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BAUCUS BILL EXTENDS ENERGY INCENTIVES,
INDIVIDUAL AND BUSINESS TAX RELIEF,
BLOCKS ALTERNATIVE MINIMUM TAX FOR MILLIONS OF
WORKING FAMILIES

Fiscally responsible legislation seeks to renew alternative enerqgy boosters,
college tuition tax deduction, R&D credit, and protect taxpayers from AMT

Washington, DC — Senate Finance Committee Chairman Max Baucus (D-Mont.) today unveiled
a substitute amendment to H.R. 6049, the Renewable Energy and Jobs Creation Act of 2008, that
proposes alternative energy solutions and important tax relief for America’s working families,
including protection against the Alternative Minimum Tax (AMT). The Baucus-led bill extends
tax incentives that expired at the end of 2007 or are set to expire at the end of 2008, and translates
into real savings on college tuition, state and local sales taxes, and business investments for
individuals and companies alike. It encourages the production and use of wind and solar energy,
biofuels and carbon sequestration technologies, and includes provisions to improve transportation
and domestic fuel security, and energy and conservation efficiency.

“It’s time for Congress to end its bickering and finally pass this legislation. Extending these
tax measures is simply sound economic policy,” said Baucus. Whether it’s offering a tax
credit for making your home more energy-efficient, helping school districts with low-income
populations make needed repairs, providing relief on college tuition, protecting middle-
income working families from AMT, or extending business tax credits for important
research and development, this is tax relief that will strengthen our economy and make a
real difference right away for millions of Americans.”

The cost of the package is fully offset by delaying a planned tax benefit that would give
multinational corporations additional tax deductions in the U.S, and by requiring hedge fund
managers to report and pay taxes on their compensation as they receive it, rather than storing it
offshore to avoid taxes. The one-year AMT patch is not offset.

“Delaying tax breaks for multinational companies and asking hedge fund managers to pay
taxes on their income like everyone else are common-sense reforms that can fund tax relief
for countless American companies that need the research and development tax credit and
accelerated depreciation that we are extending in this bill. Hundreds of business leaders
across the country have already expressed their support for this legislation, and the Senate
should get behind it too.”

A staff summary of the bill’s elements follows here:



ENERGY TAX PROVISIONS
A. Renewable Energy Incentives

Long-term extension and modification of renewable energy production tax credit. The bill
extends the placed-in-service date for wind facilities for one year (through December 31, 2009).
The bill also extends the placed-in-service date for three years (through December 31, 2011) for
certain other qualifying facilities: closed-loop biomass; open-loop biomass; geothermal; small
irrigation; qualified hydropower; landfill gas; and trash combustion facilities. The bill also
includes a new category of qualifying facilities that will benefit from the longer December 31,
2011 placed-in-service date — those that generate electricity from marine renewables (e.g., waves
and tides). The bill caps the aggregate amount of tax credits that can be earned for these
qualifying facilities placed in service after December 31, 2009 to an amount with a present value
equal to 35% of the facility’s cost. The bill clarifies the availability of the credit with respect to
certain sales of electricity to regulated public utilities, and updates the definition of an open-loop
biomass facility, the definition of a trash combustion facility, and the definition of a non-
hydroelectric dam. This proposal is estimated to cost $7.046 billion over ten years.

Long-term extension and modification of solar energy and fuel cell investment tax credit.
The bill extends the 30% investment tax credit for solar energy property and qualified fuel cell
property and the 10% investment tax credit for microturbines for eight years (through 2016). It
also increases the $500 per half kilowatt of capacity cap for qualified fuel cells to $1,500 per half
kilowatt of capacity. The bill removes an existing limitation that prevents public utilities from
claiming the investment tax credit. The bill would also provide a new 10% investment tax credit
for combined heat and power systems. The bill also allows these credits to be used to offset
alternative minimum tax (AMT). This proposal is estimated to cost $1.777 billion over 10 years.

Long-term extension and modification of the residential energy-efficient property credit.
The bill extends the credit for residential solar property for eight years (through 2016), and
increases the annual credit cap (currently $2,000) to $4,000. The bill includes residential small
wind equipment and geothermal heat pumps as property qualifying for this credit. The bill also
allows the credit to be used to offset alternative minimum tax (AMT). This proposal is estimated
to cost approximately $907 million over ten years.

Sales of electric transmission property. The bill extends the present-law deferral of gain on
sales of transmission property by vertically integrated electric utilities to FERC-approved
independent transmission companies. Rather than recognizing the full amount of gain in the year
of sale, this provision allows gain on such sales to be recognized ratably over an 8-year period.
The rule applies to sales before January 1, 2010. This proposal is revenue neutral over 10 years.
New Clean Renewable Energy Bonds (“CREBs”). The bill authorizes $2 billion of new clean
renewable energy bonds to finance facilities that generate electricity from wind, closed-loop
biomass, open-loop biomass, geothermal, small irrigation, qualified hydropower, landfill gas,
marine renewable and trash combustion facilities. This $2 billion authorization is subdivided into
thirds: 1/3 will be available for qualifying projects of State/local/tribal governments; 1/3 for
qualifying projects of public power providers; and 1/3 for qualifying projects of electric
cooperatives. This proposal is estimated to cost $548 million over 10 years.

