HOUSE MAJORITY WHIP

JAMES E. CLYBURN

THE DAILY WHIFLINE

Friday, November 9, 2007

House Meets At... Votes Predicted At...

9:00 a.m. For Legislative Business Last Vote: 3:00 p.m.

Five “One-minutes” Per Side

Any anticipated Member absences for votes this week should be reported

to the Office of the Majority Whip at 226-3210.

Floor Schedule and Procedure

H. Res. 809—Rule providing for consideration of H.R. 3996 —
Temporary Tax Relief Act of 2007 (Rep. McGovern-Rules): The
structured rule provides one hour of debate equally divided and controlled
by the chairman and ranking minority member of the Committee on Ways
and Means. The rule provides that the amendment in the nature of a
substitute recommended by the Committee on Ways and Means now
printed in the bill shall be considered as adopted and the bill, as amended,
shall be considered as read. The rule makes in order an amendment in
the nature of a substitute if offered by Rep. McCrery of Louisiana or his
designee. The rule provides that the substitute amendment shall be
considered as read and shall be separately debatable for one hour equally
divided and controlled by the proponent and an opponent. The rule
provides one motion to recommit with or without instructions. Debate on
the rule will be managed by Rep. McGovern, and consideration will
proceed as follows:

0 One hour of debate on the rule.

0 Possible vote on a Democratic motion to move the previous

guestion. Democrats are urged to vote yes on the motion.
0 Vote on adoption of the rule. Democrats are urged to vote yes on
adoption of the rule.

H.R. 3996 — Temporary Tax Relief Act of 2007(Rep. Rangel-Ways and
Means): Pursuant to the rule, debate on the bill will be managed by Ways
and Means Committee Chair Rep. Charles Rangel, or his designee, and
will proceed as follows:
0 One hour of debate on the bill.
o0 Debate and vote on a substitute amendment to the bill.
o0 Possible debate and vote on a Republican motion to recommit the
bill.
o Vote on final passage of the bill. Democrats are urged to vote yes
on final passage of the bill.




e Motion to go to Conference on H.R. 1585 - National Defense
Authorization Act for Fiscal Year 2008 (Rep. Skelton — Armed
Services). Possible Republican Motion to Instruct Conferees:
Debate will be managed by Armed Services Committee Chair Rep. lke
Skelton, or his designee, and will proceed as follows:

o One hour of debate on the motion to instruct conferees.
o0 Vote on instructing conferees.

Bill Summary and Key Issues

l. 2007 AMT Relief

Extension of AMT relief for 2007. The bill would extend for one year AMT relief
for nonrefundable personal credits and increases the AMT exemption amount to
$66,250 for joint filers and $44,350 for individuals. This proposal is estimated to
cost $50.59 billion over 10 years.

Extension and modification of AMT credit allowance against incentive
stock options (ISOs). Exercise of an ISO is a preference in the individual
minimum tax. The amount of the preference is the difference between the
market price on the date of exercise and the option price. In the past, many
individuals exercised these options and there were dramatic reductions in the
value of the stock after exercise. These individuals found that their minimum tax
liability far exceeded any gain from the exercise of the option. The bill would
waive past underpayments and would guarantee that minimum tax actually paid
on the exercise of these options would be returned to the taxpayer. This
proposal is estimated to cost $2.26 billion over 10 years.

I. Additional Individual Tax Relief

Change in refundable child credit. The bill would increase the eligibility for the
refundable child tax credit in 2008. The child tax credit is refundable to the extent
of 15 percent of the taxpayer’s earned income in excess of approximately
$11,000 as a result of inflation adjustments to the original floor of $10,000. The
bill would reduce this floor to $8,500 for 2008. This proposal is estimated to cost
$2.87 billion over 10 years.

Additional standard deduction for real property taxes. The bill would provide
an additional standard deduction for State and local real property taxes paid or
accrued by taxpayers who claim the regular standard deduction. The maximum
amount that may be claimed under this provision is $700 for joint filers and $350
for individuals. This proposal applies only for 2008. This proposal is estimated
to cost $1.23 billion over 10 years.

