)).
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(d) Social security number required.—
(1) In general.—No deduction shall be allowed under this section unless the 

taxpayer includes on the return of tax for the taxable year such individual’s social 
security number.

(2) Social security number defined.—For purposes of paragraph (1), the 
term ‘social security number’ shall have the meaning given such term in section 
24(h)(7).
(e) Married individuals.—If the taxpayer is a married individual (within the 

meaning of section 7703), this section shall apply only if the taxpayer and the taxpay-
er’s spouse file a joint return for the taxable year.

(f) Regulations.—The Secretary shall issue such regulations or other guidance 
as may be necessary or appropriate to carry out the purposes of this section, includ-
ing regulations or other guidance to prevent abuse of the deduction allowed by this 
section.

(g) Termination.—No deduction shall be allowed under this section for any tax-
able year beginning after December 31, 2028.

§ 263.	Capital expenditures
(a) General rule.—No deduction shall be allowed for—

(1) Any amount paid out for new buildings or for permanent improvements or 
betterments made to increase the value of any property or estate. This paragraph 
shall not apply to—

(A) expenditures for the development of mines or deposits deductible under 
section 616,

(B) research and experimental expenditures deductible under section 174 
or 174A,

(C) soil and water conservation expenditures deductible under section 175,
(D) expenditures by farmers for fertilizer, etc., deductible under section 180,
(E) expenditures for removal of architectural and transportation barriers 

to the handicapped and elderly which the taxpayer elects to deduct under sec-
tion 190,

* * *
(G) expenditures for which a deduction is allowed under section 179, 

* * *
(2) Any amount expended in restoring property or in making good the exhaus-

tion thereof for which an allowance is or has been made.
[(b) Repealed.] 
(c) Intangible drilling and development costs in the case of oil and gas 

wells and geothermal wells.—Notwithstanding subsection (a), and except as pro-
vided in subsection (i), regulations shall be prescribed by the Secretary under this 
subtitle corresponding to the regulations which granted the option to deduct as ex-
penses intangible drilling and development costs in the case of oil and gas wells and 
which were recognized and approved by the Congress in House Concurrent Resolu-
tion 50, Seventy‑ninth Congress. Such regulations shall also grant the option to de-
duct as expenses intangible drilling and development costs in the case of wells drilled 
for any geothermal deposit (as defined in section 613(e)(2)) to the same extent and 
in the same manner as such expenses are deductible in the case of oil and gas wells. 
This subsection shall not apply with respect to any costs to which any deduction is 
allowed under section 59(e) or 291. 
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* * *

§ 263A.	 Capitalization and inclusion in inventory costs of cer-
tain expenses

(a) Nondeductibility of certain direct and indirect costs.—
(1) In general.—In the case of any property to which this section applies, any 

costs described in paragraph (2)—
(A) in the case of property which is inventory in the hands of the taxpayer, 

shall be included in inventory costs, and
(B) in the case of any other property, shall be capitalized.

(2) Allocable costs.—The costs described in this paragraph with respect to 
any property are—

(A) the direct costs of such property, and
(B) such property’s proper share of those indirect costs (including taxes) 

part or all of which are allocable to such property.
Any cost which (but for this subsection) could not be taken into account in com-
puting taxable income for any taxable year shall not be treated as a cost described 
in this paragraph.
(b) Property to which section applies.—Except as otherwise provided in this 

section, this section shall apply to—
(1) Property produced by taxpayer.—Real or tangible personal property 

produced by the taxpayer.
(2) Property acquired for resale.—Real or personal property described in 

section 1221(a)(1) which is acquired by the taxpayer for resale.
For purposes of paragraph (1), the term “tangible personal property” shall include a 
film, sound recording, video tape, book, or similar property.

(c) General exceptions.—
(1) Personal use property.—This section shall not apply to any property 

produced by the taxpayer for use by the taxpayer other than in a trade or business 
or an activity conducted for profit.

(2) Research and experimental expenditures.—This section shall not ap-
ply to any amount allowable as a deduction under section 174 or 174A,

(3) Certain development and other costs of oil and gas wells or other 
mineral property.—This section shall not apply to any cost allowable as a de-
duction under section 167(h), 179B, 263(c), 263(i), 291(b)(2), 616, or 617.

(4) Coordination with long‑term contract rules.—This section shall not 
apply to any property produced by the taxpayer pursuant to a long‑term contract.

(5) Timber and certain ornamental trees.—This section shall not apply 
to—

(A) trees raised, harvested, or grown by the taxpayer other than trees de-
scribed in clause (ii) of subsection (e)(4)(B) (after application of the last sen-
tence thereof), and

(B) any real property underlying such trees.

* * *
(d) Exception for farming businesses.— 

(1) Section not to apply to certain property.—
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(A) In general.—This section shall not apply to any of the following which 
is produced by the taxpayer in a farming business:

(i) Any animal. 
(ii) Any plant which has a preproductive period of 2 years or less.

(B) Exception for taxpayers required to use accrual method.—Sub-
paragraph (A) shall not apply to any corporation, partnership, or tax shelter 
required to use an accrual method of accounting under section 447 or 448(a)(3).

* * *
(3) Election to have this section not apply.—

(A) In general.—If a taxpayer makes an election under this paragraph, 
this section shall not apply to any plant produced in any farming business 
carried on by such taxpayer.

(B) Certain persons not eligible.—No election may be made under this 
paragraph by a corporation, partnership, or tax shelter, if such corporation, 
partnership, or tax shelter is required to use an accrual method of accounting 
under section 447 or 448(a)(3).

(i) by a corporation, partnership, or tax shelter, if such corporation, 
partnership, or tax shelter is required to use an accrual method of account-
ing under section 447 or 448(a)(3), or

(ii) with respect to the planting, cultivation, maintenance, or develop-
ment of pistachio trees.
(C) Special rule for citrus and almond growers.—An election under 

this paragraph shall not apply with respect to any item which is attributable 
to the planting, cultivation, maintenance, or development of any citrus or al-
mond grove (or part thereof) and which is incurred before the close of the 4th 
taxable year beginning with the taxable year in which the trees were planted. 
For purposes of the preceding sentence, the portion of a citrus or almond grove 
planted in 1 taxable year shall be treated separately from the portion of such 
grove planted in another taxable year.

(D) Election.—Unless the Secretary otherwise consents, an election under 
this paragraph may be made only for the taxpayer’s 1st taxable year which 
begins after December 31, 1986, and during which the taxpayer engages in a 
farming business. Any such election, once made, may be revoked only with the 
consent of the Secretary.

(e) Definitions and special rules for purposes of subsection (d).—
(1) Recapture of expensed amounts on disposition.—

(A) In general.—In the case of any plant with respect to which amounts 
would have been capitalized under subsection (a) but for an election under 
subsection (d)(3)—

(i) such plant (if not otherwise section 1245 property) shall be treated as 
section 1245 property, and

(ii) for purposes of section 1245, the recapture amount shall be treated 
as a deduction allowed for depreciation with respect to such property.
(B) Recapture amount.—For purposes of subparagraph (A), the term “re-

capture amount” means any amount allowable as a deduction to the taxpayer 
which, but for an election under subsection (d)(3), would have been capitalized 
with respect to the plant.
(2) Effects of election on depreciation.—

(A) In general.—If the taxpayer (or any related person) makes an election 
under subsection (d)(3), the provisions of section 168(g)(2) (relating to alterna-

﻿ § 263A(e)



152

tive depreciation) shall apply to all property of the taxpayer used predominant-
ly in the farming business and placed in service in any taxable year during 
which any such election is in effect. 

(B) Related person.—For purposes of subparagraph (A), the term “relat-
ed person” means—

(i) the taxpayer and members of the taxpayer’s family,
(ii) any corporation (including an S corporation) if 50 percent or more (in 

value) of the stock of such corporation is owned (directly or through the ap-
plication of section 318) by the taxpayer or members of the taxpayer’s family,

(iii) a corporation and any other corporation which is a member of the 
same controlled group described in section 1563(a)(1), and

(iv) any partnership if 50 percent or more (in value) of the interests in 
such partnership is owned directly or indirectly by the taxpayer or mem-
bers of the taxpayer’s family.
(C) Members of family.—For purposes of this paragraph, the term “fam-

ily” means the taxpayer, the spouse of the taxpayer, and any of their children 
who have not attained age 18 before the close of the taxable year.
(3) Preproductive period.—

(A) In general.—For purposes of this section, the term “preproductive pe-
riod” means—

(i) in the case of a plant which will have more than 1 crop or yield, the 
period before the 1st marketable crop or yield from such plant, or

(ii) in the case of any other plant, the period before such plant is reason-
ably expected to be disposed of.

For purposes of this subparagraph, use by the taxpayer in a farming business of 
any supply produced in such business shall be treated as a disposition.

(B) Rule for determining period.—In the case of a plant grown in com-
mercial quantities in the United States, the preproductive period for such 
plant if grown in the United States shall be based on the nationwide weighted 
average preproductive period for such plant.
(4) Farming business.—For purposes of this section—

(A) In general.—The term “farming business” means the trade or business 
of farming.

(B) Certain trades and businesses included.—The term “farming busi-
ness” shall include the trade or business of—

(i) operating a nursery or sod farm, or
(ii) the raising or harvesting of trees bearing fruit, nuts, or other crops, 

or ornamental trees.
For purposes of clause (ii), an evergreen tree which is more than 6 years old at the 
time severed from the roots shall not be treated as an ornamental tree.

(5) Certain inventory valuation methods permitted.—The Secretary 
shall by regulations permit the taxpayer to use reasonable inventory valuation 
methods to compute the amount required to be capitalized under subsection (a) in 
the case of any plant.
(f) Special rules for allocation of interest to property produced by the 

taxpayer.— 
(1) Interest capitalized only in certain cases.—Subsection (a) shall only 

apply to interest costs which are—
(A) paid or incurred during the production period, and
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(B) allocable to property which is described in subsection (b)(1) and which 
has—

(i) a long useful life,
(ii) an estimated production period exceeding 2 years, or
(iii) an estimated production period exceeding 1 year and a cost exceed-

ing $1,000,000.
(2) Allocation rules.—

(A) In general.—In determining the amount of interest required to be cap-
italized under subsection (a) with respect to any property—

(i) interest on any indebtedness directly attributable to production ex-
penditures with respect to such property shall be assigned to such property, 
and

(ii) interest on any other indebtedness shall be assigned to such proper-
ty to the extent that the taxpayer’s interest costs could have been reduced 
if production expenditures (not attributable to indebtedness described in 
clause (i)) had not been incurred.
(B) Exception for qualified residence interest.—Subparagraph (A) 

shall not apply to any qualified residence interest (within the meaning of sec-
tion 163(h)). 

(C) Special rule for flow‑through entities.—Except as provided in reg-
ulations, in the case of any flow‑through entity, this paragraph shall be applied 
first at the entity level and then at the beneficiary level.
(3) Interest relating to property used to produce property.—This sub-

section shall apply to any interest on indebtedness allocable (as determined under 
paragraph (2)) to property used to produce property to which this subsection applies 
to the extent such interest is allocable (as so determined) to the produced property.

* * *
(5) Definitions.—For purposes of this subsection—

(A) Long useful life.—Property has a long useful life if such property is—
(i) real property, or
(ii) property with a class life of 20 years or more (as determined under 

section 168).
(B) Production period.—The term “production period” means, when 

used with respect to any property, the period—
(i) beginning on the date on which production of the property begins, 

and
(ii) except as provided in paragraph (4), ending on the date on which 

the property is ready to be placed in service or is ready to be held for sale.
(C) Production expenditures.—The term “production expenditures” 

means the costs (whether or not incurred during the production period) re-
quired to be capitalized under subsection (a) with respect to the property.

(g) Production.—For purposes of this section—
(1) In general.—The term “produce” includes construct, build, install, manu-

facture, develop, or improve.
(2) Treatment of property produced under contract for the taxpay-

er.—The taxpayer shall be treated as producing any property produced for the 
taxpayer under a contract with the taxpayer; except that only costs paid or in-
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curred by the taxpayer (whether under such contract or otherwise) shall be taken 
into account in applying subsection (a) to the taxpayer. 
(h) Exemption for free lance authors, photographers, and artists.—

(1) In general.—Nothing in this section shall require the capitalization of any 
qualified creative expense.

(2) Qualified creative expense.—For purposes of this subsection, the term 
“qualified creative expense” means any expense—

(A) which is paid or incurred by an individual in the trade or business of 
such individual (other than as an employee) of being a writer, photographer, 
or artist, and

(B) which, without regard to this section, would be allowable as a deduction 
for the taxable year.

Such term does not include any expense related to printing, photographic plates, 
motion picture films, video tapes, or similar items.

(3) Definitions.—For purposes of this subsection—
(A) Writer.—The term “writer” means any individual if the personal ef-

forts of such individual create (or may reasonably be expected to create) a lit-
erary manuscript, musical composition (including any accompanying words), 
or dance score.

(B) Photographer.—The term “photographer” means any individual if 
the personal efforts of such individual create (or may reasonably be expected 
to create) a photograph or photographic negative or transparency.

(C) Artist.—
(i) In general.—The term “artist” means any individual if the personal 

efforts of such individual create (or may reasonably be expected to create) 
a picture, painting, sculpture, statue, etching, drawing, cartoon, graphic 
design, or original print edition.

(ii) Criteria.—In determining whether any expense is paid or incurred 
in the trade or business of being an artist, the following criteria shall be 
taken into account:

(I) The originality and uniqueness of the item created (or to be created).
(II) The predominance of aesthetic value over utilitarian value of the 

item created (or to be created).
(i) Exemption for certain small businesses.—

(1) In general.—In the case of any taxpayer (other than a tax shelter prohib-
ited from using the cash receipts and disbursements method of accounting under 
section 448(a)(3)) which meets the gross receipts test of section 448(c) for any 
taxable year, this section shall not apply with respect to such taxpayer for such 
taxable year.

(2) Application of gross receipts test to individuals, etc.—In the case of 
any taxpayer which is not a corporation or a partnership, the gross receipts test of 
section 448(c) shall be applied in the same manner as if each trade or business of 
such taxpayer were a corporation or partnership.

(3) Coordination with section 481.—Any change in method of accounting 
made pursuant to this subsection shall be treated for purposes of section 481 as 
initiated by the taxpayer and made with the consent of the Secretary.

* * *
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§ 274.	Disallowance of certain entertainment, etc., expenses
(a) Entertainment, amusement, recreation, or qualified transportation 

fringes.—
(1) In general.—No deduction otherwise allowable under this chapter shall 

be allowed for any item—
(A) Activity.—With respect to an activity which is of a type generally con-

sidered to constitute entertainment, amusement, or recreation, or
(B) Facility.—With respect to a facility used in connection with an activity 

referred to in subparagraph (A).
(2) Special rules.—For purposes of applying paragraph (1)—

(A) Dues or fees to any social, athletic, or sporting club or organization shall 
be treated as items with respect to facilities.

(B) An activity described in section 212 shall be treated as a trade or business.
(3) Denial of deduction for club dues.—Notwithstanding the preceding 

provisions of this subsection, no deduction shall be allowed under this chapter 
for amounts paid or incurred for membership in any club organized for business, 
pleasure, recreation, or other social purpose.

(4) Qualified transportation fringes.—No deduction shall be allowed under 
this chapter for the expense of any qualified transportation fringe (as defined in 
section 132(f)) provided to an employee of the taxpayer.
(b) Gifts.—

(1) Limitation.—No deduction shall be allowed under section 162 or section 
212 for any expense for gifts made directly or indirectly to any individual to the 
extent that such expense, when added to prior expenses of the taxpayer for gifts 
made to such individual during the same taxable year, exceeds $25. For purposes 
of this section, the term “gift” means any item excludable from gross income of the 
recipient under section 102 which is not excludable from his gross income under 
any other provision of this chapter, but such term does not include—

(A) an item having a cost to the taxpayer not in excess of $4.00 on which the 
name of the taxpayer is clearly and permanently imprinted and which is one of 
a number of identical items distributed generally by the taxpayer, or

(B) a sign, display rack, or other promotional material to be used on the 
business premises of the recipient.
(2) Special rules.—

(A) In the case of a gift by a partnership, the limitation contained in para-
graph (1) shall apply to the partnership as well as to each member thereof.

(B) For purposes of paragraph (1), a husband and wife shall be treated as 
one taxpayer.

(c) Certain foreign travel.— 
(1) In general.—In the case of any individual who travels outside the United 

States away from home in pursuit of a trade or business or in pursuit of an activity 
described in section 212, no deduction shall be allowed under section 162 or sec-
tion 212 for that portion of the expenses of such travel otherwise allowable under 
such section which, under regulations prescribed by the Secretary, is not allocable 
to such trade or business or to such activity. 

(2) Exception.—Paragraph (1) shall not apply to the expenses of any travel 
outside the United States away from home if—

(A) such travel does not exceed one week, or
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(B) the portion of the time of travel outside the United States away from 
home which is not attributable to the pursuit of the taxpayer’s trade or busi-
ness or an activity described in section 212 is less than 25 percent of the total 
time on such travel.
(3) Domestic travel excluded.—For purposes of this subsection, travel out-

side the United States does not include any travel from one point in the United 
States to another point in the United States.
(d) Substantiation required.—No deduction or credit shall be allowed—

(1) under section 162 or 212 for any traveling expense (including meals and 
lodging while away from home),

(2) for any expense for gifts, or
(3) with respect to any listed property (as defined in section 280F(d)(4)),

unless the taxpayer substantiates by adequate records or by sufficient evidence cor-
roborating the taxpayer’s own statement (A) the amount of such expense or other 
item, (B) the time and place of the travel or the date and description of the gift, (C) 
the business purpose of the expense or other item, and (D) the business relationship 
to the taxpayer of the person receiving the benefit. The Secretary may by regulations 
provide that some or all of the requirements of the preceding sentence shall not apply 
in the case of an expense which does not exceed an amount prescribed pursuant to 
such regulations. This subsection shall not apply to any qualified nonpersonal use 
vehicle (as defined in subsection (i)).

(e) Specific exceptions to application of subsection (a).—Subsection (a) 
shall not apply to—

(1) Food and beverages for employees.—Expenses for food and beverages 
(and facilities used in connection therewith) furnished on the business premises 
of the taxpayer primarily for his employees.

(2) Expenses treated as compensation.—
(A) In general.—Except as provided in subparagraph (B), expenses for 

goods, services, and facilities, to the extent that the expenses are treated by 
the taxpayer, with respect to the recipient of the entertainment, amusement, 
or recreation, as compensation to an employee on the taxpayer’s return of tax 
under this chapter and as wages to such employee for purposes of chapter 24 
(relating to withholding of income tax at source on wages).

