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Disclaimer

The information contained in this presentation is intended solely to provide the user with general information on matters that they may find of interest.

The information presented in this presentation is not intended to, and does not, constitute accounting, tax, legal, consulting, or other professional advice or services. The contents of this presentation are in no way a substitute for the user seeking professional advice from a qualified professional familiar with the user's unique circumstances. Accordingly, the presenter does not intend or represent that information contained herein addresses any individual matters or situations involving individuals or any specific business entity. 

While the presenter has made every attempt to ensure that the information in this presentation is accurate and current, and has been obtained from reliable sources, the presenter is not responsible for any errors or omissions associated with any such information. Given the frequency of changes in Federal and state laws and regulations, of necessity, the information contained in this presentation cannot be, and is not held out to be, completely current. All information in this presentation is provided by the presenter "as is" and with no guarantees of accuracy, completeness or timeliness and without warrantees of any kind (express or implied).  Attendees should research their own particular tax situations.

All links to third party websites are provided solely as a convenience to users. The presenter has no control over, and makes no representations with regard to, the accuracy or any other aspect of information contained in other websites that may be accessed via such links.
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http://www.irs.gov/taxstats/indtaxstats/article/0,,id=133521,00.html
Individual Income Tax Returns with Positive Adjusted Gross Income (AGI)
www.irs.gov/pub/irs-soi/06in01etr.xls - Table 1

www.irs.gov/pub/irs-soi/06in05tr.xls - Table 5
www.irs.gov/pub/irs-soi/06in06tr.xls - Table 6

	
	

Year 
	
Number of 
Returns 
	
AGI 
($ millions) 
	Income Taxes Pd 
($ millions) 
	Group 
Share of 
Total AGI 
	Group 
Share of 
Inc Taxes 
	Current $ 
Income 
Split Point 

	

