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Adoption Tax Benefits: An Overview

Thefederal governmergupportsaadoptionin two primary ways: federal grants to state

governmentsind tax benefitfor individual taxpayershat help offset the costs of adopting a Margot L. Crandall-Hollick
child. This report focuses daderaladoption tax benefits, which consist ofadoption tax credit Acting Section Research
andan incoméax exclusion for employeprovided adoption assistance. Manager

May 18, 2020

The adoptiontax credithelps qualifying taxpayers offset some of the costs of adopting a chilc

Although the credit mayédclaimed for nearly all types of adoptions (excluding the adoption ¢

spouse’s child), there are some special ruires reraved to
adoptions and for adoptions of children with special needs (generally children whstat¢hehild welfare agency considers

difficult to place for adoption).

In 2020, taxpayers may be able to receive an adoption credit of up to $14,300 (this amount is annually adjusted for inflation
The credit is reduced for taxpayers with income oved$820 and is phased out completely for taxpayers with more than
$254,520 in income (these amounts are subject to annual inflation adjustment). The adoption credit is not refundable.
However, the credit may be carried forward and claimed on future tarsdturup to five years after initially claimed.

In addition, taxpayers whose employers offer qualifying adoption assistance programs as a fringe benefit may not have to pay
income taxes on some or all of the value of this benefit. The amount thateanbel uded from a taxpayer
at a maximum amount per adoptievhich is the samas themaximum amount of the credit: $14,300 in 2020. Taxpayers

can claim the exclusion and the credit concurrently for the same adoption, but cannbbtitdar benefits for the same

expenses. Many of the eligibility rules for the adoption tax credit apply to the exclusion for enrmptoyided adoption

assistance.

The legislative history of the current adoption tax benefits indicates that Congress eresgtédcintives to encourage more
adoptions. However, there is currently little evidence that adoption tax benefits are an effective policy tool to increase
adoptions. Instead, data suggest that adoption tax benefits are often a windfall to familiesltheaweadopted in their
absence. In addition, the vast majority of adoption tax benefits go to-ingpene Americangven though data indicate that
a significant number of loweand middleincome Americans adopt. Finally, recent evidence suggestadbption tax
benefits have been difficult for the IRS to administer in terms of keeping both erroneous benefantiempayer burden
low.

In light of these concerns with current adoption tax benefits, Congress may consider modifying the creelxctudion for
employerprovided adoption assistance to achieve certain policy goals. For example, Congress may move to replace these
benefits with a direct spending program, especially if Congress views direct spending as more effective at encouraging
adgotions. Alternatively, Congress could eliminate adoption tax benefits and direct any additional revenue to deficit
reduction. Congress could also choose to make the adoption tax credit refundable, so that taxpayers with little or no tax
liability could clam the entire value of the credit in a given year. Or Congress could modify adoption tax benefits in other
ways, such as changing the maximum amount of the credit or the income level at which the credit phases out. Finally,
policymakers could modify somd the eligibility rules or methods to make the credit easier to administer.
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Introduction

Thttederal gapepaodaapgitntotnwo primary ways: federal gt
g o ver nmedn ttsa xf obre nienfdiitvsi d u a |
taxpaja.atshelp of fset D|dPL115'97MOd|fy neg
a . c hTihlids. repo ‘fbte d# ‘;’f‘a.‘l Adoptio nTax Benefits?
a d opt 1 on tax . N nim' Pt At the end of 2017, President Trump signed into law
adopti1on taanx icnrceoximet | p) 118971 whichmade numerous changes to the
exclusion -pfroorv iedmepd oay| federal income tax for individuals and businegses.
assistance. However, the final lawdid not make any changes to
. . either the adoption taxcredit or the exclusiorfor
This repor t-deptohv i adwes| employersponsored adoption assistance.
thedsae benefits. It i Nonetheless, the changes in the law could indirectly [S t
provbdsesainmef yadopt i o impactthe value of these benefits for certain taxpayd
United Stat ensu,mbienrc lof For example, insofar as
adoptiomsveaanasett heef a income tax Iigbility, the taxpayer may als.o receive a
Th ¢ then turn smalleradoption tax credit in a given yeaince as a i tion
¢ repor . nonrefundable credit the final value cannot exceed p
of atdhoept icam dtid x and t|[income tax liability.
emplpyowvdd@ad on as s ig
including a summdatya odn atdlmd hs dplhaowderedon t he
are unavaiheabrleepor tNesxu mmathrii sztesr st hef | tehgensadl dttya,xv eb e 1
the report donchbasndde vannwailtyhs ias of potential policy
benefits
Brief OwdArdwipetwmnt he United St
Adopisom social and legal process in which an ad
individual (usually a child). The Il egal process
ter minate the epsaproennstiabli Iriitgihetss oafn dbirr t h parents (
subsequently grant those rights and responsibildi
For the purposes of understanding adoption tax b
thregsw

1. Dome st i
ofistahe
special

gpumllpipd iAonn adoptionhfacnboltaeemdntwith
d welfdNo¢eaghne¢ymost domestic public
ne,didscuasdoptdio®onbsequently.)

a
1

1 Theoriginal title of the law, the Tax Cuts and Jobs Awas stricken before final passage because it violated what is
known as the Byrd rule, a procedural rule that can isedan the Senate when bills, like the tax bill, are considered

under the process of reconciliation. The actual title of t
V of the concurrent resolution on the budget for fiscal year 2048. more information on the Byrd rule, S€BS
Report RL30862T he Budget Reconciliati on ,yBibHeniffls.: The Senateds ABy

2 For more information on the changes made to the taxlmpBe_. 11597 seeCRS Report R4509Z,he 2017 Tax

Revision (P.L. 11897): Comparison to 2017 Tax Lawoordinated by Moyl F. Sherlock and Donald J. Marples

3 For information about other federal programs that support adoptiene di s cussi on of “Adoption As
IV-E of the Social Security Act), “Ado @RSiReporR43458Ehildt i ves , ” and
Welfare: An Overview of Federal Programs and Their Current Fundigdmilie Stoltzfus

4 The Department of Health and Human Services (Htd®)piles statélata on children adopted with tlolvement

of state child welfare agenciesery year.
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2. Domestic private edodéptanored Ay adoptiivamn ef agen
facilitatdr, or attorney.

3. InternatiSAmla dadptpitdamnof a noncitizen or nonr
families who are citizens ‘or legal residents

Number of Adoptions

The most ¢ wdde mtdaowpatitilvanktsne fr om t he Depart ment of
Ser vairdee ® m . 120 120all12], aod o p teiroen sd,o meds% iwe public agenc
9% were domestic private adop¥VWwowsré¢inntednagie
dopfTlbemsse same data indicate that 49 per 100, 00
0 PQverall, the total number of adoptions has fa
igarelargely driven by a steep decline in inter

Mo N

Recent Trends in Number of Adoptions by Adop

More recent dardevati hnadbhgh {2601 8doo nteyspteisc opfubaldocpt i o
adoptaimi@imser nati onaHo waetheeprei 0 8Ssno regular administ
on domestic private adoptions.

The number of domestic public agemady,adaptrieans nh
from about 50,000 i1in 2001 to 57,000 1n 2009, t he
approximately 63,000 in 2018. Intermnational adop
13,000 in 2009 to al 8Tihtet Ineu nmboerre otfh adno mde,s0t 0i Oc ipnr i 2v0:
from about 70,000 per year in 2001 to 60,000 per
adoptions, which do not quadl flhdadtgdh @nd otph d omu mhaex
of stepphidudsaads a share of domestic private ado
they comprise a significant proportion of this t

5 Private agencies and individuals who facilitate independentesticadoptionsare not required to report data, so

comparable administrative data on domestic private adoptions are not availabéveHdive Department of Health

and Human Services has est i mdhose ddoptidnsthanhare meitherdonestic public her > a do
agency adoption nor international adoptions. These adoptions include private agency adoptions, as well as triba

adoptions, and stepparent adoptions (stepparent adogtoret qualifyfor adoption tax benefits).

6 The Internal Revenue Code (IRC) refers to international adoptions as foreign adoptions, while the State Department

refers to international adoptions as intercountry adoptions.