(B) Specified individuals.— 
(i) In general.—In the case of a recipient who is a specified individual, 

subparagraph (A) and paragraph (9) shall each be applied by substituting 
“to the extent that the expenses do not exceed the amount of the expenses 
which” for “to the extent that the expenses”.

(ii) Specified individual.—For purposes of clause (i), the term “speci-
fied individual” means any individual who—

(I) is subject to the requirements of section 16(a) of the Securities 
Exchange Act of 1934 with respect to the taxpayer or a related party to 
the taxpayer, or

(II) would be subject to such requirements if the taxpayer (or such 
related party) were an issuer of equity securities referred to in such 
section.

For purposes of this clause, a person is a related party with respect to another person 
if such person bears a relationship to such other person described in section 267(b) 
or 707(b). 

(3) Reimbursed expenses.—Expenses paid or incurred by the taxpayer, in 
connection with the performance by him of services for another person (whether or 
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not such other person is his employer), under a reimbursement or other expense 
allowance arrangement with such other person, but this paragraph shall apply—

(A) where the services are performed for an employer, only if the employer 
has not treated such expenses in the manner provided in paragraph (2), or

(B) where the services are performed for a person other than an employer, 
only if the taxpayer accounts (to the extent provided by subsection (d)) to such 
person.
(4) Recreational, etc., expenses for employees.—Expenses for recreation-

al, social, or similar activities (including facilities therefor) primarily for the ben-
efit of employees (other than employees who are highly compensated employees) 
(within the meaning of section 414(q)). For purposes of this paragraph, an indi-
vidual owning less than a 10-percent interest in the taxpayer’s trade or business 
shall not be considered a shareholder or other owner, and for such purposes an 
individual shall be treated as owning any interest owned by a member of his fam-
ily (within the meaning of section 267(c)(4)). This paragraph shall not apply for 
purposes of subsection (a)(3).

(5) Employee, stockholder, etc., business meetings.—Expenses incurred 
by a taxpayer which are directly related to business meetings of his employees, 
stockholders, agents, or directors.

(6) Meetings of business leagues, etc.—Expenses directly related and nec-
essary to attendance at a business meeting or convention of any organization de-
scribed in section 501(c)(6) (relating to business leagues, chambers of commerce, 
real estate boards, and boards of trade) and exempt from taxation under section 
501(a).

(7) Items available to public.—Expenses for goods, services, and facilities 
made available by the taxpayer to the general public.

(8) Entertainment sold to customers.—Expenses for goods or services (in-
cluding the use of facilities) which are sold by the taxpayer in a bona fide transac-
tion for an adequate and full consideration in money or money’s worth.

(9) Expenses includible in income of persons who are not employees.—
Expenses paid or incurred by the taxpayer for goods, services, and facilities to the 
extent that the expenses are includible in the gross income of a recipient of the 
entertainment, amusement, or recreation who is not an employee of the taxpayer 
as compensation for services rendered or as a prize or award under section 74. The 
preceding sentence shall not apply to any amount paid or incurred by the taxpayer 
if such amount is required to be included (or would be so required except that the 
amount is less than $600) in any information return filed by such taxpayer under 
part III of subchapter A of chapter 61 and is not so included.

For purposes of this subsection, any item referred to in subsection (a) shall be treated 
as an expense. 

(f) Interest, taxes, casualty losses, etc.—This section shall not apply to any 
deduction allowable to the taxpayer without regard to its connection with his trade 
or business (or with his income‑producing activity). In the case of a taxpayer which is 
not an individual, the preceding sentence shall be applied as if it were an individual.

(g) Treatment of entertainment, etc., type facility.—For purposes of this 
chapter, if deductions are disallowed under subsection (a) with respect to any portion 
of a facility, such portion shall be treated as an asset which is used for personal, liv-
ing, and family purposes (and not as an asset used in the trade or business).

(h) Attendance at conventions, etc.—
(1) In general.—In the case of any individual who attends a convention, sem-

inar, or similar meeting which is held outside the North American area, no de-
duction shall be allowed under section 162 for expenses allocable to such meeting 
unless the taxpayer establishes that the meeting is directly related to the active 
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conduct of his trade or business and that, after taking into account in the manner 
provided by regulations prescribed by the Secretary—

(A) the purpose of such meeting and the activities taking place at such 
meeting,

(B) the purposes and activities of the sponsoring organizations or groups,
(C) the residences of the active members of the sponsoring organization and 

the places at which other meetings of the sponsoring organization or groups 
have been held or will be held, and

(D) such other relevant factors as the taxpayer may present,
it is as reasonable for the meeting to be held outside the North American area as 
within the North American area.

(2) Conventions on cruise ships.—In the case of any individual who attends 
a convention, seminar, or other meeting which is held on any cruise ship, no deduc-
tion shall be allowed under section 162 for expenses allocable to such meeting, un-
less the taxpayer meets the requirements of paragraph (5) and establishes that the 
meeting is directly related to the active conduct of his trade or business and that—

(A) the cruise ship is a vessel registered in the United States; and
(B) all ports of call of such cruise ship are located in the United States or in 

possessions of the United States. 
With respect to cruises beginning in any calendar year, not more than $2,000 of 
the expenses attributable to an individual attending one or more meetings may be 
taken into account under section 162 by reason of the preceding sentence.

(3) Definitions.—For purposes of this subsection—
(A) North American area.—The term “North American area” means the 

United States, its possessions, and the Trust Territory of the Pacific Islands, 
and Canada and Mexico.

(B) Cruise ship.—The term “cruise ship” means any vessel sailing within 
or without the territorial waters of the United States.
(4) Subsection to apply to employer as well as to traveler.—

(A) Except as provided in subparagraph (B), this subsection shall apply to 
deductions otherwise allowable under section 162 to any person, whether or 
not such person is the individual attending the convention, seminar, or similar 
meeting.

(B) This subsection shall not deny a deduction to any person other than the 
individual attending the convention, seminar, or similar meeting with respect 
to any amount paid by such person to or on behalf of such individual if includi-
ble in the gross income of such individual. The preceding sentence shall not ap-
ply if the amount is required to be included in any information return filed by 
such person under part III of subchapter A of chapter 61 and is not so included.
(5) Reporting requirements.—No deduction shall be allowed under sec-

tion 162 for expenses allocable to attendance at a convention, seminar, or similar 
meeting on any cruise ship unless the taxpayer claiming the deduction attaches to 
the return of tax on which the deduction is claimed—

(A) a written statement signed by the individual attending the meeting 
which includes—

(i) information with respect to the total days of the trip, excluding the 
days of transportation to and from the cruise ship port, and the number of 
hours of each day of the trip which such individual devoted to scheduled 
business activities,

(ii) a program of the scheduled business activities of the meeting, and
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(iii) such other information as may be required in regulations prescribed 
by the Secretary; and
(B) a written statement signed by an officer of the organization or group 

sponsoring the meeting which includes— 
(i) a schedule of the business activities of each day of the meeting,
(ii) the number of hours which the individual attending the meeting 

attended such scheduled business activities, and
(iii) such other information as may be required in regulations pre-

scribed by the Secretary.

* * *
(7) Seminars, etc. for section 212 purposes.—No deduction shall be al-

lowed under section 212 for expenses allocable to a convention, seminar, or similar 
meeting.
(i) Qualified nonpersonal use vehicle.—For purposes of subsection (d), the 

term “qualified nonpersonal use vehicle” means any vehicle which, by reason of its 
nature, is not likely to be used more than a de minimis amount for personal purposes.

(j) Employee achievement awards.— 
(1) General rule.—No deduction shall be allowed under section 162 or section 

212 for the cost of an employee achievement award except to the extent that such 
cost does not exceed the deduction limitations of paragraph (2).

(2) Deduction limitations.—The deduction for the cost of an employee 
achievement award made by an employer to an employee—

(A) which is not a qualified plan award, when added to the cost to the 
employer for all other employee achievement awards made to such employee 
during the taxable year which are not qualified plan awards, shall not exceed 
$400, and

(B) which is a qualified plan award, when added to the cost to the employer 
for all other employee achievement awards made to such employee during the 
taxable year (including employee achievement awards which are not qualified 
plan awards), shall not exceed $1,600.
(3) Definitions.—For purposes of this subsection—

(A) Employee achievement award.—
(i) In general.—The term “employee achievement award” means an 

item of tangible personal property which is—
(I) transferred by an employer to an employee for length of service 

achievement or safety achievement,
(II) awarded as part of a meaningful presentation, and
(III) awarded under conditions and circumstances that do not create 

a significant likelihood of the payment of disguised compensation.
(ii) Tangible personal property.—For purposes of clause (i), the term 

“tangible personal property” shall not include— 
(I) cash, cash equivalents, gift cards, gift coupons, or gift certificates 

(other than arrangements conferring only the right to select and receive 
tangible personal property from a limited array of such items pre-select-
ed or pre-approved by the employer), or

(II) vacations, meals, lodging, tickets to theater or sporting events, 
stocks, bonds, other securities, and other similar items.

(B) Qualified plan award.—
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(i) In general.—The term “qualified plan award” means an employee 
achievement award awarded as part of an established written plan or pro-
gram of the taxpayer which does not discriminate in favor of highly com-
pensated employees (within the meaning of section 414(q)) as to eligibility 
or benefits.

(ii) Limitation.—An employee achievement award shall not be treated 
as a qualified plan award for any taxable year if the average cost of all em-
ployee achievement awards which are provided by the employer during the 
year, and which would be qualified plan awards but for this subparagraph, 
exceeds $400. For purposes of the preceding sentence, average cost shall be 
determined by including the entire cost of qualified plan awards, without 
taking into account employee achievement awards of nominal value.

(4) Special rules.—For purposes of this subsection—
(A) Partnerships.—In the case of an employee achievement award made 

by a partnership, the deduction limitations contained in paragraph (2) shall 
apply to the partnership as well as to each member thereof.

(B) Length of service awards.—An item shall not be treated as having 
been provided for length of service achievement if the item is received during 
the recipient’s 1st 5 years of employment or if the recipient received a length 
of service achievement award (other than an award excludable under section 
132(e)(1)) during that year or any of the prior 4 years.

(C) Safety achievement awards.—An item provided by an employer to 
an employee shall not be treated as having been provided for safety achieve-
ment if—

(i) during the taxable year, employee achievement awards (other than 
awards excludable under section 132(e)(1)) for safety achievement have 
previously been awarded by the employer to more than 10 percent of the 
employees of the employer (excluding employees described in clause (ii)), or

(ii) such item is awarded to a manager, administrator, clerical employ-
ee, or other professional employee.

(k) Business meals.—
(1) In general.—No deduction shall be allowed under this chapter for the 

expense of any food or beverages unless—
(A) such expense is not lavish or extravagant under the circumstances, and
(B) the taxpayer (or an employee of the taxpayer) is present at the furnish-

ing of such food or beverages.
(2) Exceptions.—Paragraph (1) shall not apply to—

(A) any expense described in paragraph (2), (3), (4), (7), (8), or (9) of sub-
section (e), and

(B) any other expense to the extent provided in regulations.
Section 274(l), below, is applicable to taxable years beginning after Decem-
ber 31, 2025.

(l) Transportation and commuting benefits.—No deduction shall be allowed 
under this chapter for any expense incurred for providing any transportation, or any 
payment or reimbursement, to an employee of the taxpayer in connection with travel 
between the employee’s residence and place of employment, except as necessary for 
ensuring the safety of the employee.

(m) Additional limitations on travel expenses.—
(1) Luxury water transportation.—
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(A) In general.—No deduction shall be allowed under this chapter for ex-
penses incurred for transportation by water to the extent such expenses exceed 
twice the aggregate per diem amounts for days of such transportation. For 
purposes of the preceding sentence, the term “per diem amounts” means the 
highest amount generally allowable with respect to a day to employees of the 
executive branch of the Federal Government for per diem while away from 
home but serving in the United States.

(B) Exceptions.—Subparagraph (A) shall not apply to—
(i) any expense allocable to a convention, seminar, or other meeting 

which is held on any cruise ship, and
(ii) any expense described in paragraph (2), (3), (4), (7), (8), or (9) of 

subsection (e).
(2) Travel as form of education.—No deduction shall be allowed under this 

chapter for expenses for travel as a form of education.
(3) Travel expenses of spouse, dependent, or others.—No deduction shall 

be allowed under this chapter (other than section 217) for travel expenses paid or 
incurred with respect to a spouse, dependent, or other individual accompanying 
the taxpayer (or an officer or employee of the taxpayer) on business travel, un-
less—

(A) the spouse, dependent, or other individual is an employee of the tax-
payer,

(B) the travel of the spouse, dependent, or other individual is for a bona fide 
business purpose, and

(C) such expenses would otherwise be deductible by the spouse, dependent, 
or other individual. 

(n) Only 50 percent of meal expenses allowed as deduction.—
(1) In general.—The amount allowable as a deduction under this chapter for 

any expense for food or beverages shall not exceed 50 percent of the amount of 
such expense which would (but for this paragraph) be allowable as a deduction 
under this chapter.

(2) Exceptions.—Paragraph (1) shall not apply to any expense if—
(A) such expense is described in paragraph (2), (3), (4), (7), (8), or (9) of 

subsection (e),
(B) in the case of an employer who pays or reimburses moving expenses of 

an employee, such expenses are includible in the income of the employee under 
section 82,

Section 274(n)(2)(C), below, is applicable to taxable years beginning after 
December 31, 2025.

(C) such expense is for food or beverages—
(i) required by any Federal law to be provided to crew members of a 

commercial vessel,
(ii) provided to crew members of a commercial vessel—

(I) which is operating on the Great Lakes, the Saint Lawrence Sea-
way, or any inland waterway of the United States, and

(II) which is of a kind which would be required by Federal law to 
provide food and beverages to crew members if it were operated at sea,
(iii) provided on an oil or gas platform or drilling rig if the platform or 

rig is located offshore,
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(iv) provided on an oil or gas platform or drilling rig, or at a support 
camp which is in proximity and integral to such platform or rig, if the plat-
form or rig is located in the United States north of 54 degrees north lati-
tude, or

(v) provided—
(I) on a fishing vessel, fish processing vessel, or fish tender vessel (as 

such terms are defined in section 2101 of title 46, United States Code), 
or

(II) at a facility for the processing of fish for commercial use or con-
sumption which—

(aa) is located in the United States north of 50 degrees north 
latitude, and

(bb) is not located in a metropolitan statistical area (within the 
meaning of section 143(k)(2)(B)), or

(D) such expense is—
(i) for food or beverages provided by a restaurant, and
(ii) paid or incurred before January 1, 2023.

Clauses (i) and (ii) of subparagraph (C) shall not apply to vessels primarily 
engaged in providing luxury water transportation (determined under the prin-
ciples of subsection (m)). In the case of the employee, the exception of subpara-
graph (A) shall not apply to expenses described in subparagraph (B).
(3) Special rule for individuals subject to Federal hours of service.—In 

the case of any expenses for food or beverages consumed while away from home 
(within the meaning of section 162(a)(2)) by an individual during, or incident to, 
the period of duty subject to the hours of service limitations of the Department of 
Transportation, paragraph (1) shall be applied by substituting “80 percent” for 
“50 percent”.

Section 274(o), below, is applicable to amounts paid or incurred after Dec. 
31, 2025.

(o) Meals provided at convenience of employer.—Except in the case of an ex-
pense described in subsection (e)(8) or (n)(2)(C), no deduction shall be allowed under 
this chapter for—

(1) any expense for the operation of a facility described in section 132(e)(2), and 
any expense for food or beverages, including under section 132(e)(1), associated 
with such facility, or

(2) any expense for meals described in section 119(a).
(p) Regulatory authority.—The Secretary shall prescribe such regulations as 

he may deem necessary to carry out the purposes of this section, including regula-
tions prescribing whether subsection (a) or subsection (b) applies in cases where both 
such subsections would otherwise apply.

§ 460.	Special rules for long-term contracts
(a) Requirement that percentage of completion method be used.—In the 

case of any long-term contract, the taxable income from such contract shall be deter-
mined under the percentage of completion method (as modified by subsection (b)).

(b) Percentage of completion method.—
(1) Requirements of percentage of completion method.—Except as pro-

vided in paragraph (3), in the case of any long-term contract with respect to which 
the percentage of completion method is used—

INCOME TAXES § 460(b)



163

(A) the percentage of completion shall be determined by comparing costs 
allocated to the contract under subsection (c) and incurred before the close of 
the taxable year with the estimated total contract costs, and

(B) upon completion of the contract (or, with respect to any amount prop-
erly taken into account after completion of the contract, when such amount is 
so properly taken into account), the taxpayer shall pay (or shall be entitled to 
receive) interest computed under the look-back method of paragraph (2).
In the case of any long-term contract with respect to which the percentage 
of completion method is used, except for purposes of applying the look-back 
method of paragraph (2), any income under the contract (to the extent not 
previously includible in gross income) shall be included in gross income for the 
taxable year following the taxable year in which the contract was completed.
For purposes of subtitle F (other than sections 6654 and 6655), any interest 
required to be paid by the taxpayer under subparagraph (B) shall be treated 
as an increase in the tax imposed by this chapter for the taxable year in which 
the contract is completed (or, in the case of interest payable with respect to any 
amount properly taken into account after completion of the contract, for the 
taxable year in which the amount is so properly taken into account). 

* * *
(c) Allocation of costs to contract.—

(1) Direct and certain indirect costs.—In the case of a long-term contract, 
all costs (including research and experimental costs) which directly benefit, or are 
incurred by reason of, the long-term contract activities of the taxpayer shall be 
allocated to such contract in the same manner as costs are allocated to extended 
period long-term contracts under section 451 and the regulations thereunder.

* * *
Section 460(e), below, is applicable to contracts entered into in taxable 
years beginning after July 4, 2025.

(e) Exception for certain construction contracts.—
(1) In general.—Subsections (a), (b), and (c)(1) and (2) shall not apply to—

(A) any residential construction contract, or
(B) any other construction contract entered into by a taxpayer (other than a 

tax shelter prohibited from using the cash receipts and disbursements method 
of accounting under section 448(a)(3))—

(i) who estimates (at the time such contract is entered into) that such 
contract will be completed within the 2-year period beginning on the con-
tract commencement date of such contract, and

(ii) who meets the gross receipts test of section 448(c) for the taxable 
year in which such contract is entered into.
In the case of a residential construction contract with respect to which the 
requirements of clauses (i) and (ii) of subparagraph (B) (determined by 
substituting “3-year” for “2-year” in subparagraph (B)(i) for any residential 
construction contract which is not a home construction contract) are not 
met, section 263A shall apply notwithstanding subsection (c)(4) thereof.