II. One-Year Extenders

Extenders Primarily Affecting Individuals
Extension of the deduction of State and local general sales taxes. The bill
extends for one year the election to take an itemized deduction for State and
local general sales taxes in lieu of the itemized deduction permitted for State and
local income taxes. This proposal is estimated to cost $2.34 billion over 10
years.




Extension of above-the-line deduction for qualified tuition and related
expenses. The bill extends the above-the-line tax deduction for qualified
education expenses for one year. For tax year 2007, the maximum deduction
was $4,000 for taxpayers with AGI of $65,000 or less ($130,000 for joint returns)
or $2,000 for taxpayers with AGI of $80,000 or less ($160,000 for joint returns).
This proposal is estimated to cost $2.47 billion over 10 years.

Extension of special rules for regulated investment companies. The bill
would for one year extend the tax treatment of interest-related dividends, short-
term capital gain dividends, and other special rules applicable to foreign
shareholders that invest in regulated investment companies. This proposal is
estimated to cost $77 million over 10 years.

Extension of tax on failure to comply with mental health parity
requirements applicable to group health plans. The bill extends for one year
a $100 per day excise tax on group health plans that impose limits on mental
health benefits that are not imposed on medical and surgical benefits. This
proposal is estimated to cost $25 million over 10 years.

Extension of provision encouraging contributions of capital gain real
property made for conservation purposes. The bill would extend for one year
the increased contribution limits and carryforward period for amounts in excess of
these limits for contributions of appreciated real property (including partial
interests in real property) for conservation purposes. This proposal is estimated
to cost $52 million over 10 years.

Extension of tax-free distributions from individual retirement plans for
charitable purposes The bill would extend for one year the provision that
permits tax-free charitable contributions from an Individual Retirement Account
(IRA) of up to $100,000 per taxpayer, per taxable year. This proposal is
estimated to cost $452 million over 10 years.

Extension of above-the-line deduction for certain expenses of elementary
and secondary school teachers. The bill extends for one year the $250 above-
the-line tax deduction for teachers and other school professionals for expenses
paid or incurred for books, supplies (other than non-athletic supplies for courses
of instruction in health or physical education, computer equipment (including
related software and services), other equipment, and supplementary materials
used by the educator in the classroom for one year (i.e., to expenses paid or
incurred in 2008). This proposal is estimated to cost $204 million over 10 years.

Extension of election to include combat pay in earned income for purposes
of the earned income credit. The bill extends for one year the special rules that
allow members of the armed services to include their combat pay in their earned
income in order to qualify for the earned income tax credit. This proposal is
estimated to cost $19 million over 10 years.

Extension of special rules for qualified mortgage bonds for veterans. The
bill extends for one year the special rules that allows veterans to qualify for State-
operated, tax-exempt mortgage revenue bond programs to provide lower-income
individuals with access to mortgages with lower interest costs without regard to



first-time home buyer requirement. This proposal is estimated to cost
$159 million over 10 years.

Extension of special rules for distributions from retirement plans to
individuals called to active duty. The bill extends for one year special rules
that permit active duty reservists to make penalty-free withdrawals from
retirement plans. This proposal is estimated to cost $1 million over 10 years.

Clarification of allowance for state legislators’ expenses away from home.

The bill would clarify the legislature shall be considered to be in session on pro

forma days for purposes of the allowance for state legislators’ travel expenses

away from home. This proposal is estimated to cost $4 million over 10 years.
Extenders Primarily Affecting Businesses

Extension of R&D credit. The bill extends the research credit for one year.
This proposal is estimated to cost $9 billion over 10 years.

Extension of Indian employment credit. The bill extends for one year the
business tax credit for employers of qualified employees that work and live on or
near an Indian reservation. The credit is for wages and health insurance costs
paid to qualified employees (up to $20,000) in the current year over the amount
paid in 1993. Wages for which the work opportunity tax credit is available are not
qualified wages for the Indian employment tax credit. This proposal is estimated
to cost $59 million over 10 years.