7 The StatedDepartmentecords the number of intercountry adoptions throug¥ises reporting system

8Department of Health and Human Services, Administration fo

Welfare Information Gateway;rends in U.S. Adoptions: 20812 Appendix D, E, and F, January 2016,
https://www.childwelfare.gopubPDFsddopted0812.pdf

Department of Health and Human Services, Administration fo
Welfare Information Gateway,rends in US. Adoptions: 2062012 January 2016, p. 1,
https://www.childwelfare.gopubPDFsddopted0812.pdf

10 Department of Health and Human Services, Administration for Children and Faiilies,1 dr en’ s Bur e a u, Chi 1
Welfare Information Gatewaytepparent Adoptigmttps://www.childwelfare.goypyubPDFd/_step.pdf
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Figure 1. Number of Adoptions by Adoption Type, 2001  -2018
children adopted
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total
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100,000
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international
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Source: 20012012 data: HHS, Child Welfare Information Gatewasends in U.S. Adoptions: 2Z00R,
https://www.childwelfare.gopibPDFsdopted0812.pc20132018 data on domestic public adoptions: HHS,

Admini stration for Children and Families, Childrendés Bur
(AFCARS), FY2002018. Submission as of 8/22/20t8ps://www.acf.hhs.gasdfresourcefrendsin-foster-care

andadoption 20132018 data on international adoptions: State Department, Bureau of Consular Affairs,

Intercountry Adoptions, Adoption Statistickitps://travel.state.gowbntenttravelenintercountry-Adoption/
adopt_refadoptionstatistics1.htmi?cmmode=disabled

Notes: * The number of domestic private adoptions includes domestic private adoptions (facilitated by private

agencies, individuals, and attorneys), tribal adoptions, and stepparent adoptions. Stepparent adoptions do not
qualify for adoption tax benefits.

Costs of Adoption

Adoption costs vary widely, depending on the

typ

of each adoption. However, the Department of Hea
cost ranges for diffeswent types of adoption as f
f Domestic public agenlcy adoptions: $0 to §$2, 5(

f Domestic private adodPptions: $15,000 to $40, 0¢
f International adop®ions: $20, 000 to $50, 000

“"Department of Health and Human Services
Adopting February 2011at https://www.childwelfare.gopubPDFs$_costs.pdf

12 Department ofealth and Human Services, Administration for Children and Famiflaaning for Adoption:

Knowing the Costs and ResourcEactsheet for Families, November 20t#ps://wwwchildwelfare.goyubpdfs/
s_costs.pdf

, AdG@ostsiof st ration f

13 Department ofealth and Human Services, Administration for Children and Famiflaaning for Adoption:

Knowing the Costs and ResourcEactsheet for Families, November 20i#ps://www.childwelfare.goywubpdfs/
S_costs.pdf
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Actual adoption costs may be higher depending on

The AdoptGroendiTta x

The adoption tax credit helps qualifying taxpaye
Al t hough the c¢credit may be claimed for nearly al
S owsehi , ere artto solmei mipeg 1 e radedi efl art e
powsehild t h t Im preg ital dedi tr eflar
adoptions and for adoption of c¢children with spec
In 2020, taxpayers may be able to receive an ado
annually iandfjlusttieadn)f.orThe credit iovreadBQed, 5210 t
and is phased out completely for taxpayers with
are subject to annual - — i — nt ) . The
adoption credi®Hoiwee rn, What Is the Difference Between a
t h e cCre d 1 t ma y b e Cc a1 Cl’Edltand an EXC|USI0n7 a 1 me d
on futur ef otra xu pr ettou rfni{ Acrediti like the adoption tax credit reduces tax
initially claimed. T 1 Iiabilitydollar.for doIIarofthe\_/aIl_J_e of éhcredit. So and
calculation o f t he c 1 a taxpayer with a $5,000 tax liability and a $1,000 i n det ai
credit would have a net tax liability of $4,000.
bel ow. o .
An exclusioni like the exclusion for employer
provided adoption assistantaeduces the amount
i of income subject to tax. So if the taxpayer earn
1 g1 b1li1ty equ ) 0 payer €2
$100,000, but $10,000 of it is excluded from incom
Befor e calculating t1 for the purposes of taxation, their income is $90,00} ¢ r can
claim for a given ye{ The amoun_t by which an exclusion reduces taxes t
determine whether theowedlsproloortlon-al tod (or
) 1 tax rate. If they exclude $1,000 and are in th@% ;
in the process of b e 1 pracket, the exclusion reduces tax liability by $100, 1 ble, an
the amount of qual i f ywhileifthetaxpayerisinthe 35% bracket, theirtay ¢ h t h e

Eligible Child

A taxpayer eamewmndy rcdlhdatmed to tHEhadtoprtmon of a
el i gi brleef ecrhsi Itdo ¢ hi |l drod nd enwdnidveird uaagles 1w8h oa nadr et op hy s i
mentally incapable of taking care of themselves.
Quaflyiing Expenses

Quali Kype mpuedste dirreelcattleyd t o the adopThow?®iofclamdel i

T reasonable and necessary adoption fees,

T court costs,

4Income for the purposes of the phase out of the adoption tax credit is defined as adjusted gross income (AGI) without
regard to IRC8911,8931, anc8933.

15The adoption taxredit can offset the alternative minimum tax (AMT). For more information about the AMT, see
CRS Report R44494he Alternative Minimum Tax for Individuals: In Briefy Donald J. Marples

16 Internal Reenue Code (IRC§23(d)(1)(A).
17 |RC §23(d)(2).
Bl nternal Revenue Service9, ™ ChenmudmbHearve3 Bulll®dad.n Notice 97
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T attorney
T travelldi

and lodging),
T other expenses d
e

adoption

Qualified adbotr

i nclude

T any expe
deductio
all owed
provisio

T funds f o
t hat ar e
federal,
progr am;

T expenses
out any

T expenses
or

T adoption

Ta x p acyaenroisb & i
carrying ou

a domestic

fees,

ng expenses while away from home (1inc¢

of

B e B B
=

=
-0 O A0 O

o 0o ho =

—
o

e X p

a

and

irectly relat
n ligible chilld y the

Adoption of a Spouseds
Child and Eligibility for AdoptionTax Be  nefits

Under current law, qualifying adoption expenses do not include
expenses connected to the add
spouse.

Because the statute expressly
appears the provision does not apply to domestic partners who
adopt their partner&s chil d.
and therefore are not 0 &@plawhssd
such,it appeargegistered domestic partners can count the
expenses of adopting their pd
is legal under state law.

€

T T < ¢r T AL T S S

ed to and for t 1
b

taxpaye:rt

gate parenting arrangement ;

rred ia cpomuckeitlid n( iw.iet .h,

nses reimbursed under an

aad osptt el pnc

empl oy«

m aecxpedsesfohat violate federal or

t any

surrogatedoppreaniaf agcbhemdnwho
of the’st asxppatysleedu gh they may be able to claim exp
partnér (see shaded textbox)

Filing Requirements to Claim the Credit

m t h

ai
ed c¢chi

_ o v O
oo oo o0

ament s
to us e
N are not
opted chi

o —oc o a0

T
a
c
a
a
T
a
I
c

e adopayeom mhuwst
1d (if

do not haves oo cciaanln oS e coubrtiati yn

a n

adoption

1 cfrielda tL RS KEarm 8839 an
t knownyagxptherridgnrnti indathenchau
s, ’st hTel Nc hiisl d heir Social Security number (SS°
n

nt thmeb ecrh,i

t a’kIpfa ytehise ircdhandt,di faigea t iamnl

provided, the IRS mmygtidos adbdbowt thle c
provided by the taxpayer.

