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is expeded tha modificationswill be madeto the current method used in Contnuing Resolutions-- taking
the lower funding anmount of the House-passedSenate-passed, 0026 funding.

The Chaimen-desgnae announcedhattheyintend b sty within the $873 Hiion FY07 disaetionary
budget cap. However, that level putsinto play about$7 billion more than the lowest-level method. As for
the eamarks, $00 million worth in the Lalbor-HHS-Education appropriations alme, the Chairmen said
the moratorium will extend at least until new lobbying and disclosure rules are enacted.

CONGRESSCLEARSTAX, TRADE, HEALTH , & ENERGY PROVISIONS BEFORE

ADJOURNING THE 109rH
The final a¢ of business ér the 1®" Congresswas passig legislation cortaining numeros tax, trade,

healh, andenergyprovisions. To acconmodate the Snate’srules,the House passedao sem@rat bills.

H.R. 6111, containing the tax and health provisions passed the House on December 8, 2006 by a vote of

367-45; laterthat right, the trace measure (H.R. 6406) pas®d by a tighter vote of 212-184. The Senate

thencombinedbaoth hills andvoted @-9 to ser the packgeonto the Resider for sighature.
Outlinedbelow aresome ofthe grovisions of particular importance © California:
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- extends the R& D tax credit for two years through 2007 (retroactive to
Januay 1,2006). In additionto the extenson, effective Januay 1, 2007 the
provision increaseshe value d the alernatve increnentalcreditandadds a
new alternative sinplified credit

- dlows taxpayers to dedud up to $4,000 (depending on their income) of
higher education expersesin lieu of claiming the Hopeor Lifetime Learning
tax credits. The deducton may beclaimed byall individual taxpayers
regardless d whether they iemize ther deductions. The provision is
extenced for tvo years hrough 2007.

- allows teaclers todeduct upto $250 of out-of-pocket ccsts inarred to
purchasebooks, swpplies aml other classroom equipment. The deduction is
availabe to all individual taxpayersregadless d whether they iemize ther
dedudions Theprovisionis extendal for two years through 2007.

- allows enployers toclaim the Work Opportunity Tax Credit (WOTC) if
they hire individuals from groups that areconsidered to face larmiers to
employment. The maximum credit is $2,400and may be claimed during the
individud’s first year of employment. The provision extendsthe current
WOTC withoutmodification through 2006. Beginning in 2007,the provision
combines the WOTC with the Welfare-to-Work (WTW) credit and extends
the canbinedprovision through 2007. Key modificaions ofthe canbined
credit includeexparded digibility for WOTC (raised age ceiling for food
stamp recipients from 25 to 40), revised digibility requirements for ex-felons
(withoutregard to family income) and a modification of the filing deadline
for WOTC claimants fom 21 to 28 days.

- allows enployers toclaim the Welfare-To-Work (WTW) tax credit if
they hire individuals who hawe recéved public assstance br anextended
period of time. The maximum creditis $3500 during the enployeés first
year of employment and $5,000during the secondyear. The provision
extends the WTW credit through 2007 and combines it with the WOTC
credit after 2006.

- allows taxpayersto expense cats inarredin cleanng up cettain
contaminated brevnfields sies.The deduwction may be chimed aganmst
regular tax and the altenative minimum tax (AMT). The provision is
extended for two years through 2007. The provision also expardsthe
definition of an digible contaminated dte to includesites contaminated by
petroleumproducts.

- makes permanent the tax provision that provides capital gains treatment
for self-createdmusical works when these works ae sdd by the artist.

- implements a trade agreement with the European Union regarding the
labelng o wine.

- prevents a 5.0 percent redudionin Medicare payment rates for
physicians and other practitiones which is scheduled to occur on Januay 1,
2007.

- grants pemanent normal trade relations(PNTR) to Vietnam, and
establishes a subddies enforcement mechanism to ensure that the
Administration acs quickly anddecisvely if Viemamgrans anyprohibited
subsidies to its éxtile ard apparel industry in violation of the terms o its
acceson to the World Trade Qganizaton (WTO).
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- includes povisions that open up same o the Gulf Coast to futher oil exploration, ard gives the Gulf
states agreaer share ofhe royalties colecied. t does nd include more catroversal languagethat an
eaflier Housepas®d bill contained which would have allowed California, ard other west cast states to
“opt-in” or “opt-out” of expandedoffshae drilling.

For further information on the package visit the Gommittee’s website at:
http://www.waysandmeashous.gov .

CALIF ORNIA DEMOCRATS ON HOUSE APPROPRIATIO NS RISE FROM TwO TO FIVE

On Tuesdy, Decenber 13, 2006, the House Democratc Seerng Committee reommended 10 new
members for he Appropriations Committee. Among the 10 were hree Glifornians -- Rps. Barbara Lee
(Oakland), Adam Schiff (Burbank), and Mike Honda (San Jase) They will join Reps. Sam Farr (Camel)
andLucille Roybal-Allard (Los Angeles)therely raising California's membershp of the key
money-sperding parel Democratsfrom two to five.

Despie the seerngly sharpboost for the sate, California’s court realy does na corstitute a
disproportionate slare. In fact, Galifornia’s 34 House Democrats will comprise 15 percert of all
Democratic caucus rambers in he 110" Congress,so 15percent ofall Appropriations Committee
Democratswould actualy be nore than fve. The Democratshadnot replaed as apmpriators eiher
Juian Dixon, who died in office, a Nancy Pelosi, who gawe up committee nemberships when she rose in
paty leadership.

