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Highlights of Conference Report

. Capital Gains and Dividends - Two-year extension of reduced

capital gains and dividend rates through 2010.

. AMT Relief - Extension of AMT relief for 2006, including
increased exemption levels and favorable treatment of non-
refundable personal tax credits.

. Enhanced Section 179 Expensing - Two-year extension of enhanced

section 179 expensing through 2009.

. Subpart F Reform - Two-year extension of the active financing

exception. In addition, the Conference Report establishes the "CFC
look-through" rule for three years.

. Revenue Offset Provisions - Narrowly-targeted revenue offset

provisions that address specific tax avoidance and compliance
issues. The Conference Report does not contain controversial
Senate "revenue raisers" that have drawn bipartisan concern, such as
codification of the economic substance doctrine.
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H.R. 4297, the Tax Increase Prevention and Reconciliation Act of 2005

Detailed Summary of Conference Report

Two-Year Extension of Reduced Rates on Capital Gains and Dividends

Under current law, capital gains and dividend income are taxed at a maximum rate of 1 5-percent rate
through 2008. For taxpayers in the 10- and 1 5-percent tax brackets, the tax rate is 5 percent through
2007 and zero in 2008. The Conference Report extends the rates effective in 2008 through 2010.
Without action, these rates would have increased after 2008.

Alternative Minimum Tax Relief

1. Increase in AMT Exemption Levels

The provision extends the Alternative Minimum Tax (AMT) exemption levels though the end of
2006 at a higher level than in 2005. The new exemption levels for 2006 are $62,550 for joint
fiers and $42,500 for single fiers.

2. AMT Relief for Non-Refundable Personal Tax Credits

The tax code includes many non-refundable personal tax credits, such as the dependent care
credit, the credit for the elderly and disabled, the credit for interest on certain home mortgages,
the Hope credit for certain college expenses and the Lifetime Learning credit, among others.
Claiming these credits may push an individual into the AMT. The provision extends current law
which allows most non-refundable personal tax credits to be claimed against the AMT so that
families continue to receive the full benefit of these tax credits.

Extension and Modification of Certain Provisions

1. Two-Year Extension of Enhanced Section 179 Expensing for Small Business

Under current law, small businesses may expense (i.e., deduct in the first year) up to $100,000 of
investments in depreciable assets. The deduction phases out dollar-for-dollar to the extent the
business's annual investments exceed $400,000. Without action, the expensing limit would have
declined to $25,000 and the phase-out threshold would have declined to $200,000 after 2007.

2. Subpart F

Subpart F of the tax code imposes immediate taxation on foreign subsidiaries of US. companies,

even if their income has not been brought back to the United States. One provision extends an
existing exception from Subpart F for active financing income for two years. A second
provision provides a "CFC look-through" rule exception from Subpart F for cross-border
payments of dividends, interest, rents, and royalties that are funded with active income that hasChairman Bil Thomas (R-CA) Page 10f6
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not been repatriated. This "CFC look-through" rule will be effective for taxable years beginning
after December 3 1,2005 and before January 1, 2009.

Other Provisions

1. Tax Treatment of Environmental Cleanup Funds

Under current law, income earned by certain environmental cleanup funds is taxable to the
company that contributed to the fund. This is the case even though the taxpayer has permanently
surrendered all control and dominion over the money in the fund. The provision treats
environmental cleanup settlement funds as governmentally owned (i.e., not subject to tax) if
certain standards and requirements are met. Eliminating the tax surcharge will encourage more
companies to establish settlement funds devoted to environmental cleanup.

2. Simplification of Active Trade or Business Test

The provision simplifies the application of the active trade or business test to certain corporate
distributions. By applying this test on an affliated group basis, the provision applies the same
standard regardless of whether a business is owned by a holding company or owned directly. As
a result, the provision allows corporations to avoid costly and ineffcient internal restructurings
prior to engaging in certain corporate distributions to their shareholders.

3. Enhancing Veterans' Access to Affordable Mortgages

Certain States have qualified veterans' mortgage bond programs that allow these States to
finance affordable mortgages for veterans. Under current law, veterans are eligible for these
mortgages only if they served prior to 1977 and apply for these mortgages within a 30-year
eligibility period after they leave active service. The provision expands eligibility for the
program in a number of these States by repealing the requirement that veterans must have served
before 1977 and reducing the eligibility period from 30 years to 25 years.

4. Tax Treatment of Self-Created Musical Works

The provision provides capital gains treatment for self-created musical works when these works
are sold by the artist. Under current law, such sales are taxed as ordinary income.

5. Modification of the Tonnage Tax

The tonnage tax is an alternative tax regime for U.S.-flagged vessels that participate in
commercial foreign trade. Vessels weighing more than 10,000 deadweight tons may elect into
the tonnage tax. The provision reduces the weight threshold to 6,000 deadweight tons, thus
allowing more vessels to be competitive by using the tonnage tax regime.
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