1 d i

S

19 See IRS Tax Topics 68&doption Credit and Adoption Assistance Programs, availalsiei@s://www.irs.gov/

taxtopicstc607.html

20|RC §23(d)(1)(B) and IR23(d)(1)(C) IRS Tax Topics 60-Adoption Credit and Adoption Assistance Programs,

available ahttps://www.irs.gowaxtopicstc607.html

2’For more information on the adoption taxpayer identificat
Nu mb e https:/fawww.irs.govhdividualsadoptiontaxpayeridentificationnumber

22|RC 823(f)(1). If a married person has been living apart from his or her spouieeftast six monthsf theyear, the

chidl i ved i n t lefor mpre than sbnmosthslofdly@ar,and the person has paid more than-loak of the

cost ofhis or hethome,thenthe married person may claim the adoption tax creidit amarried filing separatstatus
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n addimaomigdnemapltygfile a joint tax return to
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sptl it he qualifieds edkpdednigte sb ya nndp ttbhaet & heeet meat a mo
the credit that can be claimed for a given adopt
in 2%20) .

Ti mi nWhed Qualifying Expenses Can Be Claimed
International Adoptions

For doandeospttiicons that are not yet finalized, taxp
credit foltbWwenpgenr t heTheixsp emnetadnesi stahpapta ¢ er may c 1
t haedoption tax credit f oradeoxppteinosne si sp*hniedv eerv efni niafl i
Expenses paid in the year an addspttiaoxn riest ufrinnal i z
Expensattpaiadoption bies cfliananleidz ¢ hec agyrear t he paym

In contrast ., €Jabkeislolmes tofattddsienti ming rules diffe
chi l®Srpeenc.i fically, for adoptionsbedfoiffondiopn i omi 1
is finalized can only be claimed in the year the
is never finalized, the taxpagethatanadstptippd yatm
toward the credit As wi t h adf oan@ersitnitce randaotpitoinoanls ,a de
is finalized can be c¢claimed the year they are pa

Table 1.When Expenses Can Be Used to Claim the Adoption  Tax Credit for
Domestic and International Adoptions

When Taxpayer May Apply Expenses Toward the Credit

When Qualified Expenses

Are Paid Domestic Adoptions International Adoptions
Any year before the adoption is The year after the year of paymen Year adoption is finalized
finalized (So expenses incurred in 2020 wo (So if the adoption was finalized in
be used to claim the credit on a 2( 2020, expenses incurred before 202
tax year return.) could be used to claim thnedit on a

2020 tax return) If an international

adoption is never finalized, the taxpi
cannot apply any expenses connect
that adoption attempt toward the cre

Year adoption is finalized Year adoption is finalized Year adoption is finalized
Years after the year the adoption is Year expenses are paid Year expenses are paid
finalized

Source: IRC Section 23(a)(2) and IRC Section 23(e).

2Int ernal Re Answensdo Fiegently Asked Questions for Registered Domestic Partners and
Individuals in Civil Unions > J un e Dtp:fwwa.ifs.gavljacAnswersto-FrequentlyAskedQuestionsfor-
RegistereeDomesticPartnersand Individualsin-Civil -Unions

24 According to the IRS, the per adoption dollar limitation of the adoption credit requires the taxpayer to combine the

qualified adoption expensedtiife taxpayemade more than one attempt to adopt an eligible child. For example, if a

taxpayer planned to agt one U.S. child and paid $10,000 and that attempt failed, and then the taxpayer then paid

$6, 000 to adopt a different child and that adoption succee
subject to the annual limit per child1& 300in 2020). See IRS Notice 20166, https://www.irs.govpubirs-droph-10-

66.pdf IRS Notice 979, https://www.irs.gowpubirs-irbsfirb97-02.pdf

25 An international adoption for the purposes of the adoption tax credit is defined as the adoption of a child who is not a
citizen or resident of the United States. Forthea he purposes
U.S. possessions. See Internal Revenue Code 217(h)(3).
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Calculating
In 2020, the ma

t he Credit

Xximum amounthaodxt madmprtd dint tiasx $ 14

cr etdhiatt can be c¢claimed in a given year, per elig

adoption expe
section) or (
amount 1s ann
always the ma

es that can be c¢claimed in that ye
tcdhwen tmaxfi muhne sdrae diittorpyeramechi I d. T
lly adjusted for inflation. If th
mum st atrutearpy camownto fpearhec hicltdial

( Thei ndietfi‘e pecf @ddadopetden is discussed subsequent]l

aggr egnotuemt of t
the sum of the

Thmaxi mmmu ri th eo fa
actualthmounbprs

1. l ncome L iTnhiet
$14,300 in 2

income 11 mit
2. Nonrefundabi
amount of th
nonrefundabl
definition ¢
calculated ¢
she widlt dec
the adoptijohn

Theoretically,
income taxpayer
income taxpayer
nonrefundabi liimt
may be able to
carryforward pr

I n ¢ olmemii toant

The amount of t
modi fied adjust
threshold equal
amount phases d

he adoption tax credit that the ¢t
credit ®amounts for each eligible

redkpayer ¢
t

n claim in a given Yyce
yed aim 1in a

a
hat year for two reasc
amtaixoinmum credit amount per adopte
020) is Bsedwmcodmebé¢saadbovehe¢ heeaxp

ation (i1.e., the maximum credit ¢
i tTyh/eC arasxypfasyxewh it dbi l ity is s mal!.l

I €
e credit the taxpatwerscan claim i
e, the amount of the credit act uc:
annot be greater than taxes owed.
redit sstgrebiabithang, thhetacpuaygl
hdilm will be equal to their tax 1
heaxatnedof the credit in excess

‘carriedafdrowhaidmed on future tax returns.

both Imiemittaxtpiagyrey . mdn pppkyite,t heo
s will more 1ikel-anbde msiuwdbdjleect t o
s are more likely to be subject t
t soft hteth @ momendi tt hlat can be ¢l ai me
recover the value of tshearcredit o
ovision. Each of these limitation

redit which can be tlaimed fo
ross inconfél n( MAORIO), itsh iasb opvhea sa
14, 520 nnThil d yt froas h mlifd aga mowmn t
ratabl y (iin.ceo.me pirso pboerttwieoema 1$12y

he ¢
ed g
S $ 2

O wn

$254,520. Henscei,ncddfnkd-ithaddpd y gr t he mi dpoint of t1}
rangde amount osf rtehdeu cteadk becyr e5d0i%. Si mnéaméyisif t
$224-Rguarter ofrathgdphamouontttof the credit s

Taxpayers with

26 For example, if a taxpayer was eligible

i nacboomvee $t4h0e-$020504 poBrd @nodree i nel i gi bl e

to claim a $5,000 adoption credit for the adoption of one child and a $10,000

adoption credit for the adoption of another child in 2020, he or she caiiid &ltotal of $15,000 of the adoption tax
credit. The maximum credit for two adopted children in 2020 wbal$28,600 (2 x $14,300).

27 For the purposes of the adoption tax credit, modified adjusted gross income (MAG]) is adjusted gross income (AGI)
plusexcluded foreign earned income and excluded income of bona fide residents of Guam, CNMI, American Samoa

and Puerto Rico.
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oster care adoption8 .(34%ree. ,s pdeocmeaslt ince epdus
ions, but few other &LBpptwcidnscaddeg,specha
idered to havesspetatelofieedsidétnthedehet ch

@)
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p
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T the c¢child cannot or s howmltlko met be returned

T there is a speci(fe.cg.f,acagea ofr chinldd;t iconi 1 d
sibling group seeking adoption together;

c
emotional disability; or chi*tdhlaitea dme mber o
d

to the reasonable conclusion that t he c¢chil
provided to thendadoptive parents;

2

2%The definition of “special needs for the federal adop
673(c)] of the Bcial Security ActTitle IV-E adoption assistance is primarily an ongoing monthly subsidy paid to

adoptive families on behalf of special needs adoptive chilth@nmore information, se€RS Report R4345& hild

Welfare: An Overview of Federal Programs and Their Current Fundigdgemilie Stoltzfus

22The most recent available data is from 2014. U.S. Department of Health and Human Selidés |dentified as a

Special Needs Adoption: October 1, 26aFeptember 30, 2014 (FY201Aministration for Children and Families,
Administration on Children, Hiplwwivacf.hhagositdddefadltliles/ebs , Chi I dr
special_needs2014.pdf

30 States are allowed to use these or any other category to determine their own special needs factors and those factors
vary by state. Special needs conditions or factors as determined by each state candie found
https://www.childwelfare.gowpicsadoptionadoptassistanc@CWIGFunctionsaction=
adoptionBystate:main.getAnswersByQuestiogdestion|DA.
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Adoption Tax Benefits: An Overview

T the child is a citizen of Thegalase¢esradadet of t

1t
generally excludes any gndenniademadlspdoipadali or
needs adoptions.)