All 
Taxpayers 
	
1986 
2002 
2005 
2006 
	
102,087,623 
128,323,986 
132,611,637 
135,719,160 
	
$2,524,124 
$6,133,778 
$7,507,958 
$8,122,040 
	
$   366,979 
$   796,862 
$   934,703 
$1,023,739 
	
100.00% 
100.00% 
100.00% 
100.00% 
	
100.00% 
100.00% 
100.00% 
100.00% 
	
-- 
-- 
-- 
-- 

	
Top 1% 
	
1986 
2002 
2005 
2006 
	
1,020,876 
1,283,240 
1,326,116 
1,357,192 
	
$   285,197 
$   985,781 
$1,591,711 
$1,791,886 
	
$  94,491 
$268,608 
$368,132 
$408,369 
	
11.30% 
16.12% 
21.20% 
22.06% 
	
25.75% 
33.71% 
39.38% 
39.89% 
	above 
$118,818 
$285,424 
$364,657 
$388,806 

	
Top 5% 
	
1986 
2002 
2005 
2006 
	
5,104,381 
6,416,199 
6,630,582 
6,785,958 
	
$   608,467 
$1,867,787 
$2,683,934 
$2,977,714 
	
$156,240 
$428,680 
$557,759 
$615,680 
	
24.11% 
30.55% 
35.75% 
36.66% 
	
42.57% 
53.80% 
59.67% 
60.14% 
	above 
$  62,397 
$126,525 
$145,283 
$153,542 

	
Top 10% 
	
1986 
2002 
2005 
2006 
	
10,208,762 
12,832,399 
13,261,164 
13,571,916
	
$   886,510 
$2,553,475 
$3,487,010 
$3,843,144
	
$200,703 
$523,812 
$657,085 
$724,740 
	
35.12% 
41.77% 
46.44% 
47.32% 
	
54.69% 
65.73% 
70.30% 
70.79%
	above 
$  48,656 
$  92,663 
$103,912 
$108,904 

	
Top 25% 
	
1986 
2002 
2005 
2006 
	
25,521,906 
32,080,997 
33,152,909 
33,929,790 
	
$1,490,173 
$3,935,504 
$5,069,455 
$5,535,830 
	
$278,976 
$668,558 
$803,772 
$883,153 
	
59.04% 
64.37% 
67.52% 
68.16% 
	
76.02% 
83.90% 
85.99% 
86.27% 
	above 
$32,242 
$56,401 
$62,068 
$64,702 

	
Top 50% 
	
1986 
2002 
2005 
2006 
	
51,043,811 
64,161,993 
66,305,819 
67,859,580 
	
$2,103,569 
$5,244,029 
$6,544,824 
$7,105,599 
	
$343,289 
$768,963 
$906,028 
$993,176 
	
83.34% 
85.77% 
87.17% 
87.49% 
	
93.54% 
96.50% 
96.93% 
97.01% 
	above 
$17,302 
$28,654 
$30,881 
$31,987 

	
Bottom 
50% 
	
1986 
2002 
2005 
2006 
	
51,043,811 
64,161,993 
66,305,818 
67,859,580 
	
$   420,555 
$   869,750 
$   963,135 
$1,016,441 
	
$23,690 
$27,899 
$28,673 
$30,561 
	
16.66% 
14.23% 
12.83% 
12.51% 
	
6.46% 
3.50% 
3.07% 
2.99% 
	below 
$17,302 
$28,654 
$30,881 
$31,987 

	
Bottom 
75% 
	
1986 
2002 
2005 
2006 
	
  76,565,717 
  96,242,990 
  99,458,728 
101,789,370 
	
$1,033,951 
$2,178,274 
$2,438,504
$2,586,209 
	
$  88,002 
$128,304 
$130,930 
$140,586 
	
40.96% 
35.63% 
32.48% 
31.84% 
	
23.98% 
16.10% 
14.01% 
13.73% 
	




American Recovery and Reinvestment Act of 2009 [H.R. 1] (the stimulus bill)
On February 17, 2009, President Obama signed the American Recovery and Reinvestment Act of 2009, referring to the bill as "the most sweeping economic recovery package in the nation's history.” The $789 billion price tag is divided fairly evenly among tax cuts, additional spending programs, and aid to the states, students, schools, the unemployed, and communities. 

This summary will focus primarily on the tax cuts portion of the Act and how it will affect taxpayers.
Did you ever notice?  When you put the 2 words "The" and "IRS" together it spells: "THEIRS."
"Blessed are the young, for they shall inherit the national debt." -- Herbert Hoover

There are two distinct classes of men... those who pay taxes and those who receive and live upon taxes.  -- Thomas Paine 

We've already had the New Deal and the Fair Deal,

Now comes the Ordeal.

Sec. 1001. Making work pay credit. 
Sec. 1002. Temporary increase in earned income tax credit. 

Sec. 1003. Temporary increase of refundable portion of child credit. 

Sec. 1004. American opportunity tax credit. 

Sec. 1005. Computer technology and equipment allowed as a qualified higher education expense for section 529 accounts in 2009 and 2010. 

Sec. 1006. Extension of and increase in first-time homebuyer credit; waiver of requirement to repay. 

Sec. 1007. Suspension of tax on portion of unemployment compensation. 

Sec. 1008. Additional deduction for State sales tax and excise tax on the purchase of certain motor vehicles. 

Sec. 1011. Extension of alternative minimum tax relief for nonrefundable personal credits. 

Sec. 1012. Extension of increased alternative minimum tax exemption amount. 

Sec. 1101. Extension of credit for electricity produced from certain renewable resources. 

Sec. 1102. Election of investment credit in lieu of production credit. 

Sec. 1103. Repeal of certain limitations on credit for renewable energy property. 

Sec. 1104. Coordination with renewable energy grants. 

Sec. 1111. Increased limitation on issuance of new clean renewable energy bonds. 

Sec. 1112. Increased limitation on issuance of qualified energy conservation bonds. 

Sec. 1121. Extension and modification of credit for nonbusiness energy property. 

Sec. 1122. Modification of credit for residential energy efficient property. 

Sec. 1123. Temporary increase in credit for alternative fuel vehicle refueling property. 

Sec. 1141. Credit for new qualified plug-in electric drive motor vehicles. 

Sec. 1142. Credit for certain plug-in electric vehicles. 

Sec. 1143. Conversion kits. 

Sec. 1144. Treatment of alternative motor vehicle credit as a personal credit allowed against AMT. 

Sec. 1151. Increased exclusion amount for commuter transit benefits and transit passes. 