(2) Rules related to gross receipts test.—
(A) Application of gross receipts test to individuals, etc.— For pur-

poses of paragraph (1)(B)(ii), in the case of any taxpayer which is not a corpo-
ration or a partnership, the gross receipts test of section 448(c) shall be applied 
in the same manner as if each trade or business of such taxpayer were a cor-
poration or partnership.
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(B) Coordination with section 481.—Any change in method of account-
ing made pursuant to paragraph (1)(B)(ii) shall be treated as initiated by the 
taxpayer and made with the consent of the Secretary. Such change shall be 
effected on a cut-off basis for all similarly classified contracts entered into on 
or after the year of change.
(3) Construction contract.—For purposes of this subsection, the term “con-

struction contract” means any contract for the building, construction, reconstruc-
tion, or rehabilitation of, or the installation of any integral component to, or im-
provements of, real property.

(4) Definitions relating to residential construction contracts.—For pur-
poses of this subsection—

(A) Home construction contract.—The term “home construction con-
tract” means any construction contract if 80 percent or more of the estimated 
total contract costs (as of the close of the taxable year in which the contract was 
entered into) are reasonably expected to be attributable to activities referred to 
in paragraph (3) with respect to—

(i) dwelling units (as defined in section 168(e)(2)(A)(ii)) contained in 
buildings containing 4 or fewer dwelling units (as so defined), and

(ii) improvements to real property directly related to such dwelling 
units and located on the site of such dwelling units.
For purposes of clause (i), each townhouse or rowhouse shall be treated as 
a separate building.
(B) Residential construction contract.—The term “residential con-

struction contract” means any contract which would be described in subpara-
graph (A) if clause (i) of such subparagraph reads as follows:
“(i) dwelling units (as defined in section 168(e)(2)(A)(ii)), and”.

(f) Long-term contract.—For purposes of this section—
(1) In general.—The term “long-term contract” means any contract for the 

manufacture, building, installation, or construction of property if such contract 
is not completed within the taxable year in which such contract is entered into.

(2) Special rule for manufacturing contracts.—A contract for the manu-
facture of property shall not be treated as a long-term contract unless such con-
tract involves the manufacture of—

(A) any unique item of a type which is not normally included in the finished 
goods inventory of the taxpayer, or

(B) any item which normally requires more than 12 calendar months to 
complete (without regard to the period of the contract).
(3) Aggregation, etc.—For purposes of this subsection, under regulations 

prescribed by the Secretary—
(A) 2 or more contracts which are interdependent (by reason of pricing or 

otherwise) may be treated as 1 contract, and
(B) a contract which is properly treated as an aggregation of separate con-

tracts may be so treated.
(g) Contract commencement date.—For purposes of this section, the term 

“contract commencement date” means, with respect to any contract, the first date on 
which any costs (other than bidding expenses or expenses incurred in connection with 
negotiating the contract) allocable to such contract are incurred.

(h) Regulations.—The Secretary shall prescribe such regulations as may be nec-
essary or appropriate to carry out the purposes of this section, including regulations 
to prevent the use of related parties, pass-thru entities, intermediaries, options, or 
other similar arrangements to avoid the application of this section. 
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§ 461.	General rule for taxable year of deduction
(a) General rule.—The amount of any deduction or credit allowed by this sub-

title shall be taken for the taxable year which is the proper taxable year under the 
method of accounting used in computing taxable income.

(b) Special rule in case of death.—In the case of the death of a taxpayer whose 
taxable income is computed under an accrual method of accounting, any amount ac-
crued as a deduction or credit only by reason of the death of the taxpayer shall not 
be allowed in computing taxable income for the period in which falls the date of the 
taxpayer’s death.

(c) Accrual of real property taxes.—
(1) In general.—If the taxable income is computed under an accrual method 

of accounting, then, at the election of the taxpayer, any real property tax which is 
related to a definite period of time shall be accrued ratably over that period.

(2) When election may be made.—
(A) Without consent.—A taxpayer may, without the consent of the Secre-

tary, make an election under this subsection for his first taxable year in which 
he incurs real property taxes. Such an election shall be made not later than the 
time prescribed by law for filing the return for such year (including extensions 
thereof).

(B) With consent.—A taxpayer may, with the consent of the Secretary, 
make an election under this subsection at any time.

(d) Limitation on acceleration of accrual of taxes.—
(1) General rule.—In the case of a taxpayer whose taxable income is comput-

ed under an accrual method of accounting, to the extent that the time for accruing 
taxes is earlier than it would be but for any action of any taxing jurisdiction taken 
after December 31, 1960, then, under regulations prescribed by the Secretary, 
such taxes shall be treated as accruing at the time they would have accrued but 
for such action by such taxing jurisdiction.

(2) Limitation.—Under regulations prescribed by the Secretary, paragraph 
(1) shall be inapplicable to any item of tax to the extent that its application would 
(but for this paragraph) prevent all persons (including successors in interest) from 
ever taking such item into account.

* * *
(f) Contested liabilities.—If—

(1) the taxpayer contests an asserted liability,
(2) the taxpayer transfers money or other property to provide for the satisfac-

tion of the asserted liability,
(3) the contest with respect to the asserted liability exists after the time of the 

transfer, and
(4) but for the fact that the asserted liability is contested, a deduction would be 

allowed for the taxable year of the transfer (or for an earlier taxable year) deter-
mined after application of subsection (h),

then the deduction shall be allowed for the taxable year of the transfer. This subsec-
tion shall not apply in respect of the deduction for income, war profits, and excess 
profits taxes imposed by the authority of any foreign country or possession of the 
United States.

(g) Prepaid interest.— 
(1) In general.—If the taxable income of the taxpayer is computed under the 

cash receipts and disbursements method of accounting, interest paid by the tax-
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payer which, under regulations prescribed by the Secretary, is properly allocable 
to any period— 

(A) with respect to which the interest represents a charge for the use or 
forbearance of money, and

(B) which is after the close of the taxable year in which paid,
shall be charged to capital account and shall be treated as paid in the period to 
which so allocable.

(2) Exception.—This subsection shall not apply to points paid in respect of 
any indebtedness incurred in connection with the purchase or improvement of, 
and secured by, the principal residence of the taxpayer to the extent that, under 
regulations prescribed by the Secretary, such payment of points is an established 
business practice in the area in which such indebtedness is incurred, and the 
amount of such payment does not exceed the amount generally charged in such 
area.
(h) Certain liabilities not incurred before economic performance.—

(1) In general.—For purposes of this title, in determining whether an amount 
has been incurred with respect to any item during any taxable year, the all events 
test shall not be treated as met any earlier than when economic performance with 
respect to such item occurs.

(2) Time when economic performance occurs.—Except as provided in 
regulations prescribed by the Secretary, the time when economic performance oc-
curs shall be determined under the following principles:

(A) Services and property provided to the taxpayer.—If the liability 
of the taxpayer arises out of—

(i) the providing of services to the taxpayer by another person, economic 
performance occurs as such person provides such services,

(ii) the providing of property to the taxpayer by another person, econom-
ic performance occurs as the person provides such property, or

(iii) the use of the property by the taxpayer, economic performance oc-
curs as the taxpayer uses such property.
(B) Services and property provided by the taxpayer.—If the liability 

of the taxpayer requires the taxpayer to provide property or services, economic 
performance occurs as the taxpayer provides such property or services.

(C) Workers compensation and tort liabilities of the taxpayer.—If 
the liability of the taxpayer requires a payment to another person and—

(i) arises under any workers compensation act, or
(ii) arises out of any tort,

economic performance occurs as the payments to such person are made. Sub-
paragraphs (A) and (B) shall not apply to any liability described in the preced-
ing sentence.

(D) Other items.—In the case of any other liability of the taxpayer, eco-
nomic performance occurs at the time determined under regulations prescribed 
by the Secretary.
(3) Exception for certain recurring items.— 

(A) In general.—Notwithstanding paragraph (1) an item shall be treated 
as incurred during any taxable year if—

(i) the all events test with respect to such item is met during such tax-
able year (determined without regard to paragraph (1)),
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(ii) economic performance with respect to such item occurs within the 
shorter of—

(I) a reasonable period after the close of such taxable year, or
(II) 8½ months after the close of such taxable year,

(iii) such item is recurring in nature and the taxpayer consistently 
treats items of such kind as incurred in the taxable year in which the re-
quirements of clause (i) are met, and 

(iv) either—
(I) such item is not a material item, or
(II) the accrual of such item in the taxable year in which the re-

quirements of clause (i) are met results in a more proper match against 
income than accruing such item in the taxable year in which economic 
performance occurs.

(B) Financial statements considered under subparagraph (A)(iv).—
In making a determination under subparagraph (A)(iv), the treatment of such 
item on financial statements shall be taken into account.

(C) Paragraph not to apply to workers compensation and tort lia-
bilities.—This paragraph shall not apply to any item described in subpara-
graph (C) of paragraph (2).
(4) All events test.—For purposes of this subsection, the all events test is met 

with respect to any item if all events have occurred which determine the fact of lia-
bility and the amount of such liability can be determined with reasonable accuracy.

(5) Subsection not to apply to certain items.—This subsection shall not 
apply to any item for which a deduction is allowable under a provision of this title 
which specifically provides for a deduction for a reserve for estimated expenses.
(i) Special rules for tax shelters.—

(1) Recurring item exception not to apply.—In the case of a tax shelter, 
economic performance shall be determined without regard to paragraph (3) of 
subsection (h).

* * *
(3) Tax shelter defined.—For purposes of this subsection, the term “tax shel-

ter” means—
(A) any enterprise (other than a C corporation) if at any time interests in 

such enterprise have been offered for sale in any offering required to be reg-
istered with any Federal or State agency having the authority to regulate the 
offering of securities for sale,

(B) any syndicate (within the meaning of section 1256(e)(3)(B)), and
(C) any tax shelter (as defined in section 6662(d)(2)(C)(ii)).

(4) Special rules for farming.—In the case of the trade or business of farm-
ing (as defined in section 464(e)), in determining whether an entity is a tax shel-
ter, the definition of farming syndicate in subsection (k) shall be substituted for 
subparagraphs (A) and (B) of paragraph (3). 

(5) Economic performance.—For purposes of this subsection, the term “eco-
nomic performance” has the meaning given such term by subsection (h).

* * *
(l) Limitation on excess business losses of noncorporate taxpayers.—
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Section 461(l)(1), below, is applicable to taxable years beginning before Jan-
uary 1, 2027.

(1) Limitation.—In the case of a taxpayer other than a corporation—
(A) for any taxable year beginning after December 31, 2017, and before 

January 1, 2029, subsection (j) (relating to limitation on excess farm losses of 
certain taxpayers) shall not apply, and 

(B) for any taxable year beginning after December 31, 2020, and before 
January 1, 2029, any excess business loss of the taxpayer for the taxable year 
shall not be allowed.

Section 461(l)(1), below, is applicable to taxable years beginning after De-
cember 31, 2026.

(1) Limitation.—In the case of a taxpayer other than a corporation—
(A) for any taxable year beginning after December 31, 2017, subsection 

(j) (relating to limitation on excess farm losses of certain taxpayers) shall not 
apply, and

(B) for any taxable year beginning after December 31, 2020, any excess 
business loss of the taxpayer for the taxable year shall not be allowed.
(2) Disallowed loss carryover.—Any loss which is disallowed under para-

graph (1) shall be treated as a net operating loss for the taxable year for purposes 
of determining any net operating loss carryover under section 172(b) for subse-
quent taxable years.

(3) Excess business loss.—For purposes of this subsection—
(A) In general.—The term “excess business loss” means the excess (if any) 

of—
(i) the aggregate deductions of the taxpayer for the taxable year which 

are attributable to trades or businesses of such taxpayer (determined with-
out regard to whether or not such deductions are disallowed for such tax-
able year under paragraph (1) and without regard to any deduction allow-
able under section 172 or 199A), over

(ii) the sum of—
(I) the aggregate gross income or gain of such taxpayer for the tax-

able year which is attributable to such trades or businesses, plus
(II) $250,000 (200 percent of such amount in the case of a joint return).

Such excess shall be determined without regard to any deductions, gross 
income, or gains attributable to any trade or business of performing ser-
vices as an employee.

(B) Treatment of capital gains and losses.—
(i) Losses.—Deductions for losses from sales or exchanges of capital 

assets shall not be taken into account under subparagraph (A)(i).
(ii) Gains.—The amount of gains from sales or exchanges of capital 

assets taken into account under subparagraph (A)(ii) shall not exceed the 
lesser of—

(I) the capital gain net income determined by taking into account 
only gains and losses attributable to a trade or business, or

(II) the capital gain net income.
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Section 461(l)(3)(C), below, is applicable to taxable years beginning after 
Dec. 31, 2025.

(C) Adjustment for inflation.—In the case of any taxable year begin-
ning after December 31, 2025, the $250,000 amount in subparagraph (A)(ii)(II) 
shall be increased by an amount equal to—

(i) such dollar amount, multiplied by
(ii) the cost-of-living adjustment determined under section 1(f)(3) for 

the calendar year in which the taxable year begins, determined by substi-
tuting “2024” for “2016” in subparagraph (A)(ii) thereof.
If any amount as increased under the preceding sentence is not a multiple 
of $1,000, such amount shall be rounded to the nearest multiple of $1,000.

(4) Application of subsection in case of partnerships and S corpora-
tions.—In the case of a partnership or S corporation—

(A) this subsection shall be applied at the partner or shareholder level, and
(B) each partner’s or shareholder’s allocable share of the items of income, 

gain, deduction, or loss of the partnership or S corporation for any taxable year 
from trades or businesses attributable to the partnership or S corporation shall 
be taken into account by the partner or shareholder in applying this subsection 
to the taxable year of such partner or shareholder with or within which the 
taxable year of the partnership or S corporation ends. 
For purposes of this paragraph, in the case of an S corporation, an allocable 
share shall be the shareholder’s pro rata share of an item.
(5) Additional reporting.—The Secretary shall prescribe such additional 

reporting requirements as the Secretary determines necessary to carry out the 
purposes of this subsection.

(6) Coordination with section 469.—This subsection shall be applied after 
the application of section 469.

PART VIII—CERTAIN SAVINGS ENTITITES

§ 529.	Qualified tuition programs
(a) General rule.—A qualified tuition program shall be exempt from taxation 

under this subtitle. Notwithstanding the preceding sentence, such program shall be 
subject to the taxes imposed by section 511 (relating to imposition of tax on unrelated 
business income of charitable organizations).

(b) Qualified tuition program.—For purposes of this section— 
(1) In general.—The term “qualified tuition program” means a program es-

tablished and maintained by a State or agency or instrumentality thereof or by 1 
or more eligible educational institutions—

(A) under which a person—
(i) may purchase tuition credits or certificates on behalf of a designated 

beneficiary which entitle the beneficiary to the waiver or payment of quali-
fied higher education expenses of the beneficiary, or

(ii) in the case of a program established and maintained by a State or 
agency or instrumentality thereof, may make contributions to an account 
which is established for the purpose of meeting the qualified higher educa-
tion expenses of the designated beneficiary of the account, and
(B) which meets the other requirements of this subsection.

Except to the extent provided in regulations, a program established and main-
tained by 1 or more eligible educational institutions shall not be treated as a 
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qualified tuition program unless such program provides that amounts are held 
in a qualified trust and such program has received a ruling or determination 
that such program meets the applicable requirements for a qualified tuition 
program. For purposes of the preceding sentence, the term “qualified trust” 
means a trust which is created or organized in the United States for the exclu-
sive benefit of designated beneficiaries and with respect to which the require-
ments of paragraphs (2) and (5) of section 408(a) are met.
(2) Cash contributions.—A program shall not be treated as a qualified tui-

tion program unless it provides that purchases or contributions may only be made 
in cash. 

(3) Separate accounting.—A program shall not be treated as a qualified 
State tuition program unless it provides separate accounting for each designated 
beneficiary.

(4) Limited investment direction.—A program shall not be treated as a 
qualified tuition program unless it provides that any contributor to, or designated 
beneficiary under, such program may, directly or indirectly, direct the investment 
of any contributions to the program (or any earnings therefrom) no more than 2 
times in any calendar year.

(5) No pledging of interest as security.—A program shall not be treated as 
a qualified tuition program if it allows any interest in the program or any portion 
thereof to be used as security for a loan.

(6) Prohibition on excess contributions.—A program shall not be treated 
as a qualified tuition program unless it provides adequate safeguards to prevent 
contributions on behalf of a designated beneficiary in excess of those necessary to 
provide for the qualified higher education expenses of the beneficiary.
(c) Tax treatment of designated beneficiaries and contributors.—

(1) In general.—Except as otherwise provided in this subsection, no amount 
shall be includible in gross income of—

(A) a designated beneficiary under a qualified tuition program, or
(B) a contributor to such program on behalf of a designated beneficiary,

with respect to any distribution or earnings under such program.
(2) Gift tax treatment of contributions.—For purposes of chapters 12 and 

13—
(A) In general.—Any contribution to a qualified tuition program on behalf 

of any designated beneficiary— 
(i) shall be treated as a completed gift to such beneficiary which is not a 

future interest in property, and
(ii) shall not be treated as a qualified transfer under section 2503(e).

(B) Treatment of excess contributions.—If the aggregate amount of 
contributions described in subparagraph (A) during the calendar year by a do-
nor exceeds the limitation for such year under section 2503(b), such aggregate 
amount shall, at the election of the donor, be taken into account for purposes of 
such section ratably over the 5-year period beginning with such calendar year.
(3) Distributions.—

(A) In general.—Any distribution under a qualified tuition program shall 
be includible in the gross income of the distributee in the manner as provided 
under section 72 to the extent not excluded from gross income under any other 
provision of this chapter.

(B) Distributions for qualified higher education expenses.—For pur-
poses of this paragraph—
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(i) In-kind distributions.—No amount shall be includible in gross in-
come under subparagraph (A) by reason of a distribution which consists of 
providing a benefit to the distributee which, if paid for by the distributee, 
would constitute payment of a qualified higher education expense.

(ii) Cash distributions.—In the case of distributions not described in 
clause (i), if—

(I) such distributions do not exceed the qualified higher education 
expenses (reduced by expenses described in clause (i)), no amount shall 
be includible in gross income, and

(II) in any other case, the amount otherwise includible in gross in-
come shall be reduced by an amount which bears the same ratio to such 
amount as such expenses bear to such distributions.
(iii) Exception for institutional programs.—In the case of any tax-

able year beginning before January 1, 2004, clauses (i) and (ii) shall not 
apply with respect to any distribution during such taxable year under a 
qualified tuition program established and maintained by 1 or more eligible 
educational institutions. 