Extension of new markets tax credit. The bill extends for one year (through
the end of 2009) the new markets tax credit, permitting a $3.5 billion maximum
annual amount of qualified equity investments. This proposal is estimated to cost
$1.32 billion over 10 years.

Extension of railroad track maintenance credit. The bill extends for one year
the railroad track maintenance credit. The railroad track maintenance credit
provides Class Il and Class lll railroads (e.g., short-line railroads) with a tax credit
equal to 50 percent of gross expenditures for maintaining railroad tracks that they
own or lease. This proposal is estimated to cost $165 million over 10 years.

Extension of 15-year straight-line cost recovery for qualified leasehold
improvements and qualified restaurant improvements. The bill would extend
for one year the special 15-year cost recovery period for certain leasehold and
gualified restaurant improvements. Absent an extension of this provision, the
cost recovery period for these facilities would be 39 years. This proposal is
estimated to cost $3.47 billion over 10 years.

Extension of 7-year straight-line cost recovery period for motorsports
entertainment complexes. The bill would extend for one year the special 7-
year cost recovery period for property used for land improvement and support
facilities at motorsports entertainment complexes. Absent an extension of this
provision, the cost recovery period for these facilities would be 15 years. This
proposal is estimated to cost $27 million over 10 years.

Extension of accelerated depreciation for business property on an Indian
reservation. The bill would extend for one year the placed-in-service date for



the special depreciation recovery period for qualified Indian reservation property.
In general, qualified Indian reservation property is property used predominantly in
the active conduct of a trade or business within an Indian reservation, which is
not used outside the reservation on a regular basis and was not acquired from a
related person. This proposal is estimated to cost $148 million over 10 years.

Extension of expensing of “brownfields” environmental remediation costs.
The bill would extend for one year the provision that allows for the expensing of
costs associated with cleaning up hazardous (“brownfield”) sites. This proposal
is estimated to cost $192 million over 10 years.

Extension of deduction allowable with respect to income attributable to
domestic production activities in Puerto Rico. The bill would extend for one
year the provision extending the section 199 domestic production activities
deduction to activities in Puerto Rico. This proposal is estimated to cost $116
million over 10 years.

Extension of special tax treatment of certain payments to controlling
exempt organizations. The bill would extend for one year the special rules for
interest, rents, royalties and annuities received by a tax exempt entity from a
controlled entity. This proposal is estimated to cost $23 million over 10 years.

Reauthorization of qualified zone academy bonds (QZABs). The bill allows
an additional $400,000,000 of QZAB issuing authority to State and local
governments, which can be used to finance renovations, equipment purchases,
developing course material, and training teachers and personnel at a qualified
zone academy. In general, a qualified zone academy is any public school (or
academic program within a public school) below college level that is located in an
empowerment zone or enterprise community and is designed to cooperate with
businesses to enhance the academic curriculum and increase graduation and
employment rates. QZABs are a form of tax credit bonds which offer the holder a
federal tax credit instead of interest. The bill would improve the marketability of
these bonds by modifying the current-law arbitrage restrictions. This proposal is
estimated to cost $165 million over 10 years.

Extension of tax incentives for investment in the District of Columbia. The
bill extends the designation of certain economically depressed census tracts
within the District of Columbia as the District of Columbia Enterprise Zone.
Businesses and individual residents within this enterprise zone are eligible for
special tax incentives. The bill would also extend for one year the $5,000
first-time homebuyer credit for the District of Columbia. This proposal is
estimated to cost $158 million over 10 years.

Extension of American Samoa economic development credit. The bill
extends for one year the American Samoa economic development credit. In
general, this credit provides certain domestic corporations operating in American
Samoa with a possessions tax credit to offset their U.S. tax liability on income
earned in American Samoa from active business operations, sales of assets
used in a business, or certain investments in American Samoa. This proposal is
estimated to cost $16 million over 10 years.



Extension of enhanced charitable deduction for contributions of food
inventory. The bill would extend for one year the provision allowing businesses
to claim an enhanced deduction for the contribution of food inventory. This
proposal is estimated to cost $72 million over 10 years.