B. Carbon Mitigation Provisions

Carbon capture and sequestration (CCS) demonstration projects. The bill would provide
$1.5 billion of tax credits for the creation of advanced coal electricity projects and certain coal



gasification projects that demonstrate the greatest potential for carbon capture and sequestration
(CCS) technology. Of these $1.5 billion of incentives, $1.25 billion would be awarded to
advanced coal electricity projects and $250 million would be awarded to certain coal gasification
projects. These tax credits would be awarded by Treasury through an application process, with
applicants demonstrating the greatest CO? sequestration percentage receiving the highest priority.
Applications will not be considered unless they can demonstrate that either their advanced coal
electricity project would capture and sequester at least 65% of the facility’s CO2 emissions or that
their coal gasification project would capture and sequester at least 75% of the facility’s CO?2
emissions. Once these credits are awarded, recipients failing to meet these minimum levels of
carbon capture and sequestration would forfeit these tax credits. This proposal is estimated to cost
$1.423 billion over 10 years.

Refund of certain coal excise taxes unconstitutionally collected from exporters. The Courts
have determined that the Export Clause of the U.S. Constitution prevents the imposition of the
coal excise tax on exported coal and, therefore, taxes collected on such exported coal are subject
to a claim for refund. The bill would create a new procedure under which certain coal producers
and exporters may claim a refund of these excise taxes that were imposed on coal exported from
the United States. Under this procedure, coal producers or exporters that exported coal during the
period beginning on or after October 1, 1990 and ending on or before the date of enactment of the
bill, may obtain a refund (plus interest) from the Treasury of excise taxes paid on such exported
coal and any interest accrued from the date of overpayment. This proposal is estimated to cost
$199 million over 10 years.

Solvency for the Black Lung Disability Trust Fund. The bill would enact the President’s FY
2009 proposal to bring the Black Lung Disability Trust Fund out of debt. Under current law, an
excise tax is imposed on coal at a rate of $1.10 per ton for coal from underground mines and
$0.55 per ton for coal from surface mines (the aggregate tax per ton capped at 4.4 percent of the
amount sold by the producer). Receipts from this tax are deposited in the Black Lung Disability
Trust Fund, which is used to pay compensation, medical and survivor benefits to eligible miners
and their survivors and to cover costs of program administration. The Trust Fund is permitted to
borrow from the general fund any amounts necessary to make authorized expenditures if excise
tax receipts do not provide sufficient funding. Reduced rates of excise tax apply after the earlier
of December 31, 2013 or the date on which the Black Lung Disability Trust Fund has repaid, with
interest, all amounts borrowed from the general fund of the Treasury. The President’s Budget
proposes that the current excise tax rate should continue to apply beyond 2013 until all amounts
borrowed from the general fund of the Treasury have been repaid with interest. After repayment,
the reduced excise tax rates of $0.50 per ton for coal from underground mines and $0.25 per ton
for coal from surface mines would apply (aggregate tax per ton capped at 2 percent of the amount
sold by the producer). This proposal is estimated to raise $1.287 billion over 10 years.

Carbon audit of the tax code. The bill directs the Secretary of the Treasury to request that the
National Academy of Sciences undertake a comprehensive review of the tax code to identify the
types of specific tax provisions that have the largest effects on carbon and other greenhouse gas
emissions and to estimate the magnitude of those effects. This

proposal has no revenue effect.

C. Transportation and Domestic Fuel Security
Expansion of allowance for property to produce cellulosic alcohol. Under current law,

taxpayers are allowed to immediately write off 50% of the cost of facilities that produce
cellulosic ethanol if such facilities are placed in service before January 1, 2013. Consistent with



other provisions in the bill that seek to be technology neutral, the bill would allow this write off to
be available for the production of other cellulosic biofuels in addition to cellulosic ethanol. This
proposal is estimated to be revenue neutral over 10 years.

Extension of biodiesel production tax credit; extension and modification of renewable diesel
tax credit. The bill extends for one year (through December 31, 2009) the $1.00 per gallon
production tax credits for biodiesel and the small biodiesel producer credit of 10 cents per gallon.
The bill also extends for one year (through December 31, 2009) the $1.00 per gallon production
tax credit for diesel fuel created from biomass. The bill eliminates the current-law disparity in
credit for biodiesel and agri-biodiesel and eliminates the requirement that renewable diesel fuel
must be produced using a thermal depolymerization process. As a result, the credit will be
available for any diesel fuel created from biomass without regard to the process used so long as
the fuel is usable as home heating oil, as a fuel in vehicles, or as aviation jet fuel. The bill also
clarifies that the $1 per gallon production credit for renewable diesel is limited to diesel fuel that
is produced solely from biomass. Diesel fuel that is created by co-processing biomass with other
feedstocks (e.g., petroleum) will be eligible for the 50 cent per gallon tax credit for alternative
fuels. Biodiesel that is imported and sold for export will not be eligible for the credit effective
May 15, 2008. This proposal is estimated to cost $401 million over 10 years.