(iv) Treatment as distributions.—Any benefit furnished to a desig-
nated beneficiary under a qualified tuition program shall be treated as a 
distribution to the beneficiary for purposes of this paragraph.

(v) Coordination with American Opportunity and Lifetime 
Learning credits.—The total amount of qualified higher education ex-
penses with respect to an individual for the taxable year shall be reduced—

(I) as provided in section 25A(g)(2), and
(II) by the amount of such expenses which were taken into account 

in determining the credit allowed to the taxpayer or any other person 
under section 25A.
(vi) Coordination with Coverdell education savings accounts.—

If, with respect to an individual for any taxable year—
(I) the aggregate distributions to which clauses (i) and (ii) and sec-

tion 530(d)(2)(A) apply, exceed
(II) the total amount of qualified higher education expenses other-

wise taken into account under clauses (i) and (ii) (after the application 
of clause (v)) for such year,

the taxpayer shall allocate such expenses among such distributions for pur-
poses of determining the amount of the exclusion under clauses (i) and (ii) 
and section 530(d)(2)(A).
(C) Change in beneficiaries or programs.—

(i) Rollovers.—Subparagraph (A) shall not apply to that portion of any 
distribution which, within 60 days of such distribution, is transferred—

(I) to another qualified tuition program for the benefit of the desig-
nated beneficiary, 

(II) to the credit of another designated beneficiary under a qualified 
tuition program who is a member of the family of the designated benefi-
ciary with respect to which the distribution was made, or

* * *
(ii) Change in designated beneficiaries.—Any change in the desig-

nated beneficiary of an interest in a qualified tuition program shall not be 
treated as a distribution for purposes of subparagraph (A) if the new bene-
ficiary is a member of the family of the old beneficiary.
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(iii) Limitation on certain rollovers.—Clause (i)(I) shall not apply 
to any transfer if such transfer occurs within 12 months from the date of 
a previous transfer to any qualified tuition program for the benefit of the 
designated beneficiary.
(D) Special rule for contributions of refunded amounts.—In the case 

of a beneficiary who receives a refund of any qualified higher education expens-
es from an eligible educational institution, subparagraph (A) shall not apply to 
that portion of any distribution for the taxable year which is recontributed to a 
qualified tuition program of which such individual is a beneficiary, but only to 
the extent such recontribution is made not later than 60 days after the date of 
such refund and does not exceed the refunded amount.

(E) Special rollover to Roth IRAs from long-term qualified tuition 
programs.—

(i) In general.—In the case of a distribution from a qualified tuition 
program of a designated beneficiary which has been maintained for the 15-
year period ending on the date of such distribution, subparagraph (A) shall 
not apply to so much the portion of such distribution which—

(I) does not exceed the aggregate amount contributed to the program 
(and earnings attributable thereto) before the 5-year period ending on 
the date of the distribution, and 

(II) is paid in a direct trustee-to-trustee transfer to a Roth IRA main-
tained for the benefit of such designated beneficiary.
(ii) Limitations.—

(I) Annual limitation.—Clause (i) shall only apply to so much of 
any distribution as does not exceed the amount applicable to the desig-
nated beneficiary under section 408A(c)(2) for the taxable year (reduced 
by the amount of aggregate contributions made during the taxable year 
to all individual retirement plans maintained for the benefit of the des-
ignated beneficiary).

(II) Aggregate limitation.—This subparagraph shall not apply to 
any distribution described in clause (i) to the extent that the aggregate 
amount of such distributions with respect to the designated beneficiary 
for such taxable year and all prior taxable years exceeds $35,000.

(4) Estate tax treatment.—
(A) In general.—No amount shall be includible in the gross estate of any 

individual for purposes of chapter 11 by reason of an interest in a qualified 
tuition program.

(B) Amounts includible in estate of designated beneficiary in cer-
tain cases.—Subparagraph (A) shall not apply to amounts distributed on ac-
count of the death of a beneficiary.

(C) Amounts includible in estate of donor making excess contribu-
tions.—In the case of a donor who makes the election described in paragraph 
(2)(B) and who dies before the close of the 5-year period referred to in such 
paragraph, notwithstanding subparagraph (A), the gross estate of the donor 
shall include the portion of such contributions properly allocable to periods 
after the date of death of the donor.
(5) Other gift tax rules.—For purposes of chapters 12 and 13—

(A) Treatment of distributions.—Except as provided in subparagraph 
(B), in no event shall a distribution from a qualified tuition program be treated 
as a taxable gift.

(B) Treatment of designation of new beneficiary.—The taxes imposed 
by chapters 12 and 13 shall apply to a transfer by reason of a change in the 
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designated beneficiary under the program (or a rollover to the account of a new 
beneficiary) unless the new beneficiary is—

(i) assigned to the same generation as (or a higher generation than) the 
old beneficiary (determined in accordance with section 2651), and

(ii) a member of the family of the old beneficiary.
(6) Additional tax.—The tax imposed by section 530(d)(4) shall apply to any 

payment or distribution from a qualified tuition program in the same manner as 
such tax applies to a payment or distribution from a Coverdell education savings 
account. This paragraph shall not apply to any payment or distribution in any 
taxable year beginning before January 1, 2004, which is includible in gross income 
but used for qualified higher education expenses of the designated beneficiary.

Section 529(c)(7), below, is applicable to distributions made after July 4, 
2025.

(7) Treatment of elementary and secondary tuition.—Any reference in 
this section to the term “qualified higher education expense” shall include a refer-
ence to the following expenses in connection with enrollment or attendance at, or 
for students enrolled at or attending, an elementary or secondary public, private, 
or religious school:

(A) Tuition.
(B) Curriculum and curricular materials.
(C) Books or other instructional materials.
(D) Online educational materials.
(E) Tuition for tutoring or educational classes outside of the home, includ-

ing at a tutoring facility, but only if the tutor or instructor is not related to the 
student and—

(i) is licensed as a teacher in any State,
(ii) has taught at an eligible educational institution, or
(iii) is a subject matter expert in the relevant subject.

(F) Fees for a nationally standardized norm-referenced achievement test, 
an advanced placement examination, or any examinations related to college or 
university admission.

(G) Fees for dual enrollment in an institution of higher education.
(H) Educational therapies for students with disabilities provided by a li-

censed or accredited practitioner or provider, including occupational, behav-
ioral, physical, and speech-language therapies.
(8) Treatment of certain expenses associated with registered appren-

ticeship programs.—Any reference in this subsection to the term “qualified 
higher education expense” shall include a reference to expenses for fees, books, 
supplies, and equipment required for the participation of a designated beneficiary 
in an apprenticeship program registered and certified with the Secretary of Labor 
under section 1 of the National Apprenticeship Act (29 U.S.C. 50).

(9) Treatment of qualified education loan repayments.—
(A) In general.—Any reference in this subsection to the term “qualified 

higher education expense” shall include a reference to amounts paid as princi-
pal or interest on any qualified education loan (as defined in section 221(d)) of 
the designated beneficiary or a sibling of the designated beneficiary.

(B) Limitation.—The amount of distributions treated as a qualified higher 
education expense under this paragraph with respect to the loans of any in-
dividual shall not exceed $10,000 (reduced by the amount of distributions so 
treated for all prior taxable years). 
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(C) Special rules for siblings of the designated beneficiary.—
(i) Separate accounting.—For purposes of subparagraph (B) and sub-

section (d), amounts treated as a qualified higher education expense with 
respect to the loans of a sibling of the designated beneficiary shall be taken 
into account with respect to such sibling and not with respect to such des-
ignated beneficiary.

(ii) Sibling defined.—For purposes of this paragraph, the term “sib-
ling” means an individual who bears a relationship to the designated bene-
ficiary which is described in section 152(d)(2)(B).

(d) Reports.—
(1) In general.—Each officer or employee having control of the qualified tui-

tion program or their designee shall make such reports regarding such program 
to the Secretary and to designated beneficiaries with respect to contributions, 
distributions, and such other matters as the Secretary may require. The reports 
required by this paragraph shall be filed at such time and in such manner and 
furnished to such individuals at such time and in such manner as may be required 
by the Secretary.

* * *
(e) Other definitions and special rules.—For purposes of this section—

(1) Designated beneficiary.—The term “designated beneficiary” means—
(A) the individual designated at the commencement of participation in the 

qualified tuition program as the beneficiary of amounts paid (or to be paid) to 
the program, 

(B) in the case of a change in beneficiaries described in subsection (c)(3)(C), 
the individual who is the new beneficiary, and

(C) in the case of an interest in a qualified tuition program purchased by a 
State or local government (or agency or instrumentality thereof) or an organi-
zation described in section 501(c)(3) and exempt from taxation under section 
501(a) as part of a scholarship program operated by such government or orga-
nization, the individual receiving such interest as a scholarship.
(2) Member of family.—The term “member of the family” means, with re-

spect to any designated beneficiary—
(A) the spouse of such beneficiary;
(B) an individual who bears a relationship to such beneficiary which is de-

scribed in subparagraphs (A) through (G) of section 152(d)(2);
(C) the spouse of any individual described in subparagraph (B); and
(D) any first cousin of such beneficiary.

Section 529(e)(3), below, generally is applicable to taxable years beginning 
after Dec. 31, 2025.

(3) Qualified higher education expenses.—
(A) In general.—The term “qualified higher education expenses” means—

(i) tuition, fees, books, supplies, and equipment required for the enroll-
ment or attendance of a designated beneficiary at an eligible educational 
institution,

(ii) expenses for special needs services in the case of a special needs 
beneficiary which are incurred in connection with such enrollment or at-
tendance, and

(iii) expenses for the purchase of computer or peripheral equipment (as 
defined in section 168(i)(2)(B)), computer software (as defined in section 
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197(e)(3)(B)), or Internet access and related services, if such equipment, 
software, or services are to be used primarily by the beneficiary during any 
of the years the beneficiary is enrolled at an eligible educational institution.
Clause (iii) shall not include expenses for computer software designed for 
sports, games, or hobbies unless the software is predominantly education-
al in nature. The amount of cash distributions from all qualified tuition 
programs described in subsection (b)(1)(A)(ii) with respect to a beneficia-
ry during any taxable year shall, in the aggregate, include not more than 
$20,000 in expenses described in subsection (c)(7) incurred during the tax-
able year.
(B) Room and board included for students who are at least half-

time.—
(i) In general.—In the case of an individual who is an eligible student 

(as defined in section 25A(b)(3)) for any academic period, such term shall 
also include reasonable costs for such period (as determined under the qual-
ified tuition program) incurred by the designated beneficiary for room and 
board while attending such institution. For purposes of subsection (b)(6), a 
designated beneficiary shall be treated as meeting the requirements of this 
clause.

(ii) Limitation.—The amount treated as qualified higher education 
expenses by reason of clause (i) shall not exceed—

(I) the allowance (applicable to the student) for room and board in-
cluded in the cost of attendance (as defined in section 472 of the Higher 
Education Act of 1965 (20 U.S.C. 1087ll), as in effect on the date of the 
enactment of the Economic Growth and Tax Relief Reconciliation Act 
of 2001) as determined by the eligible educational institution for such 
period, or

(II) if greater, the actual invoice amount the student residing in 
housing owned or operated by the eligible educational institution is 
charged by such institution for room and board costs for such period.

Section 529(e)(3)(c), below, is applicable to distributions after July 4, 2025.
(C) Certain postsecondary credentialing expenses.—The term “quali-

fied higher education expenses” includes qualified postsecondary credentialing 
expenses (as defined in subsection (f)).
(4) Application of section 514.—An interest in a qualified tuition program 

shall not be treated as debt for purposes of section 514.
(5) Eligible educational institution.—The term “eligible educational insti-

tution” means an institution— 
(A) which is described in section 481 of the Higher Education Act of 1965 (20 

U.S.C. 1088), as in effect on the date of the enactment of this paragraph, and
(B) which is eligible to participate in a program under title IV of such Act.

Section 529(f), below, is applicable to distributions after July 4, 2025.
(f) Qualified postsecondary credentialing expenses.—For purposes of this 

section—
(1) In general.—The term “qualified postsecondary credentialing expenses” 

means—
(A) tuition, fees, books, supplies, and equipment required for the enroll-

ment or attendance of a designated beneficiary in a recognized postsecondary 
credential program, or any other expense incurred in connection with enroll-
ment in or attendance at a recognized postsecondary credential program if 
such expense would, if incurred in connection with enrollment or attendance 
at an eligible educational institution, be covered under subsection (e)(3)(A),
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(B) fees for testing if such testing is required to obtain or maintain a recog-
nized postsecondary credential, and

(C) fees for continuing education if such education is required to maintain 
a recognized postsecondary credential.
(2) Recognized postsecondary credential program.—The term “recog-

nized postsecondary credential program” means any program to obtain a recog-
nized postsecondary credential if—

(A) such program is included on a State list prepared under section 122(d) 
of the Workforce Innovation and Opportunity Act (29 U.S.C. 3152(d)),

(B) such program is listed in the public directory of the Web Enabled Ap-
proval Management System (WEAMS) of the Veterans Benefits Administra-
tion, or successor directory such program,

(C) an examination (developed or administered by an organization widely 
recognized as providing reputable credentials in the occupation) is required 
to obtain or maintain such credential and such organization recognizes such 
program as providing training or education which prepares individuals to take 
such examination, or

(D) such program is identified by the Secretary, after consultation with the 
Secretary of Labor, as being a reputable program for obtaining a recognized 
postsecondary credential for purposes of this subparagraph.
(3) Recognized postsecondary credential.—The term “recognized postsec-

ondary credential” means—
(A) any postsecondary employment credential that is industry recognized 

and is—
(i) any postsecondary employment credential issued by a program that 

is accredited by the Institute for Credentialing Excellence, the National 
Commission on Certifying Agencies, or the American National Standards 
Institute,

(ii) any postsecondary employment credential that is included in the 
Credentialing Opportunities On-Line (COOL) directory of credentialing 
programs (or successor directory) maintained by the Department of De-
fense or by any branch of the Armed Forces, or

(iii) any postsecondary employment credential identified for purposes of 
this clause by the Secretary, after consultation with the Secretary of Labor, 
as being industry recognized,
(B) any certificate of completion of an apprenticeship that is registered and 

certified with the Secretary of Labor under the Act of August 16, 1937 (com-
monly known as the “National Apprenticeship Act”; 50 Stat. 664, chapter 663; 
29 U.S.C. 50 et seq.),

(C) any occupational or professional license issued or recognized by a State 
or the Federal Government (and any certification that satisfies a condition for 
obtaining such a license), and

(D) any recognized postsecondary credential as defined in section 3(52) of 
the Workforce Innovation and Opportunity Act (29 U.S.C. 3102(52)), provided 
through a program described in paragraph (2)(A).

(g) Regulations.—Notwithstanding any other provision of this section, the Sec-
retary shall prescribe such regulations as may be necessary or appropriate to carry 
out the purposes of this section and to prevent abuse of such purposes, including 
regulations under chapters 11, 12, and 13 of this title.
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PART IX—TRUMP ACCOUNTS
Section 530A, below, is applicable to taxable years beginning after Decem-
ber 31, 2025.

§ 530A.	 Trump accounts
(a) General rule.—Except as provided in this section or under regulations or 

guidance established by the Secretary, a Trump account shall be treated for purposes 
of this title in the same manner as an individual retirement account under section 
408(a).

(b) Trump account.—For purposes of this section—
(1) In general.—The term “Trump account” means an individual retirement 

account (as defined in section 408(a)) which is not designated as a Roth IRA and 
which meets the following requirements:

(A) The account—
(i) is created or organized by the Secretary for the exclusive benefit of an 

eligible individual or such eligible individual’s beneficiaries, or
(ii) is—

(I) created or organized in the United States for the exclusive benefit 
of an individual who has not attained the age of 18 before the end of the 
calendar year, or such individual’s beneficiaries, and

(II) funded by a qualified rollover contribution.
(B) The account is designated (in such manner as the Secretary shall pre-

scribe) at the time of the establishment of the account as a Trump account.
(C) The written governing instrument creating the account meets the fol-

lowing requirements:
(i) No contribution will be accepted—

(I) before the date that is 12 months after the date of the enactment 
of this section, or

(II) in the case of a contribution made in any calendar year before 
the calendar year in which the account beneficiary attains age 18, if 
such contribution would result in aggregate contributions (other than 
exempt contributions) for such calendar year in excess of the contribu-
tion limit specified in subsection (c)(2)(A).
(ii) Except as provided in subsection (d), no distribution will be allowed 

before the first day of the calendar year in which the account beneficiary 
attains age 18.

(iii) No part of the account funds will be invested in any asset other 
than an eligible investment during any period before the first day of the 
calendar year in which the account beneficiary attains age 18.

(2) Eligible individual.—The term “eligible individual” means any individ-
ual—

(A) who has not attained the age of 18 before the close of the calendar year 
in which the election under subparagraph (C) is made,

(B) for whom a social security number (within the meaning of section 24(h)
(7)) has been issued before the date on which an election under subsection (C) 
is made, and

(C) for whom—
(i) an election is made under this subparagraph by the Secretary if the 

Secretary determines (based on information available to the Secretary from 
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tax returns or otherwise) that such individual meets the requirements of 
subparagraphs (A) and (B) and no prior election has been made for such 
individual under clause (ii), or

(ii) an election is made under this subparagraph by a person other than 
the Secretary (at such time and in such manner as the Secretary may pre-
scribe) for the establishment of a Trump account if no prior election has 
been made for such individual under clause (i).

(3) Eligible investment.—
(A) In general.—The term “eligible investment” means any mutual fund 

or exchange traded fund which—
(i) tracks the returns of a qualified index,
(ii) does not use leverage,
(iii) does not have annual fees and expenses of more than 0.1 percent of 

the balance of the investment in the fund, and
(iv) meets such other criteria as the Secretary determines appropriate 

for purposes of this section.
(B) Qualified index.—The term “qualified index” means—

(i) the Standard and Poor’s 500 stock market index, or
(ii) any other index—

(I) which is comprised of equity investments in primarily United 
States companies, and

(II) for which regulated futures contracts (as defined in section 
1256(g)(1)) are traded on a qualified board or exchange (as defined in 
section 1256(g)(7)).
Such term shall not include any industry or sector-specific index, but 
may include an index based on market capitalization.