Enhanced charitable deduction for contributions of book inventories to
public schools. The bill would extend for one year the provision allowing C
corporations to claim an enhanced deduction for contributions of book inventory
to public schools (kindergarten through grade 12). This proposal is estimated to
cost $31 million over 10 years.

Extension of enhanced deduction for corporate contributions of computer
equipment for educational purposes. The bill would extend for one year a
provision that encourages businesses to contribute computer equipment and
software to elementary, secondary, and post-secondary schools by allowing an
enhanced deduction for such contributions. This proposal is estimated to cost
$218 million over 10 years.

Extension of special rule for S corporations making charitable
contributions of property. The bill would extend for one year the provision
allowing S corporation shareholders to take into account their pro rata share of
charitable deductions even if such deductions would exceed such shareholder’s
adjusted basis in the S corporation. The bill would also make a technical
correction clarifying the application of this provision. This proposal is estimated
to cost $54 million over 10 years.

Extension of work opportunity tax credit for Hurricane Katrina employees.
The bill would extend for one year the provision that expired in August of this
year which allowed employers to claim the work opportunity tax credit for hiring
employees who were affected by Hurricane Katrina. This proposal is estimated
to cost $21 million over 10 years.

Other Extenders

Extension of disclosures of certain tax return information. The bill would
extend for one year the authority for combined employment tax reporting and the
current-law authority to disclose return information for purposes of the income-
contingent loan repayment program and for purposes of coordination with the
Department of Veterans Affairs. The bill would also extend for one year the
present-law terrorist activity disclosure provisions. These proposals are not
estimated to have any revenue effect.

Extension of authority for undercover operations. The bill extends for one
year the authorization for the IRS to engage in certain activities related to
undercover operations, such as purchasing property, organizing business entities
and use the proceeds from an undercover operation to pay additional expenses
incurred in the undercover operation. This proposal is estimated to have a
negligible revenue effect.

Extension of temporary increase in limit on cover over of run excise tax
revenues to Puerto Rico and the Virgin islands. The bill extends for one year
the provision providing for payment of $13.25 per gallon to cover over a $13.50
per proof gallon excise tax on distilled spirits produced in or imported into the
United States. This proposal is estimated to cost $93 million over 10 years.



V. Mortgage Forgiveness Debt Relief

Permanent exclusion from gross income of discharged home mortgage
indebtedness. The bill would amend current law, which requires taxpayers to
include discharges of mortgage indebtedness as income and to pay tax on this
income. The bill would provide a permanent exclusion for discharges of up to
two million dollars of indebtedness (on or after January 1, 2007) which is secured
by a principal residence and which is incurred in the acquisition, construction, or
substantial improvement of the principal residence. Instead of including this
amount as income, the basis of the individual’s principal residence would be
reduced by the amount excluded from income under this bill. This proposal is
estimated to cost approximately $1.34 billion over 10 years.

Long-term extension of the deduction for mortgage insurance. The bill
extends the deduction for mortgage insurance for seven years (through the end
of 2014). Current law limits the deduction for mortgage insurance to payments
(including Veterans Administration, Rural Housing Administration, and Federal
Housing Administration insurance premiums) made prior to the end of 2007. The
bill would provide that payments will qualify for this deduction whenever they are
paid so long as the contract is entered into after 2006 and before 2015. This
proposal is estimated to cost $570 million over the next 10 years.

Modification of the qualification tests for cooperative housing
corporations. The bill would modify the requirements for qualifying for the
special rules available to cooperative housing corporations. Under current law, a
cooperative housing corporation must meet several requirements, including a
requirement that 80 percent or more of the cooperative housing corporation is
earned from the corporation’s tenant-stockholders. The bill would provide two
alternatives to this 80 percent rule (i.e., one based on square footage and
another based on cooperative expenditures). These two alternatives will make it
easier to qualify as a cooperative housing corporation. This proposal is
estimated to cost $21 million over 10 years.