Sec. 1201. Special allowance for certain property acquired during 2009. 

Sec. 1202. Temporary increase in limitations on expensing of certain depreciable business assets. 

Sec. 1211. 5-year carryback of operating losses of small businesses. 

Sec. 1212. Decreased required estimated tax payments in 2009 for certain small businesses. 

Sec. 1241. Special rules applicable to qualified small business stock for 2009 and 2010. 

http://www.irs.gov/newsroom/article/0,,id=204335,00.html
The Making Work Pay Tax Credit    § 1001
Information for Employers

An “eligible individual” for purposes of the credit is any individual, except:

· A nonresident alien;

· An individual who can be claimed as a dependent by another taxpayer; and 

· An estate or trust.

The IRS has issued updated withholding tables to help you implement the withholding adjustments required by the American Recovery and Reinvestment Act of 2009. News release 2009-13 includes information about these tables. More details about the Making Work Pay credit are available in Publication 15-T, New Wage Withholding and Advance Earned Income Credit Payment Tables (For Wages Paid Through 2009).

Information for Pensioners

Pensioners do not qualify for the Making Work Pay credit, unless they receive earned income. However, the new withholding tables apply to all taxpayers, including pensioners. The IRS has a withholding calculator pensioners and others can use to make sure enough tax is being withheld from their pay. Adjustments to withholding can be made by filing Form W-4P, Withholding Certificate for Pension or Annuity Payments. 

Questions and Answers

If you have questions about the Making Work Pay provision, these questions and answers might help.

Q1. What is the Making Work Pay Credit?
A. In tax years 2009 and 2010, the Making Work Pay provision will provide a refundable tax credit of up to $400 for individuals and up to $800 for married taxpayers filing joint returns.

Problem:  The withholding tables are reducing withholding by $600.  MFJ taxpayers both working will have $1,200 less withheld but receive a credit of only $800.  Your clients may wish to adjust their withholding.

Example: 2009 Pub. 15 dated December 24, 2008 vs. March 27, 2009

12/24/08 Married Semimonthly 4 Exemptions – 50,000 / 24 = 2,083.33 = $139

  3/27/09 Married Semimonthly 4 Exemptions – 50,000 / 24 = 2,083.33 = $106

Difference = $33 x 18 pay periods (9 mos.) = $594 vs. $400 Credit!!!!!!

Note: See below for other situations.
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INSIDE WASHINGTON:
Taxpayers to get rude surprise
 

INSIDE WASHINGTON: 
Millions of couples, retirees may have to repay some of Obama tax credit 
Stephen Ohlemacher, Associated Press Writer 
On Thursday April 30, 2009, 6:55 pm EDT 
 

WASHINGTON (AP) ~ Millions of Americans enjoying their small windfall from President Barack Obama's "Making Work Pay" tax credit are in for an unpleasant surprise next spring. 
 

The government is going to want some of that money back. 
 

The tax credit is supposed to provide up to $400 to individuals and $800 to married couples as part of the massive economic recovery package enacted in February. Most workers started receiving the credit through small increases in their paychecks in the past month. 
 

But new tax withholding tables issued by the IRS could cause millions of taxpayers to get hundreds of dollars more than they are entitled to under the credit, money that will have to be repaid at tax time. 
 

At-risk taxpayers include a broad swath of the public: 
· married couples in which both spouses work;                                  $600 + $600 = $1200 - $800 = $400 problem.

· workers with more than one job;   Add another $600 to the problem.
· retirees who have federal income taxes withheld from their pension payments; $600 withholding but no credit = $600 problem
· and Social Security recipients with jobs that provide taxable income.  $400 – $250 = $150 vs. $600 less w/h = $450 problem. 
 

The Internal Revenue Service acknowledges problems with the withholding tables but has done little to warn average taxpayers. 
 

"They need to get the Goodyear blimp out there on this," said Tom Ochsenschlager,  vice president of taxation for the American Institute of Certified Public Accountants. 
 

For many, the new tax tables will simply mean smaller-than-expected tax refunds next year, IRS spokesman Terry Lemons said.  The average refund was nearly $2,700 this year. 

