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1.  IRS TO REWRITE PROPOSED 501(c)(4) RULES: The IRS announced late 

last week that it will rewrite a controversial proposed rule that is intended to 

clarify how much political activity is allowable for groups that fall under the 

501(c)(4) tax exemption.  

 

The rule sparked concern in the tax-exempt community when it was released last 

fall, mostly because it would expand the definition of “candidate-related political 

activity” by 501(c)(4) groups to include activities such as candidate forums or 

meet-and-greets, get-out-the-vote efforts and voter education. While the 

regulation is intended for 501(c)(4) groups, the IRS was weighing whether the 

new rule should be applied to 501(c)(5) labor groups and 501(c)(6) trade and 

professional associations as well.  

 

The IRS said it will not scrap the proposed rule entirely, but will make changes 

that take into consideration the unprecedented number of comments it received 

from individuals and tax-exempt organizations. More than 150,000 written 

comments were received on the proposed regulation earlier this year.  

 

The IRS had intended to hold a public hearing on the proposed rule sometime 

this summer, but will instead move ahead with a rewrite beforehand.  

 

“Given the diversity of views expressed and the volume of substantive input, we 

have concluded that it would be more efficient and useful to hold a public hearing 
after we publish the revised proposed regulation,” the IRS said in a statement. 

2.  WAYS AND MEANS HOLDS TAX MARK-UP: The House Ways and Means 

Committee is meeting today to mark up two new tax bills alongside legislation 

making permanent several charitable tax extenders.  

 

Among the new tax proposals is a bill (H.R. 4691) introduced last week by Rep. 

Erik Paulsen (R-MN) to simplify the annual excise tax paid by private foundations 

on their net investment income to a flat rate of 1 percent. Private foundations 

currently pay a 2 percent excise tax, or 1 percent in years that a foundation’s 

distributions are more than the average payout rate over the past five years. The 

bill is co-sponsored by Rep. Danny Davis (D-IL) and mirrors a provision in the 



tax reform discussion draft released earlier this year by Ways and Means 

Committee Chairman Dave Camp (R-MI).  

 

“It’s time to simplify and lower the excise tax on private foundation investment 

income to ensure charitable giving decisions are made based on the needs of our 

communities, not the tax code,” Paulsen said.  

 

The bill is supported by the Council on Foundations, which says the current 

excise tax structure can actually discourage grantmaking because any increase in 

annual giving, relative to a foundation’s assets, will increase the five-year 

average payout used to calculate a foundation’s tax liability.  

 

Another new bill (H.R. 3134) would allow individuals to deduct charitable 

contributions made after the close of a taxable year, but not later than April 15 

when the individual’s tax return is due. Currently charitable deductions claimed 

on a tax return must be for the taxable year in which the contribution is made.  

 

In addition to these bills, the Ways and Means markup will include a bill to make 

permanent the rule allowing certain tax-free distributions from individual 

retirement accounts for charitable purposes; a permanent extension of the 

charitable deduction for food donations; a permanent extension of the special 

rule for conservation easements; and a bill to modify and make permanent 

bonus depreciation. The latter bill, introduced by Rep. Pat Tiberi (R-OH), would 

allow businesses to deduct immediately half the cost of new equipment 

purchases. 

3.  TAX EXTENDERS PACKAGE STILL STALLED: The fate of dozens of expired 

tax provisions is still up in the air, with the Senate and House taking two 

different approaches to the issue and many lawmakers suggesting the debate 

could stretch into the lame duck session at the end of the year.  

 

The Senate left town last week without voting on the EXPIRE Act, thanks to a 

partisan dispute over which amendments to the bill should be considered. Senate 

Majority Leader Harry Reid (D-NV) said he’s willing to consider amendments to 

the $85 billion tax extenders package but that they should be germane to the tax 

extenders themselves. Senate Republicans want to offer amendments that Reid 

and other Democrats don’t consider related to the extenders, such as a repeal of 

the medical device tax in the Affordable Care Act.  

 

Reid has accused Republicans of obstructing a package of tax breaks that are 

badly needed by American families and businesses. The list of extenders in the 

EXPIRE Act includes popular tax breaks for businesses like bonus depreciation, 

the research and development credit, and incentives for alternative energy, as 

well as some more obscure tax breaks for specific industries. Congress usually 

renews these temporary tax breaks on an annual basis but allowed them to 

expire at the end of 2013. The bill was approved last month in the Senate 

Finance Committee on a voice vote.  

 

The House has passed a bill that would permanently extend the business tax 

credit for research and development, but the bill does not address the dozens of 

other expired tax provisions. The White House supports the R&D credit, but 

wants Congress to offset the cost by closing tax loopholes. 



4.  DC COUNCIL PASSES TAX CUT PACKAGE: The DC Council yesterday 

passed the largest income tax reduction in 15 years. The tax package proposed 

by Chairman Phil Mendelson included many of the recommendations from the DC 

Tax Review Commission, lead by former mayor Anthony A. Williams. One major 

difference is that the plan does not include the $100-per-employee tax on local 

businesses. The tax cuts for low and middle income residents will begin in 

January, while the cuts for higher earners and businesses will span the following 

four years. The effective tax rate for all DC residents is estimated to be reduced 

from 4.9 to 4.5 percent.  

 

The passage of the Mendelson bill was a blow to Mayor Vincent Gray. The lame-

duck mayor had proposed a budget with increased funding for the streetcar 

system. Chairman Mendelson argued that tax relief was a higher priority.  

 

“We’re taking the city’s affordability issue head-on” said Mendelson.  

 

The plan would also raise the threshold for higher estate taxes, as well as 

increase incentives for the financial sector to relocate within the District.  

 

Williams commented on the Mendelson plan saying, “The DC Council’s 

recommendation maintains the balanced approach endorsed by the Commission 

of enhancing the fairness of the DC tax system – particularly for those in the 

middle class – and enhancing the competitiveness of the District of Columbia as 

a place to live and locate a business.” 
 