Data on the Adoption Tax Credit

As s howab2 ien7 9, 67 00t a0x5P@a pnd 1 s+ dmepda ytehres adopti on t a3
in 2017 The average—&ﬁe#ﬂlﬂic;vlaswansor}7%h<aﬁ1 $Bhe 0xd
credit amount of $13,570 in 2017.

The largest share of-—saldioght loyn -tthmixs dctrdefdnatd oo taiiomma n
credi ttehlaadi madj usted gross income (AGI) bet ween !

few taxpayers with AGIs of more than $200, 000 cl
out . (As previously discussed, inl%020 tahe credi
taxpayiemcome is between $21 4,520 and $254,520.)
The greatest share eof ] amdespwehnath fttoa xt acxrpeadyietr sd owil tahr
between $100, 000 and $200, 000. In contrast, al mo
(AGI) Wndd® %3 aimed the credit. This likely refl
which results in taxpayers with little to no tax

Table 2. Number of Taxpayers Claiming the A doption Tax Credit and Total and
Average Credit Amount, by AGI, 2017

Tax Returns with the Adoption Credit

Number Share of
of Returns Total Average
Returns With Credit Share of Credit
Adjusted Gross Share of Tax with Tax Dollars Credit Amount per
Income Returns Credit Credit (millions $) Dollars Return
Under $30k 41.6% 72 0.0% $0.¢ 0.0% $5,714.29a
$30k to under $50k 17.7% 17,413 21.9% $27.0 6.7% $1,548.38
$50k to under $75k 13.7% 20,199 25.4% $62.4 15.4% $3,087.23
$75k to under $100k 8.8% 17,378 21.8% $90.0 22.3% $5,177.29
$100k to under $200k 13.0% 22,330 28.0% $203.2 50.3% $9,099.33
$200kand over 5.0% 2,342 2.9% $21.6 5.3% $9,220.75
Total 100% 79,670 100% $404.1 100% $5,072.42

Source: Internal Revenue ServicBtatistics of InconTgble3.3.
Notes: Items may not sum due to rounding.

a. These estimates from the IRS should be used with caution due to the small number of sample returns on
which they are based. The IRS reports 7 returns with $40,000 in total adoption credits claimed. All®f thes
returns have negative AGI.
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As 1l 1l uRitg@rntethei mumber of taxpayers c¢claiming the
generally increased between 1997 (when the credi
2011 and 2012, increased again in 2001136 aanndd 2 01 4,
2017.

From 1997 to 2001, the average credit amount per
roughly doubled between 2002 and 2009 to about $
$11, 000 between 2010 and 2ahlla,vesrmbgsece qpue mtplpy ofxa lmle
$4,000 to $5,000 between 2012 and 2017.

The trends in adoption tax credit claims and the
Figdmey have occurred for a variety of reasons.
explained by legislative changes made to the <cre
average amount eonf 2t0Oh0e2 carnedd i2t0)0 9b eitnwec ompari son t o
and 2001 may be the result of legislative expans
and Tax Relief Recoh.cli .}Flifak Atohne Amcatx i(nFuGil RaRmdo;unt o f
was effectively doubled and the i1income level at
The expanded phaseout range may have rmpeesrul ted 1in
income taxpayers being able to claim the credit.
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Adoption Tax Benefits: An Overview

Figure 2.Average Adoption Credit Amount and Number of Taxpayers Claiming the

Adoption Tax Credit ,1997-2017

$14,000
$12,000
maximum
$10,000 credit amount - - -
$8,000
average adoption
$6.,000 credit amount

$4.000

50 I I

97 98 99 00 Ol 02 03 04 05 O 07 08 09

number of returns

100,000
80,000
60,000
number of tax returns claiming
the adoption tax credit
40,000
20,000
0
97 98 99 00 Ol 02 03 04 O5 06 07 08 09 10 Il 12 I3 4 I5 lée 17
year

Source: Internal Revenue ServicBtatistics of IncontiedividualComplete Report (Publication 1304), Table A
and Table3.3and IRS Form 8839.

Notes: Dollars are nominal dollars.

Some t+tekdsthe decline in the numbeXZ0®Y ¢l aims o

may also be
suggest that

expl aine de sbpye ctihael Idye colfi nfeo rieni gand ocphtiil odn
families that adopt foreign childre

and claim more —dcdlalnarfsamafl itelse tchraeadiptur sue ot her t
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Adoption Tax Benefits: An Overview

E x

domestiad opputbHeics ¢ , the steep declidd gil)r,ei nter nat
especially between 2006 and 2 0c0l9a,i nmanyg htahvee ardeosputl
tax credit in those years.

Some of the trends “mayrgfeowhetliaphevaotsétdonf. tbWp u
2010, the adoption tax credif awarsy nfommyrweafmudinsdeadb 1 e ,
creditofdidivepyears after initially claiming the
eligible for a $12,000 adoption credit, but thei
would claim $2, 000 of the adopteiman nodreerd ietv eirnyi tyiea
five years. I nFKieg@r, eups vintdilc 2t0eld , i t axpayers c¢l ai
half of theomatxthmumreadine If these taxpayers wer
amount of the credit, they would need to carry f
the entire value of the credit. Thise may have re
adoption steadily increasing until 2010: every Yy
would indlimeée cliasanmtants as well as claims for pr e
When the c¢credit was made refundablatiwmf2@h@, rt ax
2010 c¢credit and any carryover credit they had fr
carried foTlwasdmtayp @Qpllain the steep drop in the
compared to 261 @0a&r ellnlduesetdr,a ttehde imumber of taxpaye
credit appears to be more closely linked with th
a d oopntsi For example, between 2000 and 2006, the
tax credit steadRilgg@rrewshd ltaeusatlihlenl manschbterra toefd aidno pt i on
the same time pdirnigdd.ecAfatsen ltlhuistamd ¢idt imecame non
2012, the Ilmumbaenrt sofof the credit began to increa:
that the number of adoptions increased.

cl usi on-Pf ow iAldsopblt oi yoenr

Assistance

Taxpayers whose employers offer quelbéwgefigtadopt
may not have to pay income taxe38Thoen nsaoxmemuomr al I

amount that can be sxdhewdemed fisomatplpe dt axpayaamaxir
adoption which iasmotuhnet soafmet hnea xc2r@endin.t : $14,300 i

Since theedwncktksssuibnjoecocme troe d lacxeisni tgarxeepsiotr t i on t o t h
t axpsayteax Foorra cekxeatmp 1 e , if a taxpayer -receives §$2,
provided adoption assistance and is in the 10% t
avoided income taxes. If a taxpayer is hn the 35
$700 in tax savings. (By contrast, the tax credi
of the c¢credit. For example, if a taxpayer had §$2
t hose xpenses toward otuhled ardeocpetiivoen ac rcerdeidti,t hoef oSr
of the’st axamayearacket . )

31 Rob GeenThe Adoption Tax Credit: Is it an Effective Approach to Promote Foster Care Ado@iioia?Trends,
Research Brief, August 200fttp://www.childtrends.orgfp-contentliploads201302/Child_Trends
2007_08_07_RB_AdoptionTaxCredit.pdf