Plug-in electric drive vehicle credit. The bill establishes a new credit for qualified plug-in
electric drive vehicles. The base amount of the credit is $3,000. If the qualified vehicle draws
propulsion from a battery with at least 5 kilowatt hours of capacity, the credit amount is increased
by $200, plus another $200 for each kilowatt hour of battery capacity in excess of 5 kilowatt
hours up to 15 kilowatt hours. Taxpayers may claim the full amount of the allowable credit up to
the end of the first calendar quarter after the quarter in which the manufacturer records 60,000
sales. The credit is reduced in following calendar quarters. The credit is available against the
alternative minimum tax (AMT). This proposal is estimated to cost $1.056 billion over 10 years.

Incentives for idling reduction units and advanced insulation for heavy trucks. The bill
provides an exemption from the heavy vehicle excise tax for the cost of idling reduction units,
such as auxiliary power units (APUs), which are designed to eliminate the need for truck engine
idling (e.g., to provide heating, air conditioning, or electricity) at vehicle rest stops or other
temporary parking locations. The bill also exempts the installation of advanced insulation, which
can reduce the need for energy consumption by transportation vehicles carrying refrigerated
cargo. Both of these exemptions are intended to reduce carbon emissions in the transportation
sector. This proposal is estimated to cost $95 million over 10 years.

Restructuring of New York Liberty Zone tax credits. The bill would implement a proposal
included in the President’s FY 2009 Budget to provide the City of New York and the State of
New York with tax credits for expenditures made for transportation infrastructure projects
connecting with the New York Liberty Zone. This proposal is estimated to cost $1.117 billion
over 10 years.

Fringe benefit for bicycle commuters. The bill allows employers to provide employees who
commute to work by bicycle limited fringe benefits to offset the costs of such commuting (e.g.,
storage). This proposal is estimated to cost $10 million over 10 years.

Extension and increase of alternative refueling stations tax credit. The bill increases the 30%
alternative refueling property credit (capped at $30,000) to 50% (capped at $50,000). The
provision provides a tax credit to businesses (e.g., gas stations) that install alternative fuel pumps,



such as fuel pumps that dispense E85 fuel. The bill also extends this credit through the end of
2010. This proposal is estimated to cost $154 million over ten years.

D. Energy Conservation and Efficiency

Quialified Energy Conservation Bonds. The bill creates a new category of tax credit bonds to
finance State and local government initiatives designed to reduce greenhouse emissions. There is
a national limitation of $3 billion, allocated to States, municipalities and tribal governments. This
proposal is estimated to cost $1.025 billion over 10 years.

Extension and modification of credit for energy-efficiency improvements to existing homes.
The bill extends the tax credits for energy-efficient existing homes for one year (through
December 31, 2008) and includes energy-efficient biomass fuel stoves as a new class of energy-
efficient property eligible for a consumer tax credit of $300. This proposal is estimated to cost
$1.061 billion over 10 years.

Extension of energy-efficient commercial buildings. The bill extends the energy-efficient
commercial buildings deduction for five years (through December 31, 2013). This proposal is
estimated to cost $891 million over 10 years.

Modification and extension of energy-efficient appliance credit. The bill would modify the
existing energy-efficient appliance credit and extend this credit for three years (through the end of
2010). This proposal is estimated to cost $323 million over 10 years.

Accelerated depreciation for smart meters and smart grid systems. The bill would provide
accelerated depreciation for smart electric meters and smart electric grid systems. Under current
law, taxpayers are generally able to recover the cost of this property over the course of 20 years.
The bill would cut the cost recovery time in half by allowing taxpayers to recover the cost of this
property over a 10-year period. This proposal is estimated to cost $921 million over 10 years.

Extension and modification of qualified green building and sustainable design project bond.
The bill would extend the authority to issue qualified green building and sustainable design
project bonds through the end of 2012. Authority to issue these bonds is currently set to expire on
September 30, 2009. The bill would also clarify the application of the reserve account rules to
multiple bond issuances. This proposal is estimated to cost $45 million over 10 years.

ALTERNATIVE MINIMUM TAX

AMT Patch. Currently, a taxpayer receives an exemption of $33,750 (individuals) and $45,000
(married filing jointly) under the AMT. Current law also does not allow personal credits against
the AMT. At the end of last year, H.R. 3996 increased the exemptions to $44,350 and $66,250,
respectively, and allowed the personal credits against the AMT to hold the number of taxpayers
subject to the AMT at bay. The provision expired December 31, 2007. The proposal increases
the exemption amounts to $46,200 (individuals) and $69,950 (married filing jointly) for 2008.
The proposal will also allow the personal credits against the AMT. The estimated cost of this
proposal is $61.8 billion over ten years.