On the Republicanside, Rep. Jery Lewis (Redands) will remain the Ranking Republicanin the 110th
Congress,ard Rep. Jchn Doolittle (Roseville) is expectedto remain on the Committee. Athird California
Republican dot, vacated by Rep. Randy Duke Cunningham’s resignation, was not replaced.

In the &nate Dianre Feinsten remains an the $nateAppropriaons Committee and igxpected
bemme char of the Interior Sultommitteein the 11¢" Congress, assuming Democrats are the Senat’s
majority party.

REP. FILNER’SWIN IN RACE TO LEAD VETERANS AFFAIRS PANEL BRINGSSTATE’S

CHAIR TOTAL TO FIVE; HOUSE DEMOCRATS CONTINUE COMM ITTEE ASSIGNMENTS

On Friday, December 8, 2006, RepBaob Filnerwon the dairmandip of the HouseV eteransAffairs
Committee by prevailing in aDemocratic Caucusvote againg Rep. Michael Michaud (ME) the
third-rarking Democrat on the comittee.The wte followed the 2mocratic Seering andPolicy
Committee’s reommendation of Filner for he post.The agpointment brings b five the nunber d House
full committees clairs California will have in the 110" Congress.Rep. Gearge Miller (Martinez) will chair
the Eduation and Workforce Committee, Rep. Henry Waxman (Los Angeles) will chair the Government
Reform Conmittee, Rep. Tom Lantos (SanMateo) will chair the Internaiond Rdations Committee, and
Rep. Juaita Millender-McDonald (Carson will chairthe House Administration Committee.

Among recent committee membership announcements by Hous Democrats were the appointments of
Rep. Jane ldrman (Venice)to the House Ehergy& Commerce Canmittee,Rep. Linda Sanclez
(Lakewood)to the House Eduation & the Workforce Committee, and Rep Grace Napolitano (Norwalk)
to the Trangportation & I nfrastructure Committee. Also to be appointed to the Trangportation &
Infrastructure CommitteewasRep.Eled Jerry McNemey (Pleasanton).

SEN. JOHNSON’S | LL NESSPUTS SENATE CONTROL BACK INTO LIMBO

On Deceamber 13, 2006, Sen. Tim Jahnson, a Democrat of South Dakota, inderwent emergercy brain
surgery to repair a cangerital arteral malformation. The sugery was cdled a siccess, but at press tine it
was bo earl to tel whether Johsm will be ableto take hisSenateseatwhenthe 110" Congress
convenes inJaruary. With Democrats tolding a rarrow 51-49 majority, Jchnson’s inahility to serve would
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likely shift the Senate ack to Republican control, with the Republican Govemor of South Dakota
expected ¢ appoint aRepuwblican replacemnt,therely creaing a 5050 tie with Vice Resdert Dick
Cheneyacting asthe ie-breake .

Some Senate historians have stated that if the vacancy were nat to not occur urtil after the 110"
Congress cawenes m Jaruary 4, 2007, there areprececents ard rules tha would allow the Democrats to
retain control despite the lack of a majority.

Neverthdess, with control of the Senate riding on a fragile twist of fate, negotiationsto hash out the
new rules governing its organizaion and committee structures are sure to be a high priority when the
Senate convenes in January.

WINE INSTITUTE REPORTS ON CALIF ORNIA WINE AND STATE'S ECONOMY

On December7 2006, he Wine Insitute and he Caifornia Association of Winegape Growers
(CAWG) released a repar The rert catulatied thatthe Galifornia wine indiwstry has an anmal impact
of $51.8 billion on the stée’s econmny, and an ecoomic impact of$103 billion onthe U.S. economy.
California wines dominated the “premium” categry (costing $15 and up) wine sales in2005, ac®rding to
the study. Cdifornia has about85% of the U.S. market for “premium” wines, thanksin large part to the
climatic and agricultural advantages that Cdifornia grape cropsenjoy. Other key points presented in the
repat include:

- Full-time winery jobsincreased from 18,446in 1998to 24,851in 2005, while wages increased from
$641millionto $1.1 billionin the same period

- Theretail vaue of Cdiforniawines increased from $12.3 hillionin 1998to $165 hillionin 2005

- 74% of California’ s wines are sold in the other states inside of the U.S.

- Thenaiond economic impact of Cdiforniawineis an estimated $103 billion, of which $1.5 hillion
isgenerated begond QGalifornia’s borders

For more information, visit: www.wineinsitute.org .

UCLA EcoNoMIC FORECASTERS CAST DOUBT ON RECESSION PREDICTIONS

On Decenber 72006, the UCLA AndersonForecasteleasedts third quarter r@ort, assering that
California will have a dowing of growth withoutrecession. Thereport predicts that the dowingin the
housng market and congruction sectors will not have alarge enough impact to cause a recession
throughoutthe entire Californiaeconomy. A recession will bemore likely if another sedor of Calfornia’s
ecoromy also slows, the Forecastsugged.

Neverthelss,the rert’'s auhors pant to two key faciors d concern thatmay cause adidional
chdlenges -- conaumer spending and the state budget. Thestate can avoid making recession-indudng job
an gpending cuts by putting off some of the early debt payments, according to the report’s authors. Also,
the consumer spending has not been dfected dgnificantly as of yet, which is agoodindicator. Many of
the modds that predict recession rely on the manufacturing sector alongwith condruction. However, the
analysts beleve thatdespte the decreasén constructbn manuacturing will cortinue to flourish. They
suggest that without a substantial decline in manufacturing, there cannot be enough job loss to qualify a
recession.

For more information visit: http://www.uclaforecast.com .
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