Modification of exclusion of gain on sale of a principal residence. The bill
amends the current law exclusion of up to $250,000 ($500,000 if married filing a
joint return) of gain realized on the sale or exchange of a principal residence.
Under current law, the sale of a home will qualify for this exclusion if the home is
a taxpayer’s principal residence for at least two of the five years ending on the
sale or exchange. This exclusion applies even if the home was initially
purchased as a second home. Under the bill, if a taxpayer moves their principal
residence to a second home, the taxpayer will only be able to utilize this
exclusion to the extent that it relates to the period of time when the home was
first used as a principal residence. The bill grandfathers use before 2008. This
proposal is estimated to raise $1.99 billion over 10 years.

V. Administrative Provisions

Repeal of IRS authority to enter into private debt collection contracts. The
provision would repeal the IRS’s authority to enter into, renew, or extend
contracts with private companies to collect Federal income taxes. The collection
of Federal income taxes is an inherently governmental function that should be
restricted to IRS employees. The use of private contractors violates the special
and confidential relationship between taxpayers and the Federal government,



and could jeopardize the privacy of taxpayers, possibly undermining long-term
taxpayer compliance. The Committee on Ways and Means heard extensive
testimony detailing the predatory and aggressive tactics utilized by private debt
collectors. In addition, private debt collection is an extremely inefficient way to
collect Federal income taxes. Since the authority to enter into private debt
collection contracts was first granted in 2004, the Federal government has spent
$71 million to collect a net of $20 million in tax receipts. If this money was spent
hiring IRS employees, the National Taxpayer Advocate estimates the Federal
government could have collected $1.4 billion. This provision is estimated to cost
$1.05 billion over 10 years.

Delay application of withholding requirement on certain governmental
payments for goods and services. For payments made after December 31,
2010, the Code requires withholding at a three percent rate on certain payments
to persons providing property or services made by Federal, State, and local
governments. The withholding is required regardless of whether the government
entity making the payment is the recipient of the property or services (those with
less than $100 million in annual expenditures for property or services are
exempt). Numerous government entities and taxpayers have raised concerns
about the application of this provision. The provision would delay for one year
(through December 31, 2011) the application of the three percent withholding
requirement on government payments for goods and services in order to provide
time for the Treasury Department to study the impact of this provision on
government entities and other taxpayers. This provision is estimated to cost $44
million over 10 years.

Clarification of entitlement of U.S. Virgin Islands residents to taxpayer
statute of limitations protections. The provision would extend to residents of
the U.S. Virgin Islands (USVI) the same administrative and procedural
protections that are available to U.S. taxpayers, including a three-year statute of
limitations on collections. As a result of a misapplication of present law by the
IRS, U.S. citizens who claim to be bona fide USVI residents and who file USVI
income tax returns are not allowed to claim the statute of limitations protection
that is available to other U.S. citizens who file income tax returns. The provision
would correct this misapplication of present law. This provision is estimated to
cost $38 million over 10 years.

Revision of tax rules on expatriation. U.S. citizens and long-term U.S.
residents are subject to tax on their worldwide income. Taxpayers can avoid
taxes by renouncing their U.S. citizenship or terminating their residence. This
provision would tighten current law rules to ensure that certain high net-worth
taxpayers cannot renounce their U.S. citizenship or terminate their U.S.
residence in order to avoid U.S. taxes. Under this provision, high net-worth
individuals will be treated as if they sold all of their property for its fair market
value on the day before such individual expatriates or terminates their residency.
Gain will be recognized to the extent that the aggregate gain recognized exceeds
$600,000 (which will be adjusted for cost of living in the future). This provision is
estimated to raise $730 million over 10 years.

Repeal of suspension on certain penalties and interest. Generally, the
accrual of interest and penalties is suspended starting 36 months after the filing
of a tax return if the IRS has not sent the taxpayer a notice specifically stating the



taxpayer’s liability and the basis for the liability within the specified period. The
provision would repeal the suspension of interest and penalties on certain tax
deficiencies where the IRS has notified a taxpayer after 36 months, allowing IRS
to fully investigate cases of taxpayer underpayment and to increase compliance
with our nation’s tax laws. This provision is estimated to raise $128 million over
10 years.