Extension and Modification of AMT Credit Allowance Against Incentive Stock Options
(1SOs). Many companies offer Incentive Stock Options (1SOs) as compensation. Under the
regular tax code, I1SOs are not taxed upon exercise. Under the AMT, however, a taxpayer must
pay tax on the stock value when the option is exercised. The economic downturn in 2000



resulted in many individuals having to pay tax on “phantom income” because the stock prices
dropped dramatically since the date of exercise. In 2006, Congress provided relief for these
situations, but additional relief is needed to correct this problem. Under current law, an
individual is allowed a refundable AMT credit amount that is the greater of (1) the lesser of
$5,000 or the unused AMT credit amount or (2) 20 percent of the unused AMT tax credit. The
AMT credit amount is reduced for those with income above $150,000 (joint filers) and $100,000
(single filers). The proposal would allow 50% long-term unused minimum tax credits to be
refunded over each of two years instead of 20% over each of five years, eliminate the income
phase-out, and abate any underpayment of tax outstanding on the date of enactment related to
incentive stock options and the AMT including interest. The estimated cost of eliminating the
income phase-out is $996 million over ten years and for the incentive stock option proposal is
$1.325 billion over ten years. The total estimated cost of this proposal is $2.291 billion over ten
years.

INDIVIDUAL EXTENDER PROVISIONS

Deduction of State and Local General Sales Taxes. The American Jobs Creation Act (AJCA)
provided that a taxpayer may elect to take an itemized deduction for State and local general sales
taxes in lieu of the itemized deduction. The provision expired on December 31, 2007. The
proposal would extend the provision to the end of 2008. The proposal is effective for tax years
beginning after December 31, 2007. The estimated cost of this proposal is $1.742 billion over ten
years.

Quialified Tuition Deduction. The Economic Growth and Tax Relief Reconciliation Act
(EGTRRA) created an above-the-line tax deduction for qualified higher education expenses. 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
deduction expired on December 31, 2007. The proposal would extend the deduction to the end of
2008. The proposal is effective for tax years beginning after December 31, 2007. The estimated
cost of this proposal is $1.223 billion over ten years.

Treatment of Certain Dividends of Regulated Investment Companies (RICs). The bill
extends a provision allowing a RIC, under certain circumstances, to designate all or a portion of a
dividend as an “interest-related dividend,” by written notice mailed to its shareholders not later
than 60 days after the close of its taxable year. In addition, an interest-related dividend received
by a foreign person generally is exempt from U.S. gross-basis tax under sections 871(a), 881,
1441 and 1442 of the Code. The proposal extends the treatment of interest-related dividends, and
short-term capital gain dividends received by a RIC to taxable years of the RIC beginning before
January 1, 2009. The proposal is effective for dividends with respect to taxable years of RICs
beginning after December 31, 2007. The estimated cost of this proposal is $71 million over ten
years.

IRA Rollover Provision. The Pension Protection Act of 2006 created a provision allowing
taxpayers to make tax-free contributions from their IRA plans to qualified charitable
organizations. This tax benefit expired on December 31, 2007. The proposal would extend the
provision to the end of 2008. The proposal is effective for distributions after December 31, 2007.
The estimated cost of this proposal is $465 million over ten years.

Teacher Expense Deduction. The bill extends the provision allowing teachers an above-the-line
deduction for up to $250 for educational expenses. The provision expired on December 31, 2007.
The proposal extends the deduction to the end of 2008. The proposal is effective for taxable



years beginning after December 31, 2007. The estimated cost of this proposal is $190 million
over ten years.

Estate Tax Look-Through for Certain RIC Stock held by Nonresidents. Although stock
issued by a domestic corporation generally is treated as property within the United States, stock
of a RIC that was owned by a nonresident non-citizen is not deemed property within the United
States in the proportion that, at the end of the quarter of the RIC’s taxable year immediately
before a decedent’s date of death, the assets held by the RIC are debt obligations, deposits, or
other property that would be treated as situated outside the United States if held directly by the
estate (the “estate tax look-through rule for RIC stock”). This estate tax look-through rule for RIC
stock does not apply to estates of decedents dying after December 31, 2007. The proposal permits
the estate tax look-through rule for RIC stock to apply to estates of decedents dying before
January 1, 2009. The proposal is effective for decedents dying after December 31, 2007. This
proposal has a negligible revenue effect.

Extend the Treatment of RICs as “Qualified Investment Entities”. The proposal would
extend the inclusion of a RIC within the definition of a “qualified investment entity” under
section 897 of the Code through December 31, 2008, for those situations in which that inclusion
otherwise expired at the end of 2007. The proposal is effective on January 1, 2008. The
estimated cost of this proposal is $10 million over ten years.