But taxpayers who calculate their withholding so they get only small refunds could face an unwelcome tax bill next April, said Jackie Perlman, an analyst with the Tax Institute at H&R Block.  "They are going to get a surprise," she said. 
 

Perlman's advice: check your federal withholding to make sure sufficient taxes are being taken out of your pay. If you are married and both spouses work, you might consider having taxes withheld at the higher rate for single filers.  If you have multiple jobs, you might consider having extra taxes withheld by one of your employers. You can make that request with a Form W-4. 
The IRS has a calculator on its Web site to help taxpayers figure withholding.  So do many private tax preparers. 
 

Obama has touted the tax credit as one of the big achievements of his first 100 days in office, boasting that 95 percent of working families will qualify in 2009 and 2010. 
 

The credit pays workers 6.2 percent of their earned income, up to a maximum of $400 for individuals and $800 for married couples who file jointly. Individuals making more $95,000 and couples making more than $190,000 are ineligible. 
The tax credit was designed to help boost the economy by getting more money to consumers in their regular paychecks. Employers were required to start using the new withholding tables by April 1. 
 

The tables, however, don't take into account several common categories of taxpayers, experts said. 
 

For example: 
A single worker with two jobs making $20,000 a year at each job will get a $400 boost in take-home pay at each of them, for a total of $800. That worker, however, is eligible for a maximum credit of $400, so the remaining $400 will have to be paid back at tax time ... either through a smaller refund or a payment to the IRS. 
 

The IRS recognized there could be a similar problem for married couples if both spouses work, so it adjusted the withholding tables. The fix, however, was imperfect. 
 

A married couple with a combined income of $50,000 is eligible for an $800 credit. However, if both spouses work and make more than $13,000, the new withholding tables give them each a $600 boost ... for a total of $1,200. 
 

There were 33 million married couples in 2008 in which both spouses worked. That's 55 percent of all married couples, according to the Census Bureau. 
 

A single college student with a part-time job making $10,000 would get a $400 boost in pay.  However, if that student is claimed as a dependent on a parent's tax return, she doesn't qualify for the credit and would have to repay it when she files next year. 
 

Some retirees face even bigger headaches. 
 

The Social Security Administration is sending out $250 payments to more than 50 million retirees in May as part of the economic stimulus package. The payments will go to people who receive Social Security, Supplemental Security Income, railroad retirement benefits or veteran's disability benefits. 
 

The payments are meant to provide a boost for people who don't qualify for the tax credit. However, they will go to retirees even if they have earned income and receive the credit. Those retirees will have the $250 payment deducted from their tax credit ... but not until they file their tax returns next year ... long after the money may have been spent. 
 

Retirees who have federal income taxes withheld from pension benefits also are getting an income boost as a result of the new withholding tables.  However, pension benefits are not earned income, so they don't qualify for the tax credit. That money will have to paid back next year when tax returns are filed. 
 

More than 20 million retirees and survivors receive payments from defined benefit pension plans, according to the Employee Benefit Research nstitute.  However, it is unclear how many have federal taxes withheld from their payments. 
 

The American Federation of State, County and Municipal Employees union raised concerns about the effect of the tax credit on pension payments in a letter to Treasury Secretary Timothy Geithner in March. 
 

Geithner responded that Treasury and IRS understood the concerns and were "exploring ways to mitigate that effect." 
 

Rep. Dave Camp of Michigan, the top Republican on the tax-writing House Ways and Means Committee, said Geithner has yet to respond to concerns raised by committee members. 
 

"So far we've got the, 'If we don't address this maybe it will go away' approach,"  Camp said. 
 

IRS withholding calculator: 
http://www.irs.gov/individuals/article/0,,id96196,00.html
Q2. How will taxpayers get this credit?
A. For people who receive a paycheck and are subject to withholding, the credit will typically be handled by their employers through automated withholding changes to be made in early spring 2009. These changes may result in an increase in the amount of take-home pay. The amount of the credit will be reported on the 2009 income tax return. Taxpayers who do not have taxes withheld by an employer during the year can also claim the credit on their 2009 tax return filed in 2010.