32 Expenses paid or reimbursedder employeprovided adoption assistance are subject to Social Security and

Medicare taxes as well as federal unemployment insurance taxes. They are not subject to income tax withholding. For

more information see TableRat https://www.irs.govpublicationsp15bar02.html
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ers can claim the exclusion and the credit
both tax benefits for the s ame edxppdmses .foh
$14,r3e0k0 ciprpdbtoayd e d adoption assistance and ¢
yers who c¢claim both benefits for the s ame
on expenses el ioginbl o ff quatlh f i ®erde dhidto pli 1 otnh &
anprempil dygdradoption assistance plan.) Comb
Xx benefits cowldd ceeqdu dplaexu daidadpitfiliokny5i9nl 2 0n2 0
ing nexpsaxpayome |l evel, -apdnawaeblabilit)y
on assistance program at their work.
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addition to-aldepingnthmexsmmm psrthe adoption t
r e mpprloovyiedre d adoption aasmd sitmmame ilsi miutbg teican t (o1
as®omd )t he s a mé&q udaelfiifniietdi oandso podfl o gi b’k pen b e & d .
milar rules that apply to special mneeds childr
her words, i fh ial dt awkiptahy esrp eacdioaplt sn eae dcs and an e m
option assistance program, the taxpayer will b
gardless of what the actual adoption expenses
t apawadbhy qualified doption expenses. The f
e same as for the ¢ it Finally, the s ame t
0 0
n e

re
me st iicn tvermalteipd n aoln a l aPhpbhbwyidrodarhef erx ctlhues i
plo9yoewvided adoption b efits to be exmamludabl
ternationtahe apdamipdt nuoomd e r t he adoption assistanc:
ther during or aftefinhtalflgee the adoption bec

a
d
s

e
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pl oyorw iddeod iman assistance progr atnhsa ta rneu sat sfeuplafri
1 of the fodltowilmg exqgqliidaebmlemtntfomm: an empl oyee

1. The employer must provide notice of the plan

3

2. The plan must not discriminate3®in favor of hi

3. Employees must provide reasomsklse substantiat

As long as these requirements are met, employers
these plans.

Administrative data from tphreo iiRdSe d na d drpet ieoxrc | ausssi io
comparable to the dataar eo nu ntahvea ialdaobpltei.on t ax cred

Legislatiof Hhet@regdit and Ex

Before the enactment of the adepprtoivoind etda xa dcorpetdiiotn
assistancled9%hs ,t hGomgrdess enacted an itemized ded
associated with the adopti obhc onmia Reoeavardy nkaxdsA
198Pl. (:33%YThis dednebpefaiheabaysdbayr ¢ hleatTax Reform Act

33 The definition of income used for the phaseout of the exclusion differs from the definition used when phasing out the
adoption tax credit. See IR&3(b)(2)(B),8137(b)(3).

341n addition, the plan cannot pay more than 5% of its payments during the year for shareholders or owners (or their
spouses or dependents).

35This provision allowed taxpayers who itemized their deductions to claim a deduction of up to $1,500 for qualifying
expenses associated with the adoption of a child with spec
child with respect to wbm adoption assistance payments could be made under section 473 of the Social Security Act.

In general, this meant a child who (1) the State had determined cannot or should not be returned to the home of the
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P.L-519The Joint Committee on Taxation provided :
tax benefit

T Adoption assistance for special needs childr ¢
expenditure program.

T The i tdeemdiuzcetdi on provided i-tscgmeataeaspapense it
who had less need for federal assistance for

T Agencies with expertise in adoption (i.e., n
control over ddoption assistance.

However, taerd,e cGodnegrleas s again enacted tax incent.i
A summary of enacting legislation and major 1legi
laws that made technical corré&ctions or minor <ch

The Shatiness and Job PrPo.tle.€lti®o4n Act of 1996

The Small Business an@. Lo-b8)®rkoatecactteido m nAcatd oopft i 1o9n9
and an excl uspiroonv ifdoerd eamdpolpotyiecorn as sistance that w
Between 1997 and 2001, the adoptiompeaicali tnovads a
adopsioAs with the current credit, the amount of
expenses up to a maxPmbm &H 4 det mamo monm. athondat of
qualifying expenses that could be applied toward
associated with the adoption of a special mneeds
taxpayers with AGI between $7VmuthOO&mendt $df5¢tHO60c
nor the phaseout levels were annually adjusted f
expenses, rtrules related-yteoari nctaerrrnyaftoirowmaarld ,a dtohpet ido
special needsdafdiompittiiomn @fadart heli gible child wer
are under current law. Notably, beginning in 200
needs adoptions. Effectively, the $5,10G0®eceaodsedit
adoptions was scheduled to expire at the end of
The law also enacted a tpempvardacrdy aedxocpltu soino m sfsars t &
into effect beginning in 1997. The maximum amoun
to $5, 000, or $6, 000 for special needs adoptions,
out for taxpayers with AGI between $75,000 and $
exclusion nor the phascecout lawndbks whie dawudl Ay
current law, many terms and definitions of the e
excluwfBoonbetplecnad needs and-—wapscsialhe dheleadd taad ogpx p
the end of 2001.

natural parents, and (2) could not reasonablgxXpected to be adopted unless adoption assistance was provide, on

account of a specific factor or condition (such as ethnic background, age, membership in a minority or sibling group,
medical condition or phys JonhConmitteeomTaxatonGeneral Explanationad n handi cap
the Tax Reform Act of 168JCS10-87, May 4, 1987, pp. 52

36 However, the 1986 law also amended TitleE\of the Social Security Act to require states to make direct payments
to parents adopting children withespal needs to help offset the nonrecurring costs of adoption (attorney fees, court
costs, etc.) and authorized 50% federal matchind<ta states for these purposksint Committee on Taxation,

General Explanation of the Tax Reform Act of@,9BCS10-87, May 4, 1987, pp. 533 and pp.135a.351

37 Joint Committee on Taxatiogeneral Explanation of the Tax Reform Act of ,3&€S10-87, May 4, 1987, p. 52.
38 These includé.L. 10534, P.L. 105206, P.L. 107147, P.L. 108311, P.L. 10958, andP.L. 109135,
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Advocatesadbert itohhes@ax incentives believed that t1l
financial barrier to adoptidn, adddtibns éehcwansapg
the time when the current tax beneafd tadoetreed enac
one or more children and had personally experien
of ad¥pting.

Congress seemed especially concerned with encour
foster care system,s ecshiolfd raedno pwhioo nf otra xt hbee npeufri pt os
“speciallThnsedna,y have been an 1important factor 1in
needs adoptRiepms.s est atthh&éne Cardin stated:

It is very costly in our system to adopt childréhany parents are not able to do that
because of the costs. So the central part of this bill is to remove that financial burden, to
reduce it significantly on the outset, to make it possible for more children to be adopted.
Madam Speaker, | want to pointitcanother feature of the bill, and that is special needs
adoptions which are much more difficult children to place, that have disabilities, that are
older, and it is more difficult to place these children in permanent adoption circumstances.
This bill remgnizes that and provides additional incentives for special needs adoption.

The Economic Growth and Tax RePiBfIME@Zoncili

The Econommd TGaxwRdhliaef ReconcilBR.alt.ilofln0 7Act of 20
temporarily extended and expanded the adoption t
provided iadtopndeon Spescifically,®®from 2002 throug

T extended the adoption credit for the adoptior
children;

T increased the maximum credit and exclusion ari
special need6 pbhbrilddi gopbBdOchBDId, including s
children (this amount wa% adjusted annually

T provided that for the adoption of special nec¢
amount equal the maximum credidland e&kclusior
actual expenses (this amount was adjusted ant
2 0 0*a)n;d

T increased the 1ncome 1evel at which the c¢credi
$75,000 to $150,000 (these amoumtse were adjus
the credit phased out for taxpayers with 1nc«

¥Oneadvocate, Senator Arlen Specter, cited “cost hurdles t h:
adopting a child” as one factor that led him to introduce
encourage those who areinthetsu at i on of unintended pregnancy to carry thr

Adoption Pr omo tCongrassiohal Recardipril 29 19%6, p” S4325.

““Erika Niedowski, “Adoption experience ucthafnogre smavniye wist.’ sF itnhae
only way t o ThaHilMay15, 1996. mi 1y, ”

“Re p. ChAdoptian RPromotion and Stability Act of 1998 ongressional Recordiay 9, 1996, p. H4782.

42 Notably, qualified expenses paid or incurred before 2002 remain stdojbet priorlaw dollar limits.Joint
Committee on TaxatiorGeneral Explanation of Tax Legislation in the £@FongressJCS1-03, January 24, 2008.
21

43|nflation adjustment of the statutory dollar amounts of both the maximum credit and the ievehs Which the
credit phases out began in 2003.