Group Legal Service Plans. Present law does not allow an exclusion for amounts received
under qualified group legal service plans. The proposal provides a one-year exclusion from gross
income for amounts received from group legal service plans (tax year 2008). The proposal is
effective for tax years beginning after December 31, 2007. The estimated cost of the proposal is
$40 million over ten years.

BUSINESS EXTENDER PROVISIONS

Research and Development Credit. The bill would extend the research tax credit equal to 20
percent of the amount by which a taxpayer’s qualified research expenses for a taxable year
exceed its base amount for that year. The provision expired December 31, 2007. The proposal
would extend current law to the end of 2008, increase the alternative simplified credit from 12%
to 14%, and repeal the alternative incremental research credit. The proposal is effective for
amounts paid or incurred after December 31, 2007. The estimated cost of this proposal is $9.897
billion over ten years.

Indian Employment Credit. The bill allows a 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 provision expired on December 31, 2007. The
proposal would extend the provision to the end of 2008. The proposal is effective for taxable
years beginning after December 31, 2007. The estimated cost of this proposal is $59 million over
ten years.

New Markets Tax Credit. Current law provides a credit for taxpayers who hold a qualified
equity investment on a credit allowance date. The provision expires December 31, 2008. The
proposal would extend the provision to the end of 2009. The proposal is effective for investments
made after December 31, 2008. The estimated cost of this proposal is $1.315 billion over ten
years.



Extend and Expand 50% Tax Credit for Certain Expenditures for Maintaining Railroad
Tracks. The railroad maintenance credit provides Class 11 and Class 111 railroads (short-line
railroads) with a tax credit equal to 50% of gross expenditures for maintaining railroad tracks that
they own or lease. The credit expired on December 31, 2007. The proposal extends the provision
to the end of 2008, and allows the credit against the AMT. The proposal is effective for expenses
paid or incurred during the taxable year beginning after December 31, 2007. The estimated cost
of this proposal is $165 million over ten years.

15-Year Straight-Line Cost Recovery for Qualified Leasehold, Restaurant, and Retail
Improvements. In AJCA, Congress shortened the cost recovery of certain leasehold
improvements and restaurant property from 39 to 15 years. This shortened cost recovery period
expired December 31, 2007. The proposal would extend the provision to the end of 2008 and
allow retail owners and new restaurants to receive the shortened recovery period. The extension
is effective for property placed in service after December 31, 2007. The allowance of the 15 year
depreciation to retail and new restaurants is effective for property placed in service after the date
of enactment. The estimated cost of this proposal is $6.728 billion over ten years.

7-Year Recovery Period for Certain Motorsports Racetrack Property. The bill extends a
special 7-year cost recovery period or property used for land improvement and support facilities
at motorsports entertainment complexes. Absent this provision, the cost recovery period for these
facilities would be 15 years. The provision expired on December 31, 2007. This proposal
extends the provision to the end of 2009. The proposal is effective for property placed in service
after December 31, 2007. The estimated cost of this proposal is $48 million over ten years.

Accelerated Depreciation for Business Property on Indian Reservation. A special
depreciation recovery period applies to qualified Indian reservation property placed in service
before January 1, 2008. 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 would extend the placed-in-service date for the special depreciation recovery
period for qualified Indian reservation property to the end of 2008. The proposal is effective for
property placed in service after December 31, 2007. The estimated cost of this proposal is $151
million over ten years.

Expensing of “Brownfields” Environmental Remediation Costs. The bill extends a provision
allowing for the expensing of costs associated with cleaning up hazardous sites. The provision
expired on December 31, 2007. This proposal extends present law to the end of 2008. The
proposal is effective for property placed in service after December 31, 2007. The estimated cost
of this proposal is $178 million over ten years.

Deduction Allowable with Respect to Income Attributable to Domestic Production Activities
in Puerto Rico. The bill extends a provision allowing section 199 domestic production activities
deduction for activities in Puerto Rico. This provision expired on December 31, 2007. The
proposal would extend the provision to the end of 2008. The proposal is effective for tax years
beginning after December 31, 2007. The estimated cost of this proposal is $116 million over ten
years.

Modification of Tax Treatment of Certain Payments to Controlling Exempt Organizations.
In general, interest, rent, royalties, and annuities paid to a tax—exempt organization from a
controlled entity are treated as unrelated business income of tax-exempt organizations. The
Pension Protection Act of 2006 provided that if a payment to a tax-exempt organization by a



controlled entity is less than fair market value, then the payment is excludable from the tax-
exempt organization’s unrelated business income. The provision expired on December 31, 2007.
The proposal would extend the provision to the end of 2008. The proposal is effective for
payments received or accrued after December 31, 2007. The estimated cost of this proposal is
$35 million over ten years.