(4) Account beneficiary.—The term “account beneficiary” means the indi-
vidual on whose behalf the Trump account was established.
(c) Treatment of contributions.—

(1) No deduction allowed.—No deduction shall be allowed under section 
219 for any contribution which is made before the first day of the calendar year in 
which the account beneficiary attains age 18.

(2) Contribution limit.—In the case of any contribution made before the cal-
endar year in which the account beneficiary attains age 18—

(A) In general.—The aggregate amount of contributions (other than ex-
empt contributions) for such calendar year shall not exceed $5,000.

(B) Exempt contribution.—For purposes of this paragraph, the term “ex-
empt contribution” means—

(i) a qualified rollover contribution,
(ii) any qualified general contribution, or
(iii) any contribution provided under section 6434.

(C) Cost-of-living adjustment.—
(i) In general.—In the case of any taxable year after 2027, the $5,000 

amount under subparagraph (A) shall be increased by an amount equal 
to—

(I) such dollar amount, multiplied by
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(II) the cost-of-living adjustment determined under section 1(f)(3) for 
the calendar year in which the taxable year begins, determined by sub-
stituting ‘calendar year 2026’ for ‘calendar year 2016’ in subparagraph 
(A)(ii) thereof.
(ii) Rounding.—If any increase under this subparagraph is not a mul-

tiple of $100, such amount shall be rounded to the next lowest multiple of 
$100.

(3) Timing of contributions.—Section 219(f)(3) shall not apply to any contri-
bution made to a Trump account for any taxable year ending before the calendar 
year in which the account beneficiary attains age 18.
(d) Distributions.—

(1) In general.—Except as otherwise provided in this subsection, no distribu-
tion shall be allowed before the first day of the calendar year in which the account 
beneficiary attains age 18.

(2) Tax treatment of allowable distributions.—For purposes of applying 
section 72 to any amount distributed from a Trump account, the investment in the 
contract shall not include—

(A) any qualified general contribution,
(B) any contribution provided under section 6434, and
(C) the amount of any contribution which is excluded from gross income 

under section 128.
(3) Qualified rollover contributions.—Paragraph (1) shall not apply to any 

distribution which is a qualified rollover contribution and the amount of such dis-
tribution shall not be included in the gross income of the beneficiary.

(4) Qualified ABLE rollover contributions.—
(A) In general.—Paragraph (1) shall not apply to any distribution which 

is a qualified ABLE rollover contribution and the amount of such distribution 
shall not be included in the gross income of the beneficiary.

(B) Qualified able rollover contribution.—For purposes of this section, 
the term “qualified ABLE rollover contribution” means an amount which is 
paid during the calendar year in which the account beneficiary attains age 17 
in a direct trustee-to-trustee transfer from a Trump account maintained for 
the benefit of the account beneficiary to an ABLE account (as defined in sec-
tion 529A(e)(6)) for the benefit of the such account beneficiary, but only if the 
amount of such payment is equal to the entire balance of the Trump account 
from which the payment is made.
(5) Distributions of excess contributions.—In the case of any contribution 

which is made before the calendar year in which the account beneficiary attains 
age 18 and which is in excess of the limitation in effect under subsection (c)(2)(A) 
for the calendar year—

(A) paragraph (1) shall not apply to the distribution of such excess,
(B) the amount of such distribution shall not be included in gross income of 

the account beneficiary, and
(C) the tax imposed by this chapter on the distributee for the taxable year 

in which the distribution is made shall be increased by 100 percent of the 
amount of net income attributable to such excess (determined without regard 
to subparagraph (B)).
(6) Treatment of death of account beneficiary.—If, by reason of the death 

of the account beneficiary before the first day of the calendar year in which the 
account beneficiary attains age 18, any person acquires the account beneficiary’s 
interest in the Trump account—
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(A) paragraph (1) shall not apply,
(B) such account shall cease to be a Trump account as of the date of death, 

and
(C) an amount equal to the fair market value of the assets (reduced by the 

investment in the contract) in such account on such date shall—
(i) if such person is not the estate of such beneficiary, be includible in 

such person’s gross income for the taxable year which includes such date, or
(ii) if such person is the estate of such beneficiary, be includible in such 

beneficiary’s gross income for the last taxable year of such beneficiary.
(e) Qualified rollover contribution.—For purposes of this section, the term 

“qualified rollover contribution” means an amount which is paid in a direct trust-
ee-to-trustee transfer from a Trump account maintained for the benefit of the ac-
count beneficiary to a Trump account maintained for such beneficiary, but only if the 
amount of such payment is equal to the entire balance of the Trump account from 
which the payment is made.

(f) Qualified general contribution.—For purposes of this section—
(1) In general.—The term “qualified general contribution” means any contri-

bution which—
(A) is made by the Secretary pursuant to a general funding contribution,
(B) is made to the Trump account of an account beneficiary in the qualified 

class of account beneficiaries specified in the general funding contribution, and
(C) is in an amount which is equal to the ratio of—

(i) the amount of such general funding contribution, to
(ii) the number of account beneficiaries in such qualified class.

(2) General funding contribution.—The term “general funding contribu-
tion” means a contribution which—

(A) is made by—
(i) an entity described in section 170(c)(1) (other than a possession of 

the United States or a political subdivision thereof) or an Indian tribal gov-
ernment, or

(ii) an organization described in section 501(c)(3) and exempt from tax 
under section 501(a), and
(B) which specifies a qualified class of account beneficiaries to whom such 

contribution is to be distributed.
(3) Qualified class.—

(A) In general.—The term “qualified class” means any of the following:
(i) All account beneficiaries who have not attained the age of 18 before 

the close of the calendar year in which the contribution is made.
(ii) All account beneficiaries who have not attained the age of 18 before 

the close of the calendar year in which the contribution is made and who 
reside in one or more States or other qualified geographic areas specified by 
the terms of the general funding contribution.

(iii) All account beneficiaries who have not attained the age of 18 before 
the close of the calendar year in which the contribution is made and who 
were born in one or more calendar years specified by the terms of the gen-
eral funding contribution.
(B) Qualified geographic area.—The term “qualified geographic area” 

means any geographic area in which not less than 5,000 account beneficiaries 
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reside and which is designated by the Secretary as a qualified geographic area 
under this subparagraph.

(g) Trustee selection.—In the case of any Trump account created or organized 
by the Secretary, the Secretary shall take into account the following criteria in se-
lecting the trustee:

(1) The history of reliability and regulatory compliance of the trustee.
(2) The customer service experience of the trustee.
(3) The costs imposed by the trustee on the account or the account beneficiary.

(h) Other special rules and coordination with individual retirement ac-
count rules.—

(1) In general.—The rules of subsections (k) and (p) of section 408 shall not 
apply to a Trump account, and the rules of subsections (d) and (i) of section 408 
shall not apply to a Trump account for any taxable year beginning before the cal-
endar year in which the account beneficiary attains age 18.

(2) Custodial accounts.—In the case of a Trump account, section 408(h) 
shall be applied by substituting ‘a Trump account described in section 530A(b)(1)’ 
for ‘an individual retirement account described in subsection (a)’.

(3) Contributions.—In the case of any taxable year beginning before the first 
day of the calendar year in which the account beneficiary attains age 18, a con-
tribution to a Trump account shall not be taken into account in applying any 
contribution limit to any individual retirement plan other than a Trump account.

(4) Distributions.—Section 408(d)(2) shall be applied separately with respect 
to Trump Accounts and other individual retirement plans.

(5) Excess contributions.—For purposes of applying section 4973(b) to a 
Trump account for any taxable year beginning before the first day of the calendar 
year in which the account beneficiary attains age 18, the term “excess contribu-
tions” means the sum of—

(A) the amount by which the amount contributed to the account for the 
calendar year in which taxable year begins exceeds the amount permitted to 
be contributed to the account under subsection (c)(2), and

(B) the amount determined under this paragraph for the preceding taxable 
year.
For purposes of this paragraph, the excess contributions for a taxable year are 
reduced by the distributions to which subsection (d)(5) applies that are made 
during the taxable year or by the date prescribed by law (including extensions 
of time) for filing the account beneficiary’s return for the taxable year.

(i) Reports.—
(1) In general.—The trustee of a Trump account shall make such reports 

regarding such account to the Secretary and to the beneficiary of the account at 
such time and in such manner as may be required by the Secretary. Such reports 
shall include information with respect to—

(A) contributions (including the amount and source of any contribution in 
excess of $25 made from a person other than the Secretary, the account benefi-
ciary, or the parent or legal guardian of the account beneficiary),

(B) distributions (including distributions which are qualified rollover con-
tributions),

(C) the fair market value of the account,
(D) the investment in the contract with respect to such account, and
(E) such other matters as the Secretary may require.
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(2) Qualified rollover contributions.—Not later than 30 days after the date 
of any qualified rollover contribution, the trustee of the Trump account to which 
the contribution was made shall make a report to the Secretary. Such report shall 
include—

(A) the name, address, and social security number of the account benefi-
ciary,

(B) the name and address of such trustee,
(C) the account number,
(D) the routing number of the trustee, and
(E) such other information as the Secretary may require.

(3) Period of reporting.—This subsection shall not apply to any period after 
the calendar year in which the beneficiary attains age 17.

§ 707.	Transactions between partner and partnership
(a) Partner not acting in capacity as partner.—

(1) In general.—If a partner engages in a transaction with a partnership 
other than in his capacity as a member of such partnership, the transaction shall, 
except as otherwise provided in this section, be considered as occurring between 
the partnership and one who is not a partner.

Section 707(a)(2), below, is applicable to performance of services or trans-
fers of property after July 4, 2025.

(2) Treatment of payments to partners for property or services.—Ex-
cept as provided by the Secretary— 

(A) Treatment of certain services and transfers of property.—If—
(i) a partner performs services for a partnership or transfers property 

to a partnership,
(ii) there is a related direct or indirect allocation and distribution to 

such partner, and
(iii) the performance of such services (or such transfer) and the alloca-

tion and distribution, when viewed together, are properly characterized as 
a transaction occurring between the partnership and a partner acting other 
than in his capacity as a member of the partnership,

such allocation and distribution shall be treated as a transaction described in 
paragraph (1).

(B) Treatment of certain property transfers.—If—
(i) there is a direct or indirect transfer of money or other property by a 

partner to a partnership,
(ii) there is a related direct or indirect transfer of money or other prop-

erty by the partnership to such partner (or another partner), and
(iii) the transfers described in clauses (i) and (ii), when viewed together, 

are properly characterized as a sale or exchange of property,
such transfers shall be treated either as a transaction described in paragraph 
(1) or as a transaction between 2 or more partners acting other than in their 
capacity as members of the partnership. 

(b) Certain sales or exchanges of property with respect to controlled 
partnerships.—
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(1) Losses disallowed.—No deduction shall be allowed in respect of losses 
from sales or exchanges of property (other than an interest in the partnership), 
directly or indirectly, between—

(A) a partnership and a person owning, directly or indirectly, more than 50 
percent of the capital interest, or the profits interest, in such partnership, or

(B) two partnerships in which the same persons own, directly or indirectly, 
more than 50 percent of the capital interests or profits interests.

In the case of a subsequent sale or exchange by a transferee described in this 
paragraph, section 267(d) shall be applicable as if the loss were disallowed under 
section 267(a)(1). For purposes of section 267(a)(2), partnerships described in sub-
paragraph (B) of this paragraph shall be treated as persons specified in section 
267(b).

(2) Gains treated as ordinary income.—In the case of a sale or exchange, 
directly or indirectly, of property, which in the hands of the transferee, is property 
other than a capital asset as defined in section 1221—

(A) between a partnership and a person owning, directly or indirectly, more 
than 50 percent of the capital interest, or profits interest, in such partnership, 
or

(B) between two partnerships in which the same persons own, directly or 
indirectly, more than 50 percent of the capital interests or profits interests,

any gain recognized shall be considered as ordinary income.
(3) Ownership of a capital or profits interest.—For purposes of para-

graphs (1) and (2) of this subsection, the ownership of a capital or profits interest 
in a partnership shall be determined in accordance with the rules for constructive 
ownership of stock provided in section 267(c) other than paragraph (3) of such 
section.
(c) Guaranteed payments.—To the extent determined without regard to the 

income of the partnership, payments to a partner for services or the use of capital 
shall be considered as made to one who is not a member of the partnership, but only 
for the purposes of section 61(a) (relating to gross income) and, subject to section 263, 
for purposes of section 162(a) (relating to trade or business expenses).

§ 1016.	 Adjustments to basis
(a) General rule.—Proper adjustment in respect of the property shall in all cases 

be made— 
(1) for expenditures, receipts, losses, or other items, properly chargeable to 

capital account, but no such adjustment shall be made—
(A) for—

(i) taxes or other carrying charges described in section 266; or
(ii) expenditures described in section 173 (relating to circulation expen-

ditures),
for which deductions have been taken by the taxpayer in determining tax-
able income for the taxable year or prior taxable years; or
(B) for mortality, expense, or other reasonable charges incurred under an 

annuity or life insurance contract;
(2) in respect of any period since February 28, 1913, for exhaustion, wear and 

tear, obsolescence, amortization, and depletion, to the extent of the amount—
(A) allowed as deductions in computing taxable income under this subtitle 

or prior income tax laws, and

CERTAIN SAVINGS ENTITITES § 1015(e)



184

(B) resulting (by reason of the deductions so allowed) in a reduction for any 
taxable year of the taxpayer’s taxes under this subtitle (other than chapter 2, 
relating to tax on self-employment income), or prior income, war-profits, or 
excess-profits tax laws,
but not less than the amount allowable under this subtitle or prior income 
tax laws. Where no method has been adopted under section 167 (relating to 
depreciation deduction), the amount allowable shall be determined under the 
straight line method. * * * Where for any taxable year before the taxable year 
1932 the depletion allowance was based on discovery value or a percentage of 
income, then the adjustment for depletion for such year shall be based on the 
depletion which would have been allowable for such year if computed without 
reference to discovery value or a percentage of income;

* * *
(5) in the case of any bond (as defined in section 171(d)) the interest on which 

is wholly exempt from the tax imposed by this subtitle, to the extent of the amor-
tizable bond premium disallowable as a deduction pursuant to section 171(a)(2), 
and in the case of any other bond (as defined in section 171(d)) to the extent of 
the deductions allowable pursuant to section 171(a)(1) (or the amount applied to 
reduce interest payments under section 171(e)(2)) with respect thereto;

* * *
(7) in the case of a residence the acquisition of which resulted, under section 

1034 (as in effect on the day before the date of the enactment of the Taxpayer Re-
lief Act of 1997), in the nonrecognition of any part of the gain realized on the sale, 
exchange, or involuntary conversion of another residence, to the extent provided 
in section 1034(e) (as so in effect); 

* * *
(9) for amounts allowed as deductions as deferred expenses under section 

616(b) (relating to certain expenditures in the development of mines) and result-
ing in a reduction of the taxpayer’s taxes under this subtitle, but not less than the 
amounts allowable under such section for the taxable year and prior years;

[(10) Repealed.]
(11) for deductions to the extent disallowed under section 268 (relating to 

sale of land with unharvested crops), notwithstanding the provisions of any other 
paragraph of this subsection; 

* * *
Section 1016(a)(14), below, generally is applicable to taxable years begin-
ning after December 31, 2025.

(14) for amounts allowed as deductions under section 174 or 174A(c) and re-
sulting in a reduction of the taxpayers’ taxes under this subtitle, but not less than 
the amounts allowable under such section for the taxable year and prior years;

* * *
(17) to the extent provided in section 1376 in the case of stock of, and indebt-

edness owed to, shareholders of an S corporation;

* * *
(21) to the extent provided in section 1059 (relating to reduction in basis for 

extraordinary dividends); 

* * *
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(b) Substituted basis.—Whenever it appears that the basis of property in the 
hands of the taxpayer is a substituted basis, then the adjustments provided in sub-
section (a) shall be made after first making in respect of such substituted basis proper 
adjustments of a similar nature in respect of the period during which the property 
was held by the transferor, donor, or grantor, or during which the other property was 
held by the person for whom the basis is to be determined. A similar rule shall be 
applied in the case of a series of substituted bases. 

(c) Increase in basis of property on which additional estate tax is im-
posed.— 

(1) Tax imposed with respect to entire interest.—If an additional estate 
tax is imposed under section 2032A(c)(1) with respect to any interest in property 
and the qualified heir makes an election under this subsection with respect to the 
imposition of such tax, the adjusted basis of such interest shall be increased by an 
amount equal to the excess of—

(A) the fair market value of such interest on the date of the decedent’s 
death (or the alternate valuation date under section 2032, if the executor of the 
decedent’s estate elected the application of such section), over

(B) the value of such interest determined under section 2032A(a).
(2) Partial dispositions.—

(A) In general.—In the case of any partial disposition for which an elec-
tion under this subsection is made, the increase in basis under paragraph (1) 
shall be an amount—

(i) which bears the same ratio to the increase which would be deter-
mined under paragraph (1) (without regard to this paragraph) with respect 
to the entire interest, as

(ii) the amount of the tax imposed under section 2032A(c)(1) with re-
spect to such disposition bears to the adjusted tax difference attributable to 
the entire interest (as determined under section 2032A(c)(2)(B)).
(B) Partial disposition.—For purposes of subparagraph (A), the term 

“partial disposition” means any disposition or cessation to which subsection (c)
(2)(D), (h)(1)(B), or (i)(1)(B) of section 2032A applies.
(3) Time adjustment made.—Any increase in basis under this subsection 

shall be deemed to have occurred immediately before the disposition or cessation 
resulting in the imposition of the tax under section 2032A(c)(1).

(4) Special rule in the case of substituted property.—If the tax under sec-
tion 2032A(c)(1) is imposed with respect to qualified replacement property (as de-
fined in section 2032A(h)(3)(B)) or qualified exchange property (as defined in section 
2032A(i)(3)), the increase in basis under paragraph (1) shall be made by reference to 
the property involuntarily converted or exchanged (as the case may be).

(5) Election.—
(A) In general.—An election under this subsection shall be made at such 

time and in such manner as the Secretary shall by regulations prescribe. Such 
an election, once made, shall be irrevocable.

(B) Interest on recaptured amount.—If an election is made under this 
subsection with respect to any additional estate tax imposed under section 
2032A(c)(1), for purposes of section 6601 (relating to interest on underpay-
ments), the last date prescribed for payment of such tax shall be deemed to be 
the last date prescribed for payment of the tax imposed by section 2001 with 
respect to the estate of the decedent (as determined for purposes of section 6601).

* * *
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§ 1202.	 Partial exclusion for gain from certain small business 
stock

Sections 1202(a), and (b), below, generally are applicable for taxable years 
beginning after July 4, 2025. 