44 This provision went into effect beginning in 2003, not 2&eP.L. 10716, §202(g)(3.
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According to the Joint Committee on Taxation, t h
“Congress believed that the adoptnomedueidng tmhd

aftax cost of adopti™@These bHEfiedli ¢d Waxpayarcsecas e
Congress noted that many taxpayers 1incurred expe
and $6, 000 for s pé¢c¢i miComdsy dbse laideovpetdi otnhsa.t 1 ncreas
both the adoption credit and exclusion and expan
the tax benefits will encourage more "doptions a
The Patient PArfdtoer cdtaibd re(P aCiad-1ed) 8AT t
The Patient Protect i(OGQAPRnd1NAETEmpdadbtel CamodALied
adoption tax credit and exclusion for 2010 and 2
credit refundabfEhdorawhalseo tiwncryeassd the maxi m
exclusion amb@ntto f¥Fbobin, 87®,i0n 2010 and subsequent
2011.
Senator Nelson, speaking at a news conference <co
credit included in the ACA, justifiecadmpatkiamrg the
among -ilnocweerme Americans who migh® not be able to
the adoption credit has been increaseced, and
refundable tax credit so that low@icome people, adoption is getting more and more
expensive. It>s not like when I adopted, much mor

lower income people would have the opportunity for adoption, as well.

The Tax Relief, Unemployment Insurance Reaut
Act o fP.2[0.1300)2(1

The Tax Relief, Unemployment InsurancPe LReaut hori
11-31)2 extended t he fEOGT RtRhAe pcrroevdiisti oannsd t he excl usi
allowed all the modifications made by the ACA to

Hence the credit reverted to as t$eld0,f0o0r0 innofnlraetfiuonnd
occurring since 2002. The maximum amount of the
for inflation occurring since 2002.

The American TaxpayeR. Re2#HC®X Act of 2012 (

The American Taxpayer;PR&I-I4hthddett bé BEGTRRAATRA
modi fications to the credit and exclusion per man

45 Joint Committee on TaxatiofGeneral Explanation of Tax Legislation in the #@ongressJCS1-03, January 24,
2003, p. 20.

46 Joint Committee on TaxatioGeneral Explanation of Tax Legislation in the ¥@ongress])JCS1-03, January 24,
2003, p. 20.

47 Section 23 was redesignated as Section 36C and moved to the part of the tax code that includes other refundable tax
credits.

“®Betty Nguyen, Rob Marciano, and Brianna Keiler, et al.,
Cloture; D.C. Snow Stordne of t he Wor st oCNNRewsroom Granscipbecamber 1942009,a , ”
10:00 AM EST.
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Pol LConpsiderations

There are several ways economists evaluate tax b
Specifically, economists may assess whether adop
distribution of these beneefxiittsy aonfo nagd ntianxi psatyeerrisn,g
provision. These perspectives may be helpful to
modi fying adoption tax benefits and are discusse
Do Adoption Tax Benefits Encourage Ado
Adoption isegeaerbé¢tbtgfveiceawl to all individuals i
children, adopted parent s, and birth parents) an
adoption should be encouraged, includisng through
currently little evidence, however, t hat adoptio
increas e*Aldtohpotuigohn st.the amount of adoption tax ben
Fig@dr,e the actual numberFiod®rcé iCludmremta ddadptpee d olma st
benefits may simply be too small in comparison t
families to addptisponatdamddbphcmdybpofibenbealbi
incentives, but instead may be influenced by mor
benefits do not lead to additional adoptions, th
economists and are 1mmitleiaeds at lwatn dwadlld bleamwef iad o
absence of these benefits.

Who Benefits from Adoption Tax Incenti

that there is little evidence that
benefits i méwgArsb ep roefv ipoaurstliyc udliasrc us s e d,

wdrminnddme Amerilmardlddopwhile al most

49 Rob GeenThe Adoption Tax Credit: Is it an Effective Approach to Promote Foster Care Ado@tidia?Trends,
Research Brief, August 200fttp://www.childtrends.org¢p-contentiiploads201302/Child_Trends
2007_08_07_RB_AdoptionTaxCredit.pdf

50While beyond the scope of this reporepending on the type of adoption, some adoptive parents may be required to

n
e

tax benefi-tmsc gme tAthampipreatnsqugh data suggest
i)

t h
t

half

have a minimum level of income to be Peo$pectiveadbptive pacents d opt .

must be in good health and have adequate income to meet tiseohdeethild(ren) placed in their family. Home

ownership is not required, but a history of stable residency in a home that can accommodate, comfortably and safely,
one r ¢ a

all family membersincludng he adopted c¢child, is mneeded.” Indeed,

b}

applicant’s income and/or financial skills are inadequate

Human Services, Administration for Children & Familieg, C1 d r ¢ n 'Heme Btudy Requirements for
Prospective Parents in Domestic Adopti@hild Welfare Information Gateway, September 2015, p. 2. Similarly,
financial considerations are taken into account in international adoptions. For example, sample wordo n  t h e

Home Study Tip Sheet for Adoption Service Providers and Prospective Adoptive Parents, stresses that prospective

parents demonstrate that they have sufficient income to care for the adopted chitthS#eww.uscis.goviles/
form/m-738.pdf

51 While adoptive parentsavea higher median income than nonadoptive parents, data indicate that adoption also

occurs among the less affluent erdi%oftfechildren addiethfromf al 1l ado
t

“Hague

foster care living in households with income no higher

Kreider and Daphne A. Lofquishdopted Children and Stepchildren: 2010S. Census Bureau, April 2014,18 and

Taxpayer Advocate Servicklo st Seri ous Problems: The | RS6s Compliance
Has Significantly and Unnecessarily Harmed Vulnerable Taxpayers, Has Increased Costs for the IRS, and Does Not

Bode Well for Future Cidit Administration, 2012 Annual Report to Congress Volume One, December 31, 2012, p.
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Adoption Tax Benefits: An Overview

t acxr ecdliai ma@dt $ ncome under $75,0060]j ftheso€ admptyoern
creddoilti @2s 1 %), adJabdPBhes tmajterdi tim of adoption tax
(77.9%) went to taxpayers with income of §75,000
of adoption tax c¢credit dollars going to those wi
comparablea ddavtaa larbed en o or tphreo veixdcel du sai doonp toifo ne nbpel noe;
exclusions generally tend to provide the largest
tax rates nciome. ,t axpprerer s ).

Under several ecbnmsmpndog¢ge fomi tnaandbeafits would
unfair (or inequitabl verticdhpragmplteyhatthe agkmpiayeir
greater income, and hence more economic resource
verticalleepgpunsytha progressive nature of the fed
more income pay a greater share of that 1ncome i
definition of vertical equity, adiorpcdmen tax bene
taxpayers would lessen the progressivity of the
Adoption tax benefits may also behoopnzodeabd ine

e quiAtcyc.or ding to the pr saledip atl asxhfoanhl edr Spmwicinaaa 1 e q u
amount .i Matnyxesxsonomists consider taxpayers to bz«
incdHence, if two tax wunits earn $40, 000 and bot
is horizontawd¢dverequadaptidieonHt ax benefits (1i1ike m
taxpayers with the same income paying different
characteristics such as whether they own a home
toollege (higher education tax benefits), or ado
Challenges with Administering Adoptior
Recent evidence suggests that adoption tax benef
to keep both celraradidea apaybenddiGd H¥med otwhe ThRS wa s
processing mostly 2011 income tax r—etthueryns and th
selected 69% of returns with adoption tax credit
were debectese the IRS flagged the required adop
or 1nsufficient. However ,“daftattowadiofil bgmit hkEsenr
and one hdahfapgompdtd ot >Qnree drieta scolna itnhiea glgReSd nsauyc hh aav e
large proportiowvefn mweatemr mso fferw awdiltars of bene
112, http://lwww.taxpayeradvocate.irs.g@@12AnnuatReportiownloads\ost SeriousProblemsAdoption-Credit

Delays.pdf

52 A clear definition of horizontal equity-or rather of a tax that isot horizontally equitable-can be found in a report

by the Treasury Department for President Ronald &sagritten in 1984f1A tax that places significantly different

burdens on taxpayers in similar economic circumstances is not fair. For example, if two similar families have the same

income, they should ordinarily pay roughly the same amount of incomeetgrdless of the sources or uses of that

i n ¢ o Bepartthent of the Treasurfax Reform for Fairness, Simplicity, And Economic GroWitte Treasury

Department Report to the President Volume 1, Washington, DC, November 1984, p. 14.