Qualified Zone Academy Bonds (QZABs). QZABs help school districts with low-income
populations save on interest costs associated with public financing school (below the post-
secondary level) renovations and repairs. QZABs cannot be used for new construction but can be
used for the following activities: renovating and repairing buildings, investing in equipment and
up-to-date technology, developing challenging curricula, and training quality teachers. The
QZAB provision expired on December 31, 2007. The proposal would extend this provision to the
end of 2008, and modify the arbitrage restrictions. The proposal is effective for obligations
issued after December 31, 2007. The estimated cost of this proposal is $201 million over ten
years.

Tax Incentives for Investments in the District of Columbia. The bill provides for the
designation of certain economically depressed census tracts within the District as the DC
Enterprise Zone. Businesses and individuals residents within this enterprise zone are eligible for
special tax incentives. First time home buyers receive a $5,000 credit for DC. The bill extends
current law through the end of 2008. The proposal is effective for tax years beginning after
December 31, 2007. The estimated cost of this proposal is $129 million over ten years.

American Samoa Economic Development Credit. Certain domestic corporations operating in
American Samoa were eligible for a possessions tax credit, which 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. Further, the credit was held to an economic
activity-based limit, measuring the credit against wages, depreciation, and American Samoa
income taxes. The provision expired December 31, 2007. The proposal extends the provision to
the end of 2008. The proposal is effective for tax years beginning after December 31, 2007. The
estimated cost of this proposal is $16 million over ten years.

Enhanced Charitable Deduction for Food Inventory. The bill would extend for one year,
through 2008, the provision allowing businesses to claim an enhanced deduction for the
contribution of food inventory. The proposal is effective for contributions made after December
31, 2007. The estimated cost of this proposal is $68 million over ten years.

Enhanced Charitable Deduction for Contributions of Book Inventory to Schools. The bill
would extend a provision that allowing C corporations an enhanced charitable deduction for
donations of books to schools, public libraries and literacy programs. This provision expired after
December 31, 2007. The proposal extends the provision to the end of 2008. The proposal is
effective for contributions made after December 31, 2007. The estimated cost of this proposal is
$30 million over ten years.

Enhanced Charitable Deduction for Qualified Computer Contributions. The bill would
extend for one year, through 2008, 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.

The proposal is effective for contributions made after December 31, 2007. The estimated cost of
this proposal is $252 million over ten years.



Basis Adjustment to Stock of an S Corporation Making Charitable Contributions of
Property. Prior to the Pension Protection Act of 2006, if an S corporation made a contribution to
a charity, shareholders reduced the basis in their stock by their pro rata share of the fair market
value of the contribution. The Pension Protection Act provided the amount of a shareholder’s
basis reduction in the S corporation stock will be equal to the shareholder’s pro rata share of the
adjusted basis of the contributed property. The provision expired December 31, 2007. The
proposal would extend the provision to the end of 2008. The proposal would also make a
technical correction clarifying the application of this provision. The proposal is effective for tax
years beginning after December 31, 2007. The estimated cost of this proposal is $63 million over
ten years.

Extension of the Work Opportunity Tax Credit (WOTC) for Hurricane Katrina
Employees. The proposal extends through August 28, 2008 the work opportunity tax credit for
certain Hurricane Katrina employees employed within the core disaster area. The proposal is
effective on August 28, 2007. The estimated cost of this proposal is $16 million over ten years.

Exception under Subpart F for Active Financing Income. The U.S. parent of a foreign
subsidiary engaged in a banking, financing, or similar business is eligible for deferral of tax on
such sub’s earnings if the sub is predominantly engaged in such business and conducts substantial
activity with respect to such business in order to qualify for the exceptions. In order to prove this
is “active” not passive income, the sub must pass an entity level income test. The provision
expires December 31, 2008. The proposal would extend the provision to the end of 2009. The
proposal is effective for tax years beginning after December 31, 2008. The estimated cost of this
proposal is $3.97 billion over ten years.

Look-Through Treatment of Payments Between Related CFCs under the Foreign Personal
Holding Company Rules. The bill allows deferral for certain payments (interest, dividends,
rents and royalties) between commonly controlled foreign corporations (CFC). This provision
allows U.S. taxpayers to deploy capital from one CFC to another. The provision expires
December 31, 2008. The proposal extends present law to the end of 2009. The proposal is
effective for tax years beginning after December 31, 2008. The estimated cost of this proposal
is $611 million over ten years.

Special Expensing Rules for Certain Film and Television Productions. Under current law, a
producer can elect to take a single-year deduction of up to $15 million in production costs
incurred in the U.S. If the production costs are over $15 million, this deduction does not apply.
The maximum deduction is increased to $20 million if the costs are significantly incurred in
economically depressed areas. No other depreciation or amortization is allowed for a production
for which this deduction is taken. The provision expires December 31, 2008. The proposal
would extend the provision to the end of 2009. The proposal is effective for qualified film and
television productions commencing after December 31, 2008. The estimated cost of this proposal
is $10 million over ten years.