Q3. How will the self-employed (those who do not receive Social Security, Veterans Affairs or Railroad Retirement Board income) claim this credit?
A. Self-employed taxpayers can claim the Making Work Pay credit on their 2009 return filed in 2010. Self-employed individuals should evaluate their expected income tax liability and determine whether they want to make any adjustments in their estimated tax payments.

Q4. Can private pensioners (those who do not receive Social Security, Veterans Affairs or Railroad Retirement Board income) claim this credit?
A. Private pension recipients are not eligible for the Making Work Pay credit unless they have earned income. However, because the new withholding tables reduce the taxes withheld from all taxpayers, pension recipients may not have enough tax withheld from their pension benefits to cover their tax liability on those payments. The IRS recommends that pension recipients evaluate their expected tax liability for the year and consider whether they need to make estimated tax payments or adjust their withholding on Form W-4P, Withholding Certificate for Pension or Annuity Payments.

Q5. Are employees required to have a valid Social Security number (SSN) to be eligible for the Making Work Pay tax credit?
A. Yes, eligibility for this credit is conditioned upon providing a valid SSN.

Q6.  If a taxpayer is eligible for more of a credit, how can it be claimed?  
A. The modified tables take the anticipated credit into account through reduced withholding. However, the Making Work Pay credit will be reported on all filed 2009 income tax returns, along with the taxpayer’s withheld income tax. Taxpayers receiving less than the full amount of the anticipated credit through reduced withholding will still be entitled to the full credit on their return.

General Information

In 2009 and 2010, the Making Work Pay provision of the American Recovery and Reinvestment Act will provide a refundable tax credit of up to $400 for working individuals and up to $800 for married taxpayers filing joint returns.
This tax credit will be calculated at a rate of 6.2 percent of earned income and will phase out for taxpayers with modified adjusted gross income in excess of $75,000, or $150,000 for married couples filing jointly.

For people who receive a paycheck and are subject to withholding, the credit will typically be handled by their employers through automated withholding changes in early spring. These changes may result in an increase in take-home pay. The amount of the credit will be computed on the employee's 2009 income tax return filed in 2010. Taxpayers who do not have taxes withheld by an employer during the year can also claim the credit on their 2009 tax return.

It is not necessary to submit a Form W-4 to get the automatic withholding change.  However, an employee with multiple jobs or a married couple whose combined income places it in a higher tax bracket should consult the IRS withholding calculator and, if necessary, submit a revised Form W-4, Employee's Withholding Allowance Certificate, to ensure enough tax is withheld. Publication 919, How Do I Adjust My Tax Withholding?, provides additional guidance for tax withholding including a special Making Work Pay worksheet.

Newest Information

How will the Making Work Pay tax credit affect you?   

Most wage earners will benefit immediately with a larger paycheck as a result of the changes made to the federal income tax withholding tables to implement the Making Work Pay tax credit. Some individuals may find that the changes built into the withholding tables result in less tax being withheld than they prefer.  

If you are not eligible for the Making Work Pay tax credit, withholding changes could mean a smaller refund next spring. A limited number of individuals, including those who usually receive very small refunds, could in some situations owe a small amount rather than receiving a refund. You can see if enough tax is being withheld by using the IRS   withholding calculator and making necessary adjustments by filing a revised Form W-4 with your employer.   

The following groups should check their withholding to see if enough is being withheld:

· Individuals who work two or more jobs, 

· Married couples who both work, 

· Dependents who work but who are not eligible for the making Work Pay tax credit due to their dependent status., and 

· Non-resident aliens, and some resident aliens, who do not have valid Social Security numbers and who are not eligible for the credit.  

Self-employed individuals can also benefit now from the Making Work Pay tax credit by evaluating their expected income tax liability, allowing for this tax credit if they are eligible, and making the appropriate adjustment in the amount of their regularly scheduled estimated tax payments. 

The Making Work Pay tax credit, normally a maximum of $400 for working individuals and $800 for working married couples, is reduced by the amount of any Economic Recovery Payment ($250 per eligible recipient of Social Security, Supplemental Security Income, Railroad Retirement or Veteran's benefits) or Special Credit for Certain Government Retirees ($250 per eligible federal or state retiree) that you receive. If you are affected by this reduction you should review your withholding to ensure that sufficient funds have been withheld to meet your tax obligation.  
The Economic Recovery Payment

A one-time payment of $250 will be made in 2009 to:

· Retirees, disabled individuals and Supplemental Security Income (SSI) recipients receiving benefits from the Social Security Administration.