53 Taxpayer Advocate Sev i c e , Most Serious Problems: The T RS’s Complian

Credit Has Significantly and Unnecessarily Harmed Vulnerable Taxpayers, Has Increase Costs for the IRS, and Does

Not Bode Well for Future Credit Administration, 2012 Aah®Report to Congress Volume One, December 31, 2012,
p. 120,http://www.taxpayeradvocate.irs.g@@12AnnualReportiownloadMost-SeriousProblemsAdoption
CreditDelays.pdf
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clatrmwad tbel hRE of familiarity with adoption do«
Advocate (TAS) remarked,

The documentation that certifiedaptions varies from state to state. A determination of
whether a child is considered to have special needs is also-batatkdecision. The result

is a variety of documentation that may meet the requirements for the adoption credit. As
we have seen witthe Earned Income Tax Credit (EITC), when taxpayers are required to
provide nonstandardized documentation to establish eligibility, it often leads to problems
for both taxpayer and the IRS.

The recent IRS challenges with administering the
fundamental challenwkischwiithchaddeaoagdadrer tRE8Enue
administer lai kseo caina la dpoopltiicoyn i ncenti ve.

Policy Options

Adoptionf ittasx wheernee ori ginally enacted to encourag
American children in the foster care system. Mo r
refundable for 2010 and 2011, -eaxpla midadgdmel i gi bil
taxpayers. Congress may in the future seek furth
employewvided adoption assistance to achieve cert
di scussed bel ow.

ReplacGurtridmBe ne f i tsDiwiSpkt nd Pmggr a m

Given that there 1s little evidence that adoptio
interested in eliminating these benefits and rep
especially 1if ingvpewgramdasembrepefiddective at e
Alternatively, Congress could eliminate adoption
deficit®reduction.

Makthe Credit and Exclusion More Gener
Congress coul d inno dai fvya rtiheet yb eonfe fwiatyss t o make t hem
could increase the credit and exclusion percenta
doubling the amount of the credit and exclusion.
el i mitrhat e)urrent svwaltwe oafy tchhaegp en ethiets ($14, 300
benefits were closer to the actual adoption cost
tax benefits for many taxpaowenrng,e mories adoipltl omsc
there is some evidence that the type of adoption
domestic foster care adoption due to cost versus
little evidetmcef odfdamtyi @ef ft ax benefits on the de
increasing the size of adoption tax benefits wil
Data from the IRS indicate that on 2ntla’x tax retu
“Taxpayer Advocate Service, Most Serious Probl ems: The IRS

Credit Has Significantly and Unnecessarily Harmed Vulnerable Taxpayers, Has Increased @ust&R®rand Does

Not Bode Well for Future Credit Administration, 2012 Annual Report to Congress Volume One, December 31, 2012,
p. 122 http://www.taxpayeradvocate.irs.g@@12 AnnualReportownloadd¥ost-SeriousProblemsAdoption
CreditDelays.pdf

55 SeeCRS Report R4438%Reficits, Debt, and the Economy: An Introductibg Grant A. Driessen
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clusion

credits weSiemicllan me¢alta for the ex a
the cos’t of

re una
t

Tax Policy Center suggest that he e
Make the Credit Refundable
Congress coullad tcthowosdoptoi aonm tax credit refundabl
no tax liability could claim the entire value of
under current Il aw, the adoption ttalke careedditt i s no
claimed in any year cannot exceed income taxes o0
cap on the value of a nonrefundable tax credit
individuals, the amofunitn coome htea xxerse doawe d ni e xac egisv
carried forward and claimed for up to five years
was temporarily r—e2fOulmG2hObH¥eh ifcohr ntawo pyreoavrisd e s o me
into the bemfe fmaki mg dt hcioss tesredit refundable.
Policymakers interested in expand-iamgl esliidglilility
income taxpayers may consider making the adoptio
equity among etakpameomeatedelffewho are able to a
Table 3. Distribution of Adoption Tax Credit Dollars
by Adjusted Gross Income (AGI) 2011 and 2017
2011 (Refundable)
Non - 2017

Adjusted Gross Refundable refundable (Nonrefundable)

Income (AGI) Total Portion Portion Total

Under $30k 24.6% 24.6% 0.0% 0.0%

$30k to under $50k 11.6% 10.9% 0.8% 6.7%

$50k to under $75k 21.3% 17.8% 3.5% 15.4%

$75k to under $100k 8.7% 4.7% 4.0% 22.3%

$100k to under $200k 33.1% 10.2% 22.9% 50.3%

$200k andover 0.5% 0.0% 0.5% 5.3%

Total 100.0% 68.3% 31.7% 100.0%

Source: Internal Revenue ServicBtatistics of Inconfable3.3.

Notes: The mostrecent year the adoption tax credit was refundable was 2011. Hence, in 2011 the taxpayer

could receive the entiraalue of the credit, irrespective of tax liability. In 2017, the adoption tax credit was
nonrefundabl e, meaning its value could not be greater th
credit in excess of tax liability in 2017 can be @drforward up to five years on future tax returns.

Making the credit refundempthbmmgenl sow chkadumeng a
credit and result in current c¢claimants receiving
carryinigt tlhher wared for up to five yearfd guhkse previ
2, when the adoption tax credgdd olasi mohrseifgmidfaibd
less than the maximum amount of the credit. Gi ve

561n analyzing U.S. Department of Treasury cost estimates of adoption tax benefits, the Tax Policy Center notes that
these cost esti mat ereeemployelr adapton pragiaras, whichl ate dikely ohe to twaxpeofent
the total [ cos tWhatTsth@adaptiop tax credifiax RFolicynQerter Briefing Book: Key Elements

of the U.S. Tax Systenhjtp://www.taxpolicycenter.orbfiefing-bookivhatadoptiontax-credit
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ompared with more tihams 2domppeplrettard Wy fiithlee msd owpitt
50, YDhe "same study found that fosters care adopt
mong tswxphyencome under $25,000, while overall
8 % f sadnomtlfilabxn 1 er s .

o =
('D('D(-Pb—‘

1
s
h
t

— 0 A0 B0e O A Mm CDNN""""*‘hOCOB

e other hand, making the credit refundable
yers claiming the credit as well as pose ad
ymakers remain concé¢sned abdunfaubeygi mpropece
eek ways to prevent taxpayers from either n
rPadpdending on the processes used to reduce
ascecadmsnicsawlad i ve difficulties for the IRS.
t was temporarily refundable, the IRS requi
n (they -fciglued)dn ¢plruedvei Fobuostil hg 8ISRIS mesc iwfeilcd as s

¢ omt ed d owhuincehn tvaatoinednd, t he s e d h ei natdeorpm aitoino nwaals

tic, final or mnot final, and of a child wit

o
-0 0 ®»w o o> O

—

IR AN I S
oL

c
-

o oo " DS o 0 3
o
P
=

=
¢

ly, making the adoption taxcostdpvf tafuurndesdl
other modifications to the credit were mad
tFii ggtBatdd ei nt ot al amount of the ettlkadificdtwimear
redit —wad 206flund8b16 million) was nearly fo
ctively, the average annual aggrmgae¢bycredi
million per year). Some of the increased co
tcnaursreide dcfoed wardol l ars c¢claiming all of the

=
c B e
oi—‘

RV I o« Rl e N
o o =
o O ©»n

2%.1,_,._..._..,.11 Q_mv-go»—ne—ra’tjc—ro
= o

57Rob GeenThe Adoption Tax Credit: Is it an Effective Approach to Promote Foster Care Ado@iioia?Trends,
Research Brief, August 200fttp://www.childtrends.orgép-contentiploads201302/Child_Trends
2007_08_07_RB_AdoptionTaxCredit.pdf