(a) Exclusion.—
(1) In general.— In the case of a taxpayer other than a corporation, gross 

income shall not include—
(A) except as provided in paragraphs (3) and (4), 50 percent of any gain 

from the sale or exchange of qualified small business stock acquired on or be-
fore the applicable date and held for more than 5 years, and

(B) the applicable percentage of any gain from the sale or exchange of qual-
ified small business stock acquired after the applicable date and held for at 
least 3 years.

* * *
(3) Special rules for 2009 and certain periods in 2010.—In the case of 

qualified small business stock acquired after the date of the enactment of this 
paragraph and on or before the date of the enactment of the Creating Small Busi-
ness Jobs Act of 2010—

(A) paragraph (1)(A) shall be applied by substituting “75 percent” for “50 
percent”, and

(B) paragraph (2) shall not apply.
In the case of any stock which would be described in the preceding sentence 
(but for this sentence), the acquisition date for purposes of this subsection shall 
be the first day on which such stock was held by the taxpayer determined after 
the application of section 1223.
(4) 100 percent exclusion for stock acquired during certain periods 

in 2010 and thereafter.—In the case of qualified small business stock acquired 
after the date of the enactment of the Creating Small Business Jobs Act of 2010 
and on or before the applicable date—

(A) paragraph (1)(A) shall be applied by substituting “100 percent” for “50 
percent”,

(B) paragraph (2) shall not apply.
(5) Applicable percentage.—The applicable percentage under paragraph (1) 

shall be determined under the following table:

Years stock held:
Applicable 

Percentage:
3 years. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 50%
4 years. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . .   75%
5 years or more. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                    . . . . . .   100%
(6) Applicable date; acquisition date.—For purposes of this section—

(A) Applicable date.—The term “applicable date” means the date of the 
enactment of this paragraph.

(B) Acquisition date.—In the case of any stock which would (but for this 
paragraph) be treated as having been acquired before, on, or after the appli-
cable date, whichever is applicable, the acquisition date for purposes of this 
section shall be the first day on which such stock was held by the taxpayer 
determined after the application of section 1223.
In the case of any stock which would be described in the preceding sentence 
(but for this sentence), the acquisition date for purposes of this subsection shall 
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be the first day on which such stock was held by the taxpayer determined after 
the application of section 1223.

(b) Per-issuer limitation on taxpayer’s eligible gain.—
(1) In general.—If the taxpayer has eligible gain for the taxable year from 

1 or more dispositions of stock issued by any corporation, the aggregate amount 
of such gain from dispositions of stock issued by such corporation which may be 
taken into account under subsection (a) for the taxable year shall not exceed the 
greater of—

(A) the applicable dollar limit for the taxable year, or
(B) 10 times the aggregate adjusted bases of qualified small business stock 

issued by such corporation and disposed of by the taxpayer during the taxable 
year.
For purposes of subparagraph (B), the adjusted basis of any stock shall be de-
termined without regard to any addition to basis after the date on which such 
stock was originally issued.
(2) Eligible gain.—For purposes of this subsection, the term “eligible gain” 

means any gain from the sale or exchange of qualified small business stock held 
for at least 3 years (more than 5 years in the case of stock acquired on or before 
the applicable date).

(3) Treatment of married individuals.—
(A) Separate returns.—In the case of a separate return by a married 

individual for any taxable year—
(i) paragraph (4)(A) shall be applied by substituting “$5,000,000” for 

“$10,000,000”, and
(ii) paragraph (4)(B) shall be applied by substituting one-half of the 

dollar amount in effect under such paragraph for the taxable year for the 
amount so in effect.
(B) Allocation of exclusion.—In the case of any joint return, the amount 

of gain taken into account under subsection (a) shall be allocated equally be-
tween the spouses for purposes of applying this subsection to subsequent tax-
able years.

(C) Marital status.—For purposes of this subsection, marital status shall 
be determined under section 7703.
(4)  Applicable dollar limit.—For purposes of paragraph (1)(A), the appli-

cable dollar limit for any taxable year with respect to eligible gain from 1 or more 
dispositions by a taxpayer of qualified business stock of a corporation is—

(A) if such stock was acquired by the taxpayer on or before the applicable 
date, $10,000,000, reduced by the aggregate amount of eligible gain taken into 
account by the taxpayer under subsection (a) for prior taxable years and attrib-
utable to dispositions of stock issued by such corporation and acquired by the 
taxpayer before, on, or after the applicable date, and

(B) if such stock was acquired by the taxpayer after the applicable date, 
$15,000,000, reduced by the sum of—

(i) the aggregate amount of eligible gain taken into account by the tax-
payer under subsection (a) for prior taxable years and attributable to dis-
positions of stock issued by such corporation and acquired by the taxpayer 
before, on, or after the applicable date, plus

(ii) the aggregate amount of eligible gain taken into account by the tax-
payer under subsection (a) for the taxable year and attributable to disposi-
tions of stock issued by such corporation and acquired by the taxpayer on or 
before the applicable date.
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(5) Inflation adjustment.—
(A) In general.—In the case of any taxable year beginning after 2026, 

the $15,000,000 amount in paragraph (4)(B) shall be increased by an amount 
equal to—

(i) such dollar amount, multiplied by
(ii) the cost-of-living adjustment determined under section 1(f)(3) for 

the calendar year in which the taxable year begins, determined by substi-
tuting “calendar year 2025” for “calendar year 2016” in subparagraph (A)
(ii) thereof.
If any increase under this subparagraph is not a multiple of $10,000, such 
increase shall be rounded to the nearest multiple of $10,000.
(B) No increase once limit reached.—If, for any taxable year, the eli-

gible gain attributable to dispositions of stock issued by a corporation and ac-
quired by the taxpayer after the applicable date exceeds the applicable dollar 
limit, then notwithstanding any increase under subparagraph (A) for any sub-
sequent taxable year, the applicable dollar limit for such subsequent taxable 
year shall be zero.

(c) Qualified small business stock.—For purposes of this section—
(1) In general.—Except as otherwise provided in this section, the term “quali-

fied small business stock” means any stock in a C corporation which is originally is-
sued after the date of the enactment of the Revenue Reconciliation Act of 1993, if—

(A) as of the date of issuance, such corporation is a qualified small business, 
and

(B) except as provided in subsections (f) and (h), such stock is acquired by 
the taxpayer at its original issue (directly or through an underwriter)—

(i) in exchange for money or other property (not including stock), or
(ii) as compensation for services provided to such corporation (other 

than services performed as an underwriter of such stock).
(2) Active business requirement; etc.— 

(A) In general.—Stock in a corporation shall not be treated as qualified 
small business stock unless, during substantially all of the taxpayer’s holding 
period for such stock, such corporation meets the active business requirements 
of subsection (e) and such corporation is a C corporation.

(B) Special rule for certain small business investment companies.—
(i) Waiver of active business requirement.—Notwithstanding any pro-

vision of subsection (e), a corporation shall be treated as meeting the active 
business requirements of such subsection for any period during which such 
corporation qualifies as a specialized small business investment company.

(ii) Specialized small business investment company.—For purpos-
es of clause (i), the term “specialized small business investment company” 
means any eligible corporation (as defined in subsection (e)(4)) which is 
licensed to operate under section 301(d) of the Small Business Investment 
Act of 1958 (as in effect on May 13, 1993).

(3) Certain purchases by corporation of its own stock.— 
(A) Redemptions from taxpayer or related person.—Stock acquired 

by the taxpayer shall not be treated as qualified small business stock if, at any 
time during the 4-year period beginning on the date 2 years before the issuance 
of such stock, the corporation issuing such stock purchased (directly or indi-
rectly) any of its stock from the taxpayer or from a person related (within the 
meaning of section 267(b) or 707(b)) to the taxpayer. 
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(B) Significant redemptions.—Stock issued by a corporation shall not 
be treated as qualified business stock if, during the 2-year period beginning 
on the date 1 year before the issuance of such stock, such corporation made 1 
or more purchases of its stock with an aggregate value (as of the time of the 
respective purchases) exceeding 5 percent of the aggregate value of all of its 
stock as of the beginning of such 2-year period.

(C) Treatment of certain transactions.—If any transaction is treated 
under section 304(a) as a distribution in redemption of the stock of any corpo-
ration, for purposes of subparagraphs (A) and (B), such corporation shall be 
treated as purchasing an amount of its stock equal to the amount treated as 
such a distribution under section 304(a).

Section 1202(d), below, is applicable to stock issued after July 4, 2025.
(d) Qualified small business.—For purposes of this section—

(1) In general.—The term “qualified small business” means any domestic cor-
poration which is a C corporation if—

(A) the aggregate gross assets of such corporation (or any predecessor 
thereof) at all times on or after the date of the enactment of the Revenue Rec-
onciliation Act of 1993 and before the issuance did not exceed $75,000,000,

(B) the aggregate gross assets of such corporation immediately after the 
issuance (determined by taking into account amounts received in the issuance) 
do not exceed $75,000,000, and

(C) such corporation agrees to submit such reports to the Secretary and to 
shareholders as the Secretary may require to carry out the purposes of this 
section.
(2) Aggregate gross assets.—

(A) In general.—For purposes of paragraph (1), the term “aggregate gross 
assets” means the amount of cash and the aggregate adjusted bases of other 
property held by the corporation.

(B) Treatment of contributed property.—For purposes of subpara-
graph (A), the adjusted basis of any property contributed to the corporation (or 
other property with a basis determined in whole or in part by reference to the 
adjusted basis of property so contributed) shall be determined as if the basis 
of the property contributed to the corporation (immediately after such contri-
bution) were equal to its fair market value as of the time of such contribution.
(3) Aggregation rules.—

(A) In general.—All corporations which are members of the same par-
ent-subsidiary controlled group shall be treated as 1 corporation for purposes 
of this subsection.

(B) Parent-subsidiary controlled group.—For purposes of subpara-
graph (A), the term “parent-subsidiary controlled group” means any controlled 
group of corporations as defined in section 1563(a)(1), except that—

(i) “more than 50 percent” shall be substituted for “at least 80 percent” 
each place it appears in section 1563(a)(1), and

(ii) section 1563(a)(4) shall not apply.
NOTE: Section 1202(d)(4), below, was statutorily added as Section 1202(b)
(4), but appears to properly be Section 1202(d)(4). Ed. 

(4) Inflation adjustment.—In the case of any taxable year beginning after 
2026, the $75,000,000 amounts in paragraphs (1)(A) and (1)(B) shall each be in-
creased by an amount equal to—

(A) such dollar amount, multiplied by

CERTAIN SAVINGS ENTITITES § 1202(c)



190

(B) the cost-of-living adjustment determined under section 1(f)(3) for the 
calendar year in which the taxable year begins, determined by substituting 
“calendar year 2025” for “calendar year 2016” in subparagraph (A)(ii) thereof.
If any increase under this paragraph is not a multiple of $10,000, such increase 
shall be rounded to the nearest multiple of $10,000.

(e) Active business requirement.— 
(1) In general.—For purposes of subsection (c)(2), the requirements of this 

subsection are met by a corporation for any period if during such period—
(A) at least 80 percent (by value) of the assets of such corporation are used 

by such corporation in the active conduct of 1 or more qualified trades or busi-
nesses, and

(B) such corporation is an eligible corporation.
Section 1202(e)(2), below, generally is applicable to amounts paid or in-
curred in taxable years beginning after December 31, 2024.

(2) Special rule for certain activities.—For purposes of paragraph (1), if, 
in connection with any future qualified trade or business, a corporation is engaged 
in—

(A) start-up activities described in section 195(c)(1)(A),
(B) activities resulting in the payment or incurring of expenditures which 

are treated as foreign research or experimental expenditures under section 
174 or domestic research or experimental expenditures under section 174A, or

(C) activities with respect to in-house research expenses described in sec-
tion 41(b)(4),
assets used in such activities shall be treated as used in the active conduct of a 
qualified trade or business. Any determination under this paragraph shall be 
made without regard to whether a corporation has any gross income from such 
activities at the time of the determination.
(3) Qualified trade or business.—For purposes of this subsection, the term 

“qualified trade or business” means any trade or business other than—
(A) any trade or business involving the performance of services in the fields 

of health, law, engineering, architecture, accounting, actuarial science, per-
forming arts, consulting, athletics, financial services, brokerage services, or 
any trade or business where the principal asset of such trade or business is the 
reputation or skill of 1 or more of its employees,

(B) any banking, insurance, financing, leasing, investing, or similar busi-
ness,

(C) any farming business (including the business of raising or harvesting 
trees),

(D) any business involving the production or extraction of products of a charac-
ter with respect to which a deduction is allowable under section 613 or 613A, and

(E) any business of operating a hotel, motel, restaurant, or similar business.

* * *
(7) Maximum real estate holdings.—A corporation shall not be treated as 

meeting the requirements of paragraph (1) for any period during which more than 
10 percent of the total value of its assets consists of real property which is not used 
in the active conduct of a qualified trade or business. For purposes of the preced-
ing sentence, the ownership of, dealing in, or renting of real property shall not be 
treated as the active conduct of a qualified trade or business.

(8) Computer software royalties.—For purposes of paragraph (1), rights to 
computer software which produces active business computer software royalties 
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(within the meaning of section 543(d)(1)) shall be treated as an asset used in the 
active conduct of a trade or business.

* * *
(h) Certain tax-free and other transfers.—For purposes of this section—

(1) In general.—In the case of a transfer described in paragraph (2), the 
transferee shall be treated as— 

(A) having acquired such stock in the same manner as the transferor, and
(B) having held such stock during any continuous period immediately pre-

ceding the transfer during which it was held (or treated as held under this 
subsection) by the transferor.
(2) Description of transfers.—A transfer is described in this subsection if 

such transfer is—
(A) by gift,
(B) at death, or
(C) from a partnership to a partner of stock with respect to which require-

ments similar to the requirements of subsection (g) are met at the time of the 
transfer (without regard to the 5-year holding period requirement).
(3) Certain rules made applicable.—Rules similar to the rules of section 

1244(d)(2) shall apply for purposes of this section.
(4) Incorporations and reorganizations involving nonqualified stock.—

(A) In general.—In the case of a transaction described in section 351 or a 
reorganization described in section 368, if qualified small business stock is ex-
changed for other stock which would not qualify as qualified small business stock 
but for this subparagraph, such other stock shall be treated as qualified small 
business stock acquired on the date on which the exchanged stock was acquired.

(B) Limitation.—This section shall apply to gain from the sale or exchange 
of stock treated as qualified small business stock by reason of subparagraph 
(A) only to the extent of the gain which would have been recognized at the 
time of the transfer described in subparagraph (A) if section 351 or 368 had 
not applied at such time. The preceding sentence shall not apply if the stock 
which is treated as qualified small business stock by reason of subparagraph 
(A) is issued by a corporation which (as of the time of the transfer described in 
subparagraph (A)) is a qualified small business. 

(C) Successive application.—For purposes of this paragraph, stock 
treated as qualified small business stock under subparagraph (A) shall be so 
treated for subsequent transactions or reorganizations, except that the limita-
tion of subparagraph (B) shall be applied as of the time of the first transfer to 
which such limitation applied (determined after the application of the second 
sentence of subparagraph (B)).

(D) Control test.—In the case of a transaction described in section 351, this 
paragraph shall apply only if, immediately after the transaction, the corporation 
issuing the stock owns directly or indirectly stock representing control (within 
the meaning of section 368(c)) of the corporation whose stock was exchanged.

* * *

§ 1245.	 Gain from dispositions of certain depreciable property
(a) General rule.— 

(1) Ordinary income.—Except as otherwise provided in this section, if sec-
tion 1245 property is disposed of the amount by which the lower of—
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(A) the recomputed basis of the property, or
(B)(i) in the case of a sale, exchange, or involuntary conversion, the amount 

realized, or
(ii) in the case of any other disposition, the fair market value of such 

property,
exceeds the adjusted basis of such property shall be treated as ordinary income. 
Such gain shall be recognized notwithstanding any other provision of this subtitle.

(2) Recomputed basis.—For purposes of this section—
(A) In general.—The term “recomputed basis” means, with respect to any 

property, its adjusted basis recomputed by adding thereto all adjustments re-
flected in such adjusted basis on account of deductions (whether in respect 
of the same or other property) allowed or allowable to the taxpayer or to any 
other person for depreciation or amortization. 

(B) Taxpayer may establish amount allowed.—For purposes of sub-
paragraph (A), if the taxpayer can establish by adequate records or other suf-
ficient evidence that the amount allowed for depreciation or amortization for 
any period was less than the amount allowable, the amount added for such 
period shall be the amount allowed.

(C) Certain deductions treated as amortization.—Any deduction al-
lowable under section 179, 179B, 179C, 179D, 179E, 181, 190, 193, or 194 shall 
be treated as if it were a deduction allowable for amortization.
(3) Section 1245 property.—For purposes of this section, the term “section 

1245 property” means any property which is or has been property of a character 
subject to the allowance for depreciation provided in section 167 and is either—

(A) personal property,
(B) other property (not including a building or its structural components) 

but only if such other property is tangible and has an adjusted basis in which 
there are reflected adjustments described in paragraph (2) for a period in 
which such property (or other property)—

(i) was used as an integral part of manufacturing, production, or ex-
traction or of furnishing transportation, communications, electrical energy, 
gas, water, or sewage disposal services,

(ii) constituted a research facility used in connection with any of the 
activities referred to in clause (i), or

(iii) constituted a facility used in connection with any of the activities 
referred to in clause (i) for the bulk storage of fungible commodities (includ-
ing commodities in a liquid or gaseous state),
(C) so much of any real property (other than any property described in 

subparagraph (B)) which has an adjusted basis in which there are reflected 
adjustments for amortization under section 169, 179, 179B, 179C, 179D, 179E, 
188 (as in effect before its repeal by the Revenue Reconciliation Act of 1990), 
190, 193, or 194.

(D) a single purpose agricultural or horticultural structure (as defined in 
section 168(i)(13)),

(E) a storage facility (not including a building or its structural components) 
used in connection with the distribution of petroleum or any primary product 
of petroleum,

* * *
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Section 1245(a)(3)(G), below, is applicable to property placed in service af-
ter July 4, 2025.