Mine Rescue Team Training Credit. Present law provides a credit of up to $10,000 for the
training of mine rescue team members. The provision expires on December 31, 2008. The
proposal extends present law to the end of 2009. The estimated cost of the proposal is $4 million
over ten years.

Election to Expense Advanced Mine Safety Equipment. Present law provides 50% immediate
expensing for qualified underground mine safety equipment (that goes above and beyond current
safety equipment requirements), including: (1) communications technology enabling miners to



remain in constant contact with an individual above ground; (2) electronic tracking devices that
enable an individual above ground to locate miners in the mine at all times; (3) self-contained
self-rescue emergency breathing apparatuses carried by the miners and additional oxygen
supplies stored in the mine; and (4) mine atmospheric monitoring equipment to measure levels of
carbon monoxide, methane, and oxygen in the mine. This provision will encourage mining
companies to invest in safety equipment that goes above and beyond current safety equipment
requirements. The provision expires December 31, 2008. The proposal would extend present law
to the end of 2009. The provision has no revenue effect over ten years.

Wool Trust Fund. The bill would extend a provision that reduces import duties on a limited
quantity of imported wool fabrics and places duties otherwise collected on the import of certain
wool products into the Wool Trust Fund, which promotes the competitiveness of American wool.
The provision is extended for ten years. The estimated cost of the proposal is $261 million over
ten years.

TAX ADMINISTRATION EXTENDER PROVISIONS

Permanent Authority to Disclose Information Related to Terrorist Activities. The bill would
permanently extend the current-law terrorist activity provisions. The proposal is effective for
disclosures after December 31, 2007. This proposal is estimated to have no revenue effect.

Permanent Authority for Undercover Operations. IRS’s authorization to use proceeds it
receives from undercover operations to offset necessary expenses incurred in such operations
expires on December 31, 2007. Undercover operations are an integral part of IRS efforts to
detect and prove noncompliance. The temporary status of this provision creates uncertainty as
the IRS plans its undercover efforts from year to year. The proposal permanently authorizes the
IRS to return funds collected through undercover operations back into the IRS undercover
program. The proposal is effective on the date of enactment. The proposal raises less than
$500,000 over ten years.

Temporary Increase in Limit on Cover over of Rum Excise Tax Revenues to Puerto Rico
and the Virgin Islands. The present law imposes a $13.50 per proof gallon excise tax on
distilled spirits produced in or imported into the United States. The Code provides a payment to
Puerto Rico and the Virgin Islands of the excise tax on rum imported into the United States. The
payment is limited to $10.50 per proof gallon. This was increased to $13.25 per proof gallon
during the period July 1, 1999 through December 31, 2007. The proposal would extend the
provision to the end of 2008. The proposal is effective for articles brought into the United States
after December 31, 2007. The estimated cost of this proposal is $192 million over ten years.

ADDITIONAL RELIEF
A. Individual Tax Relief

Non-itemizer property tax deduction. Current law allows itemizing taxpayers to deduct local
property taxes. The proposal provides a one-year deduction of $350 ($700 for married filing
jointly) for property taxes for non-itemizing taxpayers. The proposal is effective for tax years
beginning after December 31, 2007. The estimated cost of the proposal is $1.174 billion over ten
years.

Child Tax Credit. Currently, a taxpayer receives $1,000 tax credit for each qualifying child
under the age of 17. If the amount of a taxpayer’s child tax credit is greater than the amount of



the taxpayer’s income tax, the taxpayer may receive a refund if the income threshold is met.
EGTRRA set the income threshold for child tax credit refundability at $10,000 (indexed). The
threshold for 2008 is $12,050. The proposal lowers the refundable threshold for the child tax
credit to $10,000 for the 2008 tax year. The proposal is effective for tax years beginning after
December 31, 2007. The estimated cost of the proposal is $1.774 billion over ten years.

Income averaging for Exxon Valdez litigation amounts. The bill would allow commercial
fishermen and other individuals whose livelihoods were negatively impacted by the 1989 Exxon
Valdez oil spill to average any settlement or judgment-related income that they receive in
connection with pending litigation in the federal courts over three years for federal tax purposes.
The bill would also allow these individuals to use these funds to make contributions to retirement
accounts. The proposal is effective on the date of enactment. The estimated cost of the proposal
is $223 million over ten years.

B. Business Relief

Uniform Treatment of Attorney-Advanced Expenses and Court Costs in Contingency Fee
Cases. Current law treats contingency fees as a loan from the attorney to the client. Thus, the
expenses are accounted for upon disposition of the case (either deducted if a losing case or taken
against the income from the case). The proposal allows contingency fees to be deducted in the
year they are accrued rather than upon disposition of the case. The proposal is effective for tax
years beginning after the date of enactment. The estimated cost of the proposal is $1.572 billion
over ten years.