58 Policymakers have shown interest in reducing erroneous paymeefsmdable credits-including the EITC, the
additional child tax credit, and the temporarily refundable adoption tax credit. For examples, see Treasury Inspector
General for Tax Administrationmproper Payments in the Administration of Refundable Tax Grddistimony of the
Honorable J. Russell George before the Committee on Ways and Means, Subcommittee on Oversight, U.S. House of
Representatives, May 25, 20https://www.treasry.govtigta/congresslongress_05252011.pdfnd Treasury

Inspector General for Tax AdministratidProcesses to Address Erroneous Adoption Credits Result in Increased
Taxpayer Burden and Credits Allowed to Nonqualifying Individuhlae 13, 201https://www.treasury.gotigta/
auditreports2012reports201240065fr. pdf
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opposed to carryififakiem fierwaitwdo2Dtl®r a2@1 Q@011 dat
some indicatiotmhers tt @ ft ma kd amggwiheeh cre daltt earcadtuinan
the formula. Policymakers could also make the cr
(and the phaddout redoame ltdee budgetary cost of 1
Figure 3.Total Dollar Amount of Adoption Tax Credits Claimed, 1997 -2017
millions $
$1,200 e
In 2010, about $1 billion
was the refundable
$1,000 portion of the credit,
while about
$800 was the
$600
$396 s355 %404
349 $351 353
$400 % g0z 8320 : $278 $290
$234 $230 $251
$200 $179

550 983 $103 $92 gg9

$0
97 98 99 00 Ol 02 03 04 05 06 07 08 09 I0* II* 12 13 14 I5 16 17

year *credit
refundable

Source: Internal Revenue ServicBtatistics of Inconhedividual Complete Report (Publication 1304), [Eah
and Table3.3.

Notes : Dollars are nominal dollars.

Pr ovRadreiBe § weldi if f e FyepretsAdofpt i ons for ¢t he
Credi tExahdsion

As previously discussed, the legislative history
largest tax benefits to taxpayers adopting child
policy goal changes, Congrfdgss maoy pmodifdle pdhaptiyo
di fferent types of adoption. For example, if Con
international adoptions, it could change the tin
t o domestic a dtoapxtpiaoynesr.s Cwhror eandtolpyt, a child from a
benefits once the adoption is finalized, unlike
benefits the year afTaebhl)expbenasad¢di aren,inCoamgreds (s
the defspietcian oftead si madlopdd omhildren adopted thr

59 For example, if a taxpayer had $8,000 in carried forward credit and an average tax GaBRifyO0 per year, they

could claim that entire amount $8,000 in 2010. If instead the credit were nonrefundable, theglanmud$2,000

credit every year for four yearslotably, in he second year the credit was refundai2@11—the total amount of

credit dollas claimed felby half to $610 millionin comparison to 2010. Thusigofar as the increase in the total

dollars c¢claimed in 2010 was a r es uturingthdtyearthei201d dlaifsc arr yf or wa
may more accurately flect the cost of making the credit permanently refundable
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adoption or internatiesnalol wx,l aalm ovhien gnamo rmeu mf abminle
actual expenses incurred.

Al 1 ddvo pt Rawree ntSs b hioFh iaPalr Afyf i d a Veirti ftyo
amMdoption

As previously discussed, when the credit became
paptearx return with copies of adoption documentat
the ITRS verify adoption claims, the IRS, accordi
with the enormous varieties ofrdorcameantntfiom,awad
One potential solution that Congress may conside
party affidavit that allows the relevant adoptio
attest to the ddoppronvidthiRSwenuhdiaers with one
verify, potentially reducing confusion among IRS

Convehé ExclusionPdovi EGanplAdepti on Ass
into a Deduction

The exclusion for adoption assistance 1s only av
adoption assistance benefits. One option to expa
exclusion into a deduct i ofn wthheatth ecro valddo pbtei ocnl aaisnseid
provided as an employee benefit. Foabexwxampl e, t h
hlei’'de duction available to all taxpayers regardl
not. The seancer efdoirtmualnad fiomrc oothe phaseouts could
ange might expand the availability of this ben
ovision and complexity for taxpayers, who coul
ig expenses. In addition, the -—vlailkiee tohfe t he de d1

cledepands on’sthextbrxpeket. A $5,000 deduction
xpayer up to $500 in the 10% tax%bbnadklkdat,. blun
rds, deductions and exclusions tendctoanepr ovi de
Xpayers.

g * 0 0 0o
® OO X =
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AppendixA. Ti mi ng Rules and Carryf
the Adoption Credit

Below is an illustrative exampilcaddpthioovn aeXxpxpsag
would c¢claim the adoption tax credit using the <ca
domestic private adoption (1.e., not a special n
assumed thast itrhceloanlaoxipsatyheer phaseout amount, so he
maximum credit.

Table A -1. Calculating the Adoption Tax Credit for $20,000 of Adoption Expenses
Domestic Adoption Finalized in 2018

2016 2017 2018 2019 2020
Was the adoption finalized ? No No Yes NA NA
(1) Maximum statutory credit amount $13,460 $13,570 $13,810 $14,080 $14,300
(2) Maximum credit that  can be claimed by Credit $13,570 $10,810 $8,080 $4,3M
the taxpayer based on credits claimed in prior cannot ($13,810 ($14,080 ($14,300
years be $3,000) $3,000 -$3,000
(statutory amoudtcredit already claimed thog claimed $3,000) -$3,000
adoptiorin previous yefirs this year -$4,000)
(3) Qualifying expenses incurred during the $5,000  $15,000 $0 $0 $0
year
(4) Expenses to claim the credit in a given $0 $0
year
new expenses to claim the credit $0 $5,000  $15,000 $0 $0
expensesarried forward from previous years $0 $0 $2,000 $7,810 $3,810
total $0 $5,000 $17,000 $7,810 $3,810
(5) Calculated amount of the  credit (before $0 $5,000 $10,810 $7,810 $3,810
tax liability)
(the lesser of the maximum credit that can be clain
the taxpayer (2) or the maximum expenses(4))
(6) Income Tax Liability $3,000 $3,000 $3,000 $4,000 $4,000
(7) Amount of credit claimed $0 $3,000 $3,000 $4,000 $3,810
(the lesser of the calculated amount of the(&)emtit
income tax liabili6))
(8) Amount of expenses that can be carried $0 $2,000 $7,810 $3,810 $0
forward
(the difference of the amount of the credit claimed i
the calculated amount of tnedit)
In 2016, the taxpayer incurs $5,000 of expenses,
cannot be c¢claimed on his or her 2016 income tax
2017 tax prleyt wrhmre steo eaxppenses toward claiming the
the adoption is not yet finalized, the expenses
creditafhédaryeare incurred.)
On a 2017 tax ret wrme,xptehnes etsa x macyuerrr ecda n na 2PIl 6 a n
tax credit for that ye’ari nHowme vitsna x$§ I na®®,1 Tstdy hteh ¢
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actual amount of the adoptiofli ¢ ak3 ,c0@A@.i tThdaet &xx
cacna rfroy ward the difference of $2,000.

On the ¢t aXhph® etrax return, he or she can apply th
as well as thitoSRa0dOlexmersaagyifetdom the previous
expenses. (dhpeBdds 00Ocwifred in 207s8 2c0aln8 be ¢l ai
return because the adoption is finalized in 2018
can claim in 2018 is $10, 810 (the statutory maxi
clajmeds a result of the $3,000 tax liability 1in
and carry forward the difference of $7, 810

On a 2019 tax return, even though the taxpayer h
apply 1+ evacadr expgdnses of $7,810 and continue to
amount of the credit that can be claimed in 20109
$6, 000 of credit already c I'saiimecdoyme HoavkedWeira, b iilni t2
so the actual amount of the adoption tax credit
taxpayer can carry forward the difference of §3,
The taxpayer cdmnrappldy exlpenceomtiodd$§3f8101and t he
on ar ettauxwr n2 0 2 0 . The maximum amount of the credit
(the statutory maximum minus the $10,000 of <c¢cred
income tax liability is $4,000ditothtcdhet axpayadr am
claim in 2016 is $3,810. The taxpayer has no add
In other words, of the $20, 000 of expenses idincur
the adoption credit over four years (2017 thru 2
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