(G) any qualified production property (as defined in section 168(n)(2)).
(b) Exceptions and limitations.— 

(1) Gifts.—Subsection (a) shall not apply to a disposition by gift.
(2) Transfers at death.—Except as provided in section 691 (relating to in-

come in respect of a decedent), subsection (a) shall not apply to a transfer at death.
(3) Certain tax-free transactions.—If the basis of property in the hands of a 

transferee is determined by reference to its basis in the hands of the transferor by 
reason of the application of section 332, 351, 361, 721, or 731, then the amount of 
gain taken into account by the transferor under subsection (a)(1) shall not exceed 
the amount of gain recognized to the transferor on the transfer of such property (de-
termined without regard to this section). Except as provided in paragraph (6), this 
paragraph shall not apply to a disposition to an organization (other than a coopera-
tive described in section 521) which is exempt from the tax imposed by this chapter.

(4) Like kind exchanges; involuntary conversions, etc.—If property is 
disposed of and gain (determined without regard to this section) is not recognized 
in whole or in part under section 1031 or 1033, then the amount of gain taken into 
account by the transferor under subsection (a)(1) shall not exceed the sum of—

(A) the amount of gain recognized on such disposition (determined without 
regard to this section), plus

(B) the fair market value of property acquired which is not section 1245 
property and which is not taken into account under subparagraph (A).
(5) Property distributed by a partnership to a partner.—

(A) In general.—For purposes of this section, the basis of section 1245 
property distributed by a partnership to a partner shall be deemed to be deter-
mined by reference to the adjusted basis of such property to the partnership.

(B) Adjustments added back.—In the case of any property described 
in subparagraph (A), for purposes of computing the recomputed basis of such 
property the amount of the adjustments added back for periods before the dis-
tribution by the partnership shall be— 

(i) the amount of the gain to which subsection (a) would have applied 
if such property had been sold by the partnership immediately before the 
distribution at its fair market value at such time, reduced by

(ii) the amount of such gain to which section 751(b) applied.

* * *
(8) Disposition of amortizable section 197 intangibles.—

(A) In general.—If a taxpayer disposes of more than 1 amortizable section 
197 intangible (as defined in section 197(c)) in a transaction or a series of re-
lated transactions, all such amortizable 197 intangibles shall be treated as 1 
section 1245 property for purposes of this section.

(B) Exception.—Subparagraph (A) shall not apply to any amortizable sec-
tion 197 intangible (as so defined) with respect to which the adjusted basis 
exceeds the fair market value.

(c) Adjustments to basis.—The Secretary shall prescribe such regulations as he 
may deem necessary to provide for adjustments to the basis of property to reflect gain 
recognized under subsection (a).

(d) Application of section.—This section shall apply notwithstanding any other 
provision of this subtitle.

CERTAIN SAVINGS ENTITITES § 1245(b)



194

§ 1400Z–1. Designation
(a) Qualified opportunity zone defined.—For the purposes of this subchap-

ter, the term “qualified opportunity zone” means a population census tract that is a 
low-income community that is designated as a qualified opportunity zone.

(b) Designation.—
(1) In general.—For purposes of subsection (a), a population census tract that 

is a low-income community is designated as a qualified opportunity zone if—
(A) not later than the end of the determination period, the chief executive 

officer of the State in which the tract is located—
(i) nominates the tract for designation as a qualified opportunity zone, 

and
(ii) notifies the Secretary in writing of such nomination, and

(B) the Secretary certifies such nomination and designates such tract as a 
qualified opportunity zone before the end of the consideration period.
(2) Extension of periods.—A chief executive officer of a State may request 

that the Secretary extend either the determination or consideration period, or 
both (determined without regard to this subparagraph), for an additional 30 days.

Section 1400Z–1(b)(3), below, is repealed effective on December 31, 2026.
(3) Special rule for Puerto Rico.—Each population census tract in Puerto 

Rico that is a low-income community shall be deemed to be certified and designat-
ed as a qualified opportunity zone, effective on the date of the enactment of Public 
Law 115–97.

Section 1400Z–1(c), below, is effective on July 4, 2025.
(c) Other definitions.—For purposes of this section—

(1) Low-income communities.—The term “low-income community” means 
any population census tract if—

(A) such population census tract has a median family income that—
(i) in the case of a population census tract not located within a metro-

politan area, does not exceed 70 percent of the statewide median family 
income, or

(ii) in the case of a population census tract located within a metropoli-
tan area, does not exceed 70 percent of the metropolitan area median family 
income, or
(B) such population census tract—

(i) has a poverty rate of at least 20 percent, and
(ii) has a median family income that—

(I) in the case of a population census tract not located within a met-
ropolitan area, does not exceed 125 percent of the statewide median 
family income, or

(II) in the case of a population census tract located within a met-
ropolitan area, does not exceed 125 percent of the metropolitan area 
median family income.

(2) Definition of periods.—
(A) Consideration period.—The term “consideration period” means the 

30-day period beginning on the date on which the Secretary receives notice 
under subsection (b)(1)(A)(ii), as extended under subsection (b)(2).
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(B) Determination period.—The term “determination period” means the 
90-day period beginning on the decennial determination date, as extended un-
der subsection (b)(2).

(C) Decennial determination date.—The term “decennial determina-
tion date” means—

(i) July 1, 2026, and
(ii) each July 1 of the year that is 10 years after the preceding decennial 

determination date under this subparagraph.
(3) State.—For purposes of this section, the term “State” includes any posses-

sion of the United States.
Section 1400Z–1(d), below, is effective on July 4, 2025.

(d) Number of designations.—
(1) In general.—Except as provided by paragraph (2), the number of popula-

tion census tracts in a State that may be designated as qualified opportunity zones 
under this section during any period may not exceed 25 percent of the number of 
low-income communities in the State.

(2) Exception.—If the number of low-income communities in a State is less 
than 100, then a total of 25 of such tracts may be designated as qualified opportu-
nity zones during any period.

Section 1400Z–1(e), below, is effective for areas designated under Code Sec. 
1400Z–1 after July 4, 2025.

(e) Period for which designation is in effect.—
(1) In general.—A designation as a qualified opportunity zone shall remain in 

effect for the period beginning on the applicable start date and ending on the day 
before the date that is 10 years after the applicable start date.

(2) Applicable start date.—For purposes of this section, the term “applicable 
start date” means, with respect to any qualified opportunity zone designated un-
der this section, the January 1 following the date on which such qualified opportu-
nity zone was certified and designated by the Secretary under subsection (b)(1)(B).

Section 1400Z–2, below, is applicable to amounts invested in qualified op-
portunity funds, and applicable to property acquired, after July 4, 2025 and 
before Jan. 1, 2027.

§ 1400Z–2. Special rules for capital gains invested in opportunity 
zones

(a) In general.—
(1) Treatment of gains.—In the case of gain from the sale to, or exchange 

with, an unrelated person of any property held by the taxpayer, at the election of 
the taxpayer—

(A) gross income for the taxable year shall not include so much of such 
gain as does not exceed the aggregate amount invested by the taxpayer in a 
qualified opportunity fund during the 180-day period beginning on the date of 
such sale or exchange,

(B) the amount of gain excluded by subparagraph (A) shall be included in 
gross income as provided by subsection (b), and

(C) subsection (c) shall apply.
(2) Election.—No election may be made under paragraph (1)—

(A) with respect to a sale or exchange if an election previously made with 
respect to such sale or exchange is in effect, or
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(B) with respect to any sale or exchange after December 31, 2026.
(b) Deferral of gain invested in opportunity zone property.—

(1) Year of inclusion.—Gain to which subsection (a)(1)(B) applies shall be 
included in income in the taxable year which includes the earlier of—

(A) the date on which such investment is sold or exchanged, or
(B) December 31, 2026.

(2) Amount includible.—
(A) In general.—The amount of gain included in gross income under sub-

section (a)(1)(A) shall be the excess of—
(i) the lesser of the amount of gain excluded under paragraph (1) or the 

fair market value of the investment as determined as of the date described 
in paragraph (1), over

(ii) the taxpayer’s basis in the investment.
(B) Determination of basis.—

(i) In general.—Except as otherwise provided in this clause or subsec-
tion (c), the taxpayer’s basis in the investment shall be zero.

(ii) Increase for gain recognized under subsection (a)(1)(B).—
The basis in the investment shall be increased by the amount of gain recog-
nized by reason of subsection (a)(1)(B) with respect to such property.

(iii) Investments held for 5 years.—In the case of any investment 
held for at least 5 years, the basis of such investment shall be increased by 
an amount equal to 10 percent of the amount of gain deferred by reason of 
subsection (a)(1)(A).

(iv) Investments held for 7 years.—In the case of any investment 
held by the taxpayer for at least 7 years, in addition to any adjustment 
made under clause (iii), the basis of such property shall be increased by 
an amount equal to 5 percent of the amount of gain deferred by reason of 
subsection (a)(1)(A).

(c) Special rule for investments held for at least 10 years.—In the case of 
any investment held by the taxpayer for at least 10 years and with respect to which 
the taxpayer makes an election under this clause, the basis of such property shall be 
equal to the fair market value of such investment on the date that the investment is 
sold or exchanged.

(d) Qualified opportunity fund.—For purposes of this section—
(1) In general.—The term “qualified opportunity fund” means any invest-

ment vehicle which is organized as a corporation or a partnership for the purpose 
of investing in qualified opportunity zone property (other than another qualified 
opportunity fund) that holds at least 90 percent of its assets in qualified oppor-
tunity zone property, determined by the average of the percentage of qualified 
opportunity zone property held in the fund as measured—

(A) on the last day of the first 6-month period of the taxable year of the 
fund, and

(B) on the last day of the taxable year of the fund.
(2) Qualified opportunity zone property.—

(A) In general.—The term “qualified opportunity zone property” means 
property which is—

(i) qualified opportunity zone stock,
(ii) qualified opportunity zone partnership interest, or
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(iii) qualified opportunity zone business property.
(B) Qualified opportunity zone stock.—

(i) In general.—Except as provided in clause (ii), the term “qualified 
opportunity zone stock” means any stock in a domestic corporation if—

(I) such stock is acquired by the qualified opportunity fund after De-
cember 31, 2017, at its original issue (directly or through an underwrit-
er) from the corporation solely in exchange for cash,

(II) as of the time such stock was issued, such corporation was a 
qualified opportunity zone business (or, in the case of a new corporation, 
such corporation was being organized for purposes of being a qualified 
opportunity zone business), and

(III) during substantially all of the qualified opportunity fund’s hold-
ing period for such stock, such corporation qualified as a qualified oppor-
tunity zone business.
(ii) Redemptions.—A rule similar to the rule of section 1202(c)(3) shall 

apply for purposes of this paragraph.
(C) Qualified opportunity zone partnership interest.—The term 

“qualified opportunity zone partnership interest” means any capital or profits 
interest in a domestic partnership if—

(i) such interest is acquired by the qualified opportunity fund after De-
cember 31, 2017, from the partnership solely in exchange for cash,

(ii) as of the time such interest was acquired, such partnership was a 
qualified opportunity zone business (or, in the case of a new partnership, 
such partnership was being organized for purposes of being a qualified op-
portunity zone business), and

(iii) during substantially all of the qualified opportunity fund’s holding 
period for such interest, such partnership qualified as a qualified opportu-
nity zone business.
(D) Qualified opportunity zone business property.—

(i) In general.—The term “qualified opportunity zone business prop-
erty” means tangible property used in a trade or business of the qualified 
opportunity fund if—

(I) such property was acquired by the qualified opportunity fund by 
purchase (as defined in section 179(d)(2)) after December 31, 2017,

(II) the original use of such property in the qualified opportunity 
zone commences with the qualified opportunity fund or the qualified 
opportunity fund substantially improves the property, and

(III) during substantially all of the qualified opportunity fund’s hold-
ing period for such property, substantially all of the use of such property 
was in a qualified opportunity zone.
(ii) Substantial improvement.—For purposes of subparagraph (A)

(ii), property shall be treated as substantially improved by the qualified op-
portunity fund only if, during any 30-month period beginning after the date 
of acquisition of such property, additions to basis with respect to such prop-
erty in the hands of the qualified opportunity fund exceed an amount equal 
to the adjusted basis of such property (50 percent of such adjusted basis in 
the case of property in a qualified opportunity zone comprised entirely of 
a rural area (as defined in subsection (b)(2)(C)(ii)) at the beginning of such 
30-month period in the hands of the qualified opportunity fund.

(iii) Related party.—For purposes of subparagraph (A)(i), the related 
person rule of section 179(d)(2) shall be applied pursuant to paragraph (8) 
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of this subsection in lieu of the application of such rule in section 179(d)(2)
(A).

(3) Qualified opportunity zone business.—
(A) In general.—The term “qualified opportunity zone business” means a 

trade or business—
(i) in which substantially all of the tangible property owned or leased by 

the taxpayer is qualified opportunity zone business property (determined 
by substituting “qualified opportunity zone business” for “qualified oppor-
tunity fund” each place it appears in paragraph (2)(D)),

(ii) which satisfies the requirements of paragraphs (2), (4), and (8) of 
section 1397C(b), and

(iii) which is not described in section 144(c)(6)(B).
(B) Special rule.—For purposes of subparagraph (A), tangible property 

that ceases to be a qualified opportunity zone business property shall continue 
to be treated as a qualified opportunity zone business property for the lesser 
of—

(i) 5 years after the date on which such tangible property ceases to be 
so qualified, or

(ii) the date on which such tangible property is no longer held by the 
qualified opportunity zone business.

(e) Applicable rules.—
(1) Treatment of investments with mixed funds.—In the case of any in-

vestment in a qualified opportunity fund only a portion of which consists of invest-
ments of gain to which an election under subsection (a) is in effect—

(A) such investment shall be treated as 2 separate investments, consisting 
of—

(i) one investment that only includes amounts to which the election un-
der subsection (a) applies, and

(ii) a separate investment consisting of other amounts, and
(B) subsections (a), (b), and (c) shall only apply to the investment described 

in subparagraph (A)(i).
(2) Related persons.—For purposes of this section, persons are related to 

each other if such persons are described in section 267(b) or 707(b)(1), determined 
by substituting “20 percent” for “50 percent” each place it occurs in such sections.

(3) Decedents.—In the case of a decedent, amounts recognized under this 
section shall, if not properly includible in the gross income of the decedent, be 
includible in gross income as provided by section 691.

(4) Regulations.—The Secretary shall prescribe such regulations as may be 
necessary or appropriate to carry out the purposes of this section,  including—

(A) rules for the certification of qualified opportunity funds for the purposes 
of this section,

(B) rules to ensure a qualified opportunity fund has a reasonable period of 
time to reinvest the return of capital from investments in qualified opportu-
nity zone stock and qualified opportunity zone partnership interests, and to 
reinvest proceeds received from the sale or disposition of qualified opportunity 
zone property, and

(C) rules to prevent abuse.
(f) Failure of qualified opportunity fund to maintain investment stan-

dard.—
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(1) In general.—If a qualified opportunity fund fails to meet the 90-percent 
requirement of subsection (c)(1), the qualified opportunity fund shall pay a pen-
alty for each month it fails to meet the requirement in an amount equal to the 
product of—

(A) the excess of—
(i) the amount equal to 90 percent of its aggregate assets, over
(ii) the aggregate amount of qualified opportunity zone property held by 

the fund, multiplied by
(B) the underpayment rate established under section 6621(a)(2) for such 

month.
(2) Special rule for partnerships.—In the case that the qualified opportu-

nity fund is a partnership, the penalty imposed by paragraph (1) shall be taken 
into account proportionately as part of the distributive share of each partner of 
the partnership.

(3) Reasonable cause exception.—No penalty shall be imposed under this 
subsection with respect to any failure if it is shown that such failure is due to 
reasonable cause.

Section 1400Z–2, below, is applicable to amounts invested in qualified op-
portunity funds, and applicable to property acquired, after December 31, 
2026.

§ 1400Z–2. Special rules for capital gains invested in opportunity 
zones

(a) In general.—
(1) Treatment of gains.—In the case of gain from the sale to, or exchange 

with, an unrelated person of any property held by the taxpayer, at the election of 
the taxpayer—

(A) gross income for the taxable year shall not include so much of such 
gain as does not exceed the aggregate amount invested by the taxpayer in a 
qualified opportunity fund during the 180-day period beginning on the date of 
such sale or exchange,

(B) the amount of gain excluded by subparagraph (A) shall be included in 
gross income as provided by subsection (b), and

(C) subsection (c) shall apply.
(2) Election.—No election may be made under paragraph (1) with respect 

to a sale or exchange if an election previously made with respect to such sale or 
exchange is in effect.
(b) Deferral of gain invested in opportunity zone property.—

(1) Year of inclusion.—Gain to which subsection (a)(1)(B) applies shall be 
included in gross income in the taxable year which includes the earlier of—

(A) the date on which such investment is sold or exchanged, or
(B) the date which is 5 years after the date the investment in the qualified 

opportunity fund was made.
(2) Amount includible.—

(A) In general.—The amount of gain included in gross income under sub-
section (a)(1)(B) shall be the excess of—

(i) the lesser of the amount of gain excluded under subsection (a)(1)(A) 
or the fair market value of the investment as determined as of the date 
described in paragraph (1), over
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(ii) the taxpayer’s basis in the investment.
(B) Determination of basis.—

(i) In general.—Except as otherwise provided in this subparagraph or 
subsection (c), the taxpayer’s basis in the investment shall be zero.

(ii) Increase for gain recognized under subsection (a)(1)(b).—The 
basis in the investment shall be increased by the amount of gain recognized 
by reason of subsection (a)(1)(B) with respect to such investment.

(iii) Investments held for 5 years.—
(I) In general.—In the case of any investment held for at least 5 

years, the basis of such investment shall be increased by an amount 
equal to 10 percent (30 percent in the case of any investment in a quali-
fied rural opportunity fund) of the amount of gain deferred by reason of 
subsection (a)(1)(A).

(II) Application of increase.—For purposes of this subsection, any 
increase in basis under this clause shall be treated as occurring before 
the date described in paragraph (1)(B).

(C) Qualified rural opportunity fund.—For purposes of subparagraph 
(B)(iii)—

(i) Qualified rural opportunity fund.—The term “qualified rural op-
portunity fund” means a qualified opportunity fund that holds at least 90 
percent of its assets in qualified opportunity zone property which—

(I) is qualified opportunity zone business property substantially all 
of the use of which, during substantially all of the fund’s holding period 
for such property, was in a qualified opportunity zone comprised entire-
ly of a rural area, or

(II) is qualified opportunity zone stock, or a qualified opportunity 
zone partnership interest, in a qualified opportunity zone business in 
which substantially all of the tangible property owned or leased is qual-
ified opportunity zone business property described in subsection (d)(3)
(A)(i) and substantially all the use of which is in a qualified opportunity 
zone comprised entirely of a rural area.
For purposes of the preceding sentence, property held in the fund shall 
be measured under rules similar to the rules of subsection (d)(1).
(ii) Rural area.—The term “rural area” means any area other than—

(I) a city or town that has a population of greater than 50,000 inhab-
itants, and

(II) any urbanized area contiguous and adjacent to a city or town 
described in subclause (I).