· Disabled veterans receiving benefits from the U.S. Department of Veterans Affairs.

· Railroad Retirement beneficiaries.

The IRS will not make this payment — unlike last year's economic stimulus program. Individuals who may qualify for this year's economic recovery payment should contact their respective agency for more information.

The Social Security Administration Web site (http://www.socialsecurity.gov/payment/) has a special section on the economic recovery payment.

The economic recovery payment will be a reduction to any Making Work Pay credit for which the recipient qualifies. The Making Work Pay credit will be claimed on the recipient's 2009 tax return filed in 2010.

Social Security's One-Time Economic Recovery Payments Information Page
On May 7, 2009, the federal government issued the first economic recovery payments to people receiving Social Security and Supplemental Security Income (SSI) benefits.  The payments are being issued on a staggered basis throughout the month of May.  Please do not contact Social Security unless you have not received your payment by June 4, 2009.
In February, President Obama signed the American Recovery and Reinvestment Act of 2009.  This act provides for the one-time payment of $250 to more than 50 million individuals who get Social Security and SSI benefits.

§ 2201 - A payment under subsection (a) shall not be considered as gross income for purposes of the Internal Revenue Code of 1986.

First-Time Homebuyer Credit    § 1006
Overview

First-time homebuyers may be able to take advantage of a tax credit for homes purchased in 2008 or 2009. The credit:

· Applies to purchases that close after April 8, 2008, and before Dec. 1, 2009.
· Applies only to homes used as a taxpayer's principal residence.

· Reduces a taxpayer's tax bill or increases his or her refund, dollar for dollar.

· Is fully refundable, meaning the credit will be paid out to eligible taxpayers, even if they owe no tax or the credit is more than the tax owed.

The credit is claimed using Form 5405.

American Housing Rescue and Foreclosure Prevention Act of 2008 ($7500)
For 2008 Home Purchases – After April 8, 2008 and before July 1, 2009 (4/9/08-6/30/09)
The Housing and Economic Recovery Act of 2008 established a tax credit for first-time homebuyers that can be worth up to $7,500. For homes purchased in 2008, the credit is similar to a no-interest loan and must be repaid in 15 equal, annual installments beginning with the 2010 income tax year. 
American Recovery and Reinvestment Act of 2009 ($8000)
For 2009 Home Purchases – After January 1, 2009 and before Dec. 1, 2009 (1/2/09 – 11/30/09)
The American Recovery and Reinvestment Act of 2009 expanded the first-time homebuyer credit by increasing the credit amount to $8,000 for purchases made in 2009 before Dec. 1.
For home purchased in 2009, the credit does not have to be paid back unless the home ceases to be the taxpayer's main residence within a three-year period following the purchase.

First-time homebuyers who purchase a home in 2009 can claim the credit on either a 2008 tax return, due April 15, 2009, or a 2009 tax return, due April 15, 2010. The credit may not be claimed before the closing date. But, if the closing occurs after April 15, 2009, a taxpayer can still claim it on a 2008 tax return by requesting an extension of time to file or by filing an amended return. News release 2009-27 has more information on these options.

Questions and Answers

First-Time Homebuyer Credit Questions and Answers: Basic Information

Q1.  What is the credit?
A. The first-time homebuyer credit is a new tax credit included in the recently enacted Housing and Economic Recovery Act of 2008. For homes purchased in 2008, the credit operates like an interest-free loan because it must be repaid over a 15-year period.

The credit was expanded in 2009 for homes purchased in 2009, increasing the amount of the credit and eliminating the requirement to repay the credit, unless the home ceases to be your principal residence within the 36-month period beginning on the purchase date.

Q2.  How much is the credit?
A. The credit is 10 percent of the purchase price of the home, with a maximum available credit of $7,500 ($8,000 if you purchased your home in 2009) for either a single taxpayer or a married couple filing a joint return, but only half of that amount for married persons filing separate returns. The full credit is available for homes costing $75,000 or more.

Q3.  Which home purchases qualify for the