Clarification of unused merchandise drawback . The bill would clarify that
wine of the same color shall be deemed to be commercially interchangeable for
purposes of duty drawback. This proposal has not yet been scored.

VI. Revenue Provisions

Current inclusion of deferred compensation paid by certain tax indifferent
parties. The bill would tax individuals on a current basis if such individuals
receive deferred compensation from a tax indifferent party. Current law generally
allows executives and other employees to defer paying tax on compensation until
the compensation is paid. This deferral is made possible by rules that require the
corporation paying the deferred compensation to defer the deduction that relates
to this compensation until the compensation is paid. Matching the timing of the
deduction with the income inclusion ensures that the executive is not able to
achieve the tax benefits of deferred compensation at the expense of the
Treasury. Instead, the corporation paying the compensation bears the expense
of paying deferred compensation as a result of the deferred deduction. Where
an individual is paid deferred compensation by a tax indifferent party, there is no
offsetting deduction that can be deferred. As a result, individuals receiving
deferred compensation from a tax indifferent party are able to achieve the tax
benefits of deferred compensation at the expense of the Treasury. This proposal
is estimated to raise $23.85 billion over 10 years.

Taxation of carried interest as ordinary income. The bill would prevent
investment fund managers from paying taxes at capital gains rates on investment
management services income received as carried interest in an investment fund.
The bill would require such managers to treat carried interest as ordinary income
received in exchange for the performance of services to the extent that carried
interest does not reflect a reasonable return on invested capital. The bill would
continue to tax carried interest at capital gain tax rates to the extent that carried
interest reflects a reasonable return on invested capital. This proposal is
estimated to raise $25.62 billion over 10 years.

Modification of unrelated business income tax rules for certain investment
partnerships. The bill would allow pension plans, universities and other tax-
exempt entities to directly invest in hedge funds and other investment funds
without incurring unrelated business income tax (“UBIT”). This would eliminate
the current-law incentive for pension plans, universities and other tax exempt
entities to invest in hedge funds and other investment funds through offshore
“blocker” corporations formed in tax haven jurisdictions and would improve the
investment returns for pension plans, universities and other tax exempt entities
that invest in these investment funds. This proposal is estimated to cost $1.34
billion over 10 years.



Treatment of certain gain on sales between related persons as ordinary
income as a result of tax sharing agreements. Under current law, if a
taxpayer sells depreciable property to a related person, any gain recognized on
that transfer will be ordinary income. The bill would treat taxpayers as being
related if there is an agreement (e.g., a tax sharing agreement) between the
parties that provides for the payment to the transferor of any amount which is
determined by reference to the tax benefit realized by the transferee as a result
of depreciating the property transferred. This proposal is estimated to raise $135
million over 10 years.

Delay implementation of worldwide allocation of interest. In 2004, Congress
provided taxpayers with an election to take advantage of a liberalized rule for
allocating interest expense between United States sources and foreign sources
for purposes of determining a taxpayer’s foreign tax credit limitation. Although
enacted in 2004, this election is not available to taxpayers until taxable years
beginning after 2008. The bill would delay the phase-in of this new liberalized
rule for nine years (for taxable years beginning after 2017). This proposal is
estimated to raise $24.90 billion over 10 years.

Basis reporting by brokers on sales of stock. The bill creates mandatory cost
basis reporting by brokers for transactions involving publicly traded securities.
Covered securities are generally stock, debt, commodities, derivatives and other
items as specified by the Treasury Secretary, which are acquired in the account
or transferred to the account managed by the broker. The provision applies to
stock acquired after January 1, 2009 and after January 1, 2011 for all other
instruments. This proposal is estimated to raise $3.37 billion over 10 years.
Create uniform penalty for failure to file partnership and S corporation
returns. The bill would create a uniform penalty for failure to file partnership and
S corporation returns. The penalty would be $125 per partner/shareholder for
each month during which such failure continues (up to 12 months). This
proposal is estimated to raise $506 million over 10 years.

Quote of the Day

. “They have rights who dare maintain them” — James Russell Lowell
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