(c) Special rule for investments held for at least 10 years.—In the case of 
any investment held by the taxpayer for at least 10 years and with respect to which 
the taxpayer makes an election under this subsection, the basis of such investment 
shall be equal to—

(A) in the case of an investment sold before the date that is 30 years after the 
date of the investment, the fair market value of such investment on the date such 
investment is sold or exchanged, or

(B) in any other case, the fair market value of such investment on the date that 
is 30 years after the date of the investment.
(d) Qualified opportunity fund.—For purposes of this section—

(1) In general.—The term “qualified opportunity fund” means any invest-
ment vehicle which is organized as a corporation or a partnership for the purpose 
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of investing in qualified opportunity zone property (other than another qualified 
opportunity fund) that holds at least 90 percent of its assets in qualified oppor-
tunity zone property, determined by the average of the percentage of qualified 
opportunity zone property held in the fund as measured—

(A) on the last day of the first 6-month period of the taxable year of the 
fund, and

(B) on the last day of the taxable year of the fund.
(2) Qualified opportunity zone property.—

(A) In general.—The term “qualified opportunity zone property” means 
property which is—

(i) qualified opportunity zone stock,
(ii) qualified opportunity zone partnership interest, or
(iii) qualified opportunity zone business property.

(B) Qualified opportunity zone stock.—
(i) In general.—Except as provided in clause (ii), the term “qualified 

opportunity zone stock” means any stock in a domestic corporation if—
(I) such stock is acquired by the qualified opportunity fund after the 

applicable date at its original issue (directly or through an underwriter) 
from the corporation solely in exchange for cash,

(II) as of the time such stock was issued, such corporation was a 
qualified opportunity zone business (or, in the case of a new corporation, 
such corporation was being organized for purposes of being a qualified 
opportunity zone business), and

(III) during substantially all of the qualified opportunity fund’s hold-
ing period for such stock, such corporation qualified as a qualified oppor-
tunity zone business.
(ii) Redemptions.—A rule similar to the rule of section 1202(c)(3) shall 

apply for purposes of this paragraph.
(C) Qualified opportunity zone partnership interest.—The term 

“qualified opportunity zone partnership interest” means any capital or profits 
interest in a domestic partnership if—

(i) such interest is acquired by the qualified opportunity fund after the 
applicable date from the partnership solely in exchange for cash,

(ii) as of the time such interest was acquired, such partnership was a 
qualified opportunity zone business (or, in the case of a new partnership, 
such partnership was being organized for purposes of being a qualified op-
portunity zone business), and

(iii) during substantially all of the qualified opportunity fund’s holding 
period for such interest, such partnership qualified as a qualified opportu-
nity zone business.
(D) Qualified opportunity zone business property.—

(i) In general.—The term “qualified opportunity zone business prop-
erty” means tangible property used in a trade or business of the qualified 
opportunity fund if—

(I) such property was acquired by the qualified opportunity fund by 
purchase (as defined in section 179(d)(2)) after the applicable start date 
(as defined in section 1400Z–1(e)(2)) with respect to the qualified oppor-
tunity zone described in subclause (III),
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(II) the original use of such property in the qualified opportunity 
zone commences with the qualified opportunity fund or the qualified 
opportunity fund substantially improves the property, and

(III) during substantially all of the qualified opportunity fund’s hold-
ing period for such property, substantially all of the use of such property 
was in a qualified opportunity zone.
(ii) Substantial improvement.—For purposes of subparagraph (A)

(ii), property shall be treated as substantially improved by the qualified op-
portunity fund only if, during any 30-month period beginning after the date 
of acquisition of such property, additions to basis with respect to such prop-
erty in the hands of the qualified opportunity fund exceed an amount equal 
to the adjusted basis of such property (50 percent of such adjusted basis in 
the case of property in a qualified opportunity zone comprised entirely of 
a rural area (as defined in subsection (b)(2)(C)(ii)) at the beginning of such 
30-month period in the hands of the qualified opportunity fund.

(iii) Related party.—For purposes of subparagraph (A)(i), the related 
person rule of section 179(d)(2) shall be applied pursuant to paragraph (8) 
of this subsection in lieu of the application of such rule in section 179(d)(2)
(A).
(E) Applicable date.—For purposes of this subparagraph, the term “ap-

plicable date” means, with respect to any corporation or partnership which is 
a qualified opportunity zone business, the earliest date described in subpara-
graph (D)(i)(I) with respect to the qualified opportunity zone business property 
held by such qualified opportunity zone business.
(3) Qualified opportunity zone business.—

(A) In general.—The term “qualified opportunity zone business” means a 
trade or business—

(i) in which substantially all of the tangible property owned or leased by 
the taxpayer is qualified opportunity zone business property (determined 
by substituting “qualified opportunity zone business” for “qualified oppor-
tunity fund” each place it appears in paragraph (2)(D)),

(ii) which satisfies the requirements of paragraphs (2), (4), and (8) of 
section 1397C(b), and

(iii) which is not described in section 144(c)(6)(B).
(B) Special rule.—For purposes of subparagraph (A), tangible property 

that ceases to be a qualified opportunity zone business property shall continue 
to be treated as a qualified opportunity zone business property for the lesser 
of—

(i) 5 years after the date on which such tangible property ceases to be 
so qualified, or

(ii) the date on which such tangible property is no longer held by the 
qualified opportunity zone business.

(e) Applicable rules.—
(1) Treatment of investments with mixed funds.—In the case of any in-

vestment in a qualified opportunity fund only a portion of which consists of invest-
ments of gain to which an election under subsection (a) is in effect—

(A) such investment shall be treated as 2 separate investments, consisting 
of—

(i) one investment that only includes amounts to which the election un-
der subsection (a) applies, and

(ii) a separate investment consisting of other amounts, and
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(B) subsections (a), (b), and (c) shall only apply to the investment described 
in subparagraph (A)(i).
(2) Related persons.—For purposes of this section, persons are related to 

each other if such persons are described in section 267(b) or 707(b)(1), determined 
by substituting “20 percent” for “50 percent” each place it occurs in such sections.

(3) Decedents.—In the case of a decedent, amounts recognized under this 
section shall, if not properly includible in the gross income of the decedent, be 
includible in gross income as provided by section 691.

(4) Regulations.—The Secretary shall prescribe such regulations as may be 
necessary or appropriate to carry out the purposes of this section, including—

(A) rules for the certification of qualified opportunity funds for the purposes 
of this section,

(B) rules to ensure a qualified opportunity fund has a reasonable period of 
time to reinvest the return of capital from investments in qualified opportu-
nity zone stock and qualified opportunity zone partnership interests, and to 
reinvest proceeds received from the sale or disposition of qualified opportunity 
zone property, and

(C) rules to prevent abuse.
(f) Failure of qualified opportunity fund to maintain investment stan-

dard.—
(1) In general.—If a qualified opportunity fund fails to meet the 90-percent 

requirement of subsection (c)(1), the qualified opportunity fund shall pay a pen-
alty for each month it fails to meet the requirement in an amount equal to the 
product of—

(A) the excess of—
(i) the amount equal to 90 percent of its aggregate assets, over
(ii) the aggregate amount of qualified opportunity zone property held by 

the fund, multiplied by
(B) the underpayment rate established under section 6621(a)(2) for such 

month.
(2) Special rule for partnerships.—In the case that the qualified opportu-

nity fund is a partnership, the penalty imposed by paragraph (1) shall be taken 
into account proportionately as part of the distributive share of each partner of 
the partnership.

(3) Reasonable cause exception.—No penalty shall be imposed under this 
subsection with respect to any failure if it is shown that such failure is due to 
reasonable cause.

§ 2010.	 Unified credit against estate tax
(a) General rule.—A credit of the applicable credit amount shall be allowed to 

the estate of every decedent against the tax imposed by section 2001.
(b) Adjustment to credit for certain gifts made before 1977.—The amount 

of the credit allowable under subsection (a) shall be reduced by an amount equal to 20 
percent of the aggregate amount allowed as a specific exemption under section 2521 
(as in effect before its repeal by the Tax Reform Act of 1976) with respect to gifts made 
by the decedent after September 8, 1976.

(c) Applicable credit amount.— 
(1) In general.—For purposes of this section, the applicable credit amount is 

the amount of the tentative tax which would be determined under section 2001(c) 
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if the amount with respect to which such tentative tax is to be computed were 
equal to the applicable exclusion amount.

(2) Applicable exclusion amount.—For purposes of this subsection, the ap-
plicable exclusion amount is the sum of—

(A) the basic exclusion amount, and
(B) in the case of a surviving spouse, the deceased spousal unused exclu-

sion amount.
Section 2010(c)(3), below, is applicable to estates of decedents dying and 
gifts made after Dec. 31, 2025.

(3) Basic exclusion amount.—
(A) In general.—For purposes of this subsection, the basic exclusion 

amount is $15,000,000.
(B) Inflation adjustment.—In the case of any decedent dying in a calen-

dar year after 2026, the dollar amount in subparagraph (A) shall be increased 
by an amount equal to—

(i) such dollar amount, multiplied by
(ii) the cost-of-living adjustment determined under section 1(f)(3) for 

such calendar year by substituting “calendar year 2025” for “calendar year 
2016” in subparagraph (A)(ii) thereof.
If any amount as adjusted under the preceding sentence is not a multiple of 
$10,000, such amount shall be rounded to the nearest multiple of $10,000.

(4) Deceased spousal unused exclusion amount.—For purposes of this 
subsection, with respect to a surviving spouse of a deceased spouse dying after 
December 31, 2010, the term “deceased spousal unused exclusion amount” means 
the lesser of—

(A) the basic exclusion amount, or
(B) the excess of—

(i) the applicable exclusion amount of the last such deceased spouse of 
such surviving spouse, over 

(ii) the amount with respect to which the tentative tax is determined 
under section 2001(b)(1) on the estate of such deceased spouse.

(5) Special rules.—
(A) Election required.—A deceased spousal unused exclusion amount 

may not be taken into account by a surviving spouse under paragraph (2) un-
less the executor of the estate of the deceased spouse files an estate tax return 
on which such amount is computed and makes an election on such return that 
such amount may be so taken into account. Such election, once made, shall be 
irrevocable. No election may be made under this subparagraph if such return 
is filed after the time prescribed by law (including extensions) for filing such 
return. 

(B) Examination of prior returns after expiration of period of lim-
itations with respect to deceased spousal unused exclusion amount.—
Notwithstanding any period of limitation in section 6501, after the time has 
expired under section 6501 within which a tax may be assessed under chapter 
11 or 12 with respect to a deceased spousal unused exclusion amount, the Sec-
retary may examine a return of the deceased spouse to make determinations 
with respect to such amount for purposes of carrying out this subsection.
(6) Regulations.—The Secretary shall prescribe such regulations as may be 

necessary or appropriate to carry out this subsection.
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(d) Limitation based on amount of tax.—The amount of the credit allowed by 
subsection (a) shall not exceed the amount of the tax imposed by section 2001.

CHAPTER 65—ABATEMENTS,  
CREDITS, AND REFUNDS

SUBCHAPTER B—RULES OF SPECIAL APPLICATION
Section 6434, below, is applicable to taxable years beginning after Decem-
ber 31, 2025.

§ 6434.	 Trump accounts contribution pilot program
(a) In general.—In the case of an individual who makes an election under this 

section with respect to an eligible child of the individual, such eligible child shall be 
treated as making a payment against the tax imposed by subtitle A (for the taxable 
year for which the election was made) in an amount equal to $1,000.

(b) Refund of payment.—The amount treated as a payment under subsection 
(a) shall be paid by the Secretary to the Trump account with respect to which such 
eligible child is the account beneficiary.

(c) Eligible child.—For purposes of this section, the term “eligible child ” means 
a qualifying child (as defined in section 152(c))—

(1) who is born after December 31, 2024, and before January 1, 2029,
(2) with respect to whom no prior election has been made under this section by 

such individual or any other individual, and
(3) who is a United States citizen.

(d) Election.—An election under this section shall be made at such time and in 
such manner as the Secretary shall provide.

(e) Social security number required.—
(1) In general.—This section shall not apply to any taxpayer unless such in-

dividual includes with the election made under this section the social security 
number of the eligible child with respect to whom the election is made.

(2) Social security number defined.—For purposes of paragraph (1), the 
term “social security number” shall have the meaning given such term in section 
24(h)(7), determined by substituting “before the date of the election made under 
section 6434” for “before the due date of such return” in subparagraph (B) thereof.
(f) Exception from reduction or offset.—Any payment made to any individual 

under this section shall not be—
(1) subject to reduction or offset pursuant to subsection (c), (d), (e), or (f) of 

section 6402 or any similar authority permitting offset, or
(2) reduced or offset by other assessed Federal taxes that would otherwise be 

subject to levy or collection.
(g) Special rule regarding interest.—The period determined under section 

6611(a) with respect to any payment under this section shall not begin before Janu-
ary 1, 2028.

* * *
(i) Definitions.—For purposes of this section, the terms “Trump account” and 

“account beneficiary” have the meaning given such terms in section 530A(b).
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Section 6659, below, is applicable to taxable years beginning after Dec. 31, 
2025.

§ 6659.	 Improper claim for Trump account contribution pilot 
program credit

(a) In general.—In the case of any individual who makes an election under sec-
tion 6434 with respect to an individual who is not an eligible child of the taxpayer—

(1) if such election was made due to negligence or disregard of the rules or 
regulations, there shall be imposed a penalty of $500, or

(2) if such election was made due to fraud, there shall be imposed a penalty of 
$1,000.
(b) Definitions.—

(1) Eligible child.—The term “eligible child” has the meaning given such 
term under section 6434.

(2) Negligence; disregard.—The terms “negligence” and “disregard” have 
the same meaning as when such terms are used in section 6662.

§ 7704.	 Certain publicly traded partnerships treated as corpo-
rations

(a) General rule.—For purposes of this title, except as provided in subsection (c), 
a publicly traded partnership shall be treated as a corporation. 

(b) Publicly traded partnership.—For purposes of this section, the term “pub-
licly traded partnership” means any partnership if—

(1) interests in such partnership are traded on an established securities mar-
ket, or

(2) interests in such partnership are readily tradable on a secondary market 
(or the substantial equivalent thereof). 
(c) Exception for partnerships with passive-type income.—

(1) In general.—Subsection (a) shall not apply to any publicly traded partner-
ship for any taxable year if such partnership met the gross income requirements 
of paragraph (2) for such taxable year and each preceding taxable year beginning 
after December 31, 1987, during which the partnership (or any predecessor) was 
in existence. For purposes of the preceding sentence, a partnership shall not be 
treated as being in existence during any period before the 1st taxable year in 
which such partnership (or a predecessor) was a publicly traded partnership.

(2) Gross income requirements.—A partnership meets the gross income re-
quirements of this paragraph for any taxable year if 90 percent or more of the gross 
income of such partnership for such taxable year consists of qualifying income.

* * *
(d) Qualifying income.—For purposes of this section— 

(1) In general.—Except as otherwise provided in this subsection, the term 
“qualifying income” means—

(A) interest,
(B) dividends,
(C) real property rents,
(D) gain from the sale or other disposition of real property (including prop-

erty described in section 1221(a)(1)),
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(E) income and gains derived from the exploration, development, mining 
or production, processing, refining, transportation (including pipelines trans-
porting gas, oil, or products thereof), or the marketing of any mineral or nat-
ural resource (including fertilizer, geothermal energy, and timber), industrial 
source carbon dioxide, or the transportation or storage of any fuel described in 
subsection (b), (c), (d), or (e) of section 6426, or any alcohol fuel defined in sec-
tion 6426(b)(4)(A) or any biodiesel fuel as defined in section 40A(d)(1),

Section 7704(d)(1)(E), below, is applicable to taxable years beginning after 
Dec. 31, 2025.

(E) income and gains derived from—
(i) the exploration, development, mining or production, processing, re-

fining, transportation (including pipelines transporting gas, oil, or products 
thereof), or the marketing of any mineral or natural resource (including fer-
tilizer, geothermal energy, and timber), or industrial source carbon dioxide,

(ii) the transportation or storage of—
(I) any fuel described in subsection (b), (c), (d), (e), or (k) of section 

6426, or any alcohol fuel defined in section 6426(b)(4)(A) or any biodiesel 
fuel as defined in section 40A(d)(1) or sustainable aviation fuel as de-
fined in section 40B(d)(1), or

(II) liquified hydrogen or compressed hydrogen,
(iii) in the case of a qualified facility (as defined in section 45Q(d), with-

out regard to any date by which construction of the facility or equipment 
is required to begin) not less than 50 percent of the total carbon oxide pro-
duction of which is qualified carbon oxide (as defined in section 45Q(c))—

(I) the generation, availability for such generation, or storage of elec-
tric power at such facility, or

(II) the capture of carbon dioxide by such facility,
(iv) the production of electricity from any advanced nuclear facility (as 

defined in section 45J(d)(2)),
(v) the production of electricity or thermal energy exclusively using a 

qualified energy resource described in subparagraph (D) or (H) of section 
45(c)(1), or

(vi) the operation of energy property described in clause (iii) or (vii) of 
section 48(a)(3)(A) (determined without regard to any requirement under 
such section with respect to the date on which construction of property be-
gins).
(F) any gain from the sale or disposition of a capital asset (or property de-

scribed in section 1231(b)) held for the production of income described in any of 
the foregoing subparagraphs of this paragraph, and

(G) in the case of a partnership described in the second sentence of sub-
section (c)(3), income and gains from commodities (not described in section 
1221(a)(1)) or futures, forwards, and options with respect to commodities.

For purposes of subparagraph (E), the term “mineral or natural resource” means 
any product of a character with respect to which a deduction for depletion is al-
lowable under section 611; except that such term shall not include any product 
described in subparagraph (A) or (B) of section 613(b)(7).

* * *
(5) Special rule for determining gross income from certain real prop-

erty sales.—In the case of the sale or other disposition of real property described 
in section 1221(a)(1), gross income shall not be reduced by inventory costs.
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* * *
(f) Effect of becoming corporation.—As of the 1st day that a partnership is 

treated as a corporation under this section, for purposes of this title, such partnership 
shall be treated as— 

(1) transferring all of its assets (subject to its liabilities) to a newly formed 
corporation in exchange for the stock of the corporation, and

(2) distributing such stock to its partners in liquidation of their interests in the 
partnership. 

* * *
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