Provisions related to film and television productions. Under current law, taxpayers have not
been able to take full advantage of tax incentives that are intended to encourage film and
television companies to produce films here in the United States rather than overseas because of a
number of technical issues. The bill would fix these issues. This proposal is estimated to cost
$468 million over 10 years.

Excise Tax Exemption for Wooden Practice Arrows Used by Children. Current law imposes
an excise tax of 39 cents, adjusted for inflation, on the first sale by the manufacturer, producer, or
importer of any shaft of a type used to produce certain types of arrows. This proposal would
exempt any shaft consisting of all natural wood with no laminations or artificial means to enhance
the spine of the shaft used in the manufacturer of an arrow that measures 5/16 of an inch or less
and is unsuited for use with a bow with a peak draw weight of 30 pounds or more. The proposal

is effective on the date of enactment. The estimated cost of the proposal is $2 million over 10
years.

C. Modification of Penalty on Understatement of Taxpayer’s Liability by Tax Return
Preparer. The proposal changes the standards for imposition of the tax return preparer penalty.
The preparer standard for undisclosed positions is reduced to “substantial authority.” The
preparer standard for disclosed positions is “reasonable basis.” For tax shelters and reportable
transactions to which section 6662A applies (i.e., listed transactions and reportable transactions
with significant avoidance or evasion purposes), a tax return preparer is required to have a
reasonable belief that such a transaction was more likely than not to be sustained on the merits.
The proposal effective for returns prepared after May 25, 2007. The estimated cost of the
proposal is $22 million over ten years.



D. Extension and Expansion of Certain Go Zone Incentives

Road Home Grants. Current law requires taxpayers who have taken a casualty loss deduction to
include a tax-free grant for the same loss as income (this is the double benefit rule). The proposal
allows taxpayers who took a casualty loss deduction to go back and amend their returns
disclaiming/repaying the casualty loss deduction. This allows the taxpayer to receive the road
home grant tax-free. The proposal is effective on the date of enactment. The estimated cost of
the proposal is $1.022 billion over ten years.

Go Zone Bonus Depreciation. In 2005, Congress provided 50% bonus depreciation for areas
affected by Hurricanes Katrina, Rita and Wilma. There are two deadlines. Taxpayers must start
construction by the end of 2007 and must finish construction by the end of 2008. The proposal
eliminates the start construction date allowing businesses who construct and finish a project in
2008 to qualify for Go Zone bonus depreciation. The proposal is effective for property placed in
service after December 31, 2007. The estimated cost of the proposal is $308 million over ten
years.

Go Zone Tax-exempt Bond Financing. In 2005, Congress provided additional tax-exempt bond
authority to improve and rehab homes destroyed by Hurricanes Katrina, Rita and Wilma. The
proposal adds Colbert County and Dallas County in Alabama to the areas that can utilize Go Zone
bonds. The proposal is effective as if included in the provisions of the Gulf Opportunity Zone
Act of 2005 to which it relates. The estimated cost of the proposal is $3 million over ten years.

E. Secure Rural Schools

Reauthorization of the Secure Rural Schools and Community Self-Determination Act of
2000 and Payment in Lieu of Taxes. The bill would reauthorize the Secure Rural Schools
program through 2011. It also adjusts the funding distribution formula to make it more equitable,
by taking into account historic payment levels to counties, average income levels in counties and
acreage of federal land. Finally, the provision also provides for full funding for the Payment in
Lieu of Taxes program for 2009. The estimated cost of the proposal is $3.264 billion over ten
years.

Uniform Definition of a Qualifying Child. The proposal would restore eligibility for the earned
income credit to certain lower-income siblings while eliminating a tax planning opportunity for
more affluent families, and was part of the President’s FY 2009 budget. The proposal would
provide that a taxpayer is not a qualifying child of another individual if that taxpayer is older than
the individual. The exception to this rule is the individual is a sibling and the taxpayer is
permanently or totally disabled. The proposal would provide that if the individual is married and
files a joint return (unless that return is solely as a claim for refund), that individual is not a
qualifying child for the child-related tax incentives (e.g., child tax credit). The proposal would
also provide that if a parent resides with his child for over half the year, only that parent is
eligible to claim the child as a qualifying child. The parent, however, can waive the child-related
tax incentives to another member of the household who has a higher AGI and is eligible for the
child tax incentive. The proposal would also provide that a dependent is not eligible to claim the
child-related tax incentives. This proposal raises $1.749 billion in revenues over ten years. The
proposal raises $1.402 billion over ten years in negative outlays. The proposal raises a total of
$3.151 billion over ten years.



REVENUE PROPOSALS

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 (such as
an offshore corporation in a tax haven jurisdiction), 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. The
proposal is effective for services performed after December 31, 2008. This proposal is estimated
to raise $24 billion 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). The proposal is effective for tax years
beginning after December 31, 2007. This proposal is estimated to raise $28.727 billion over 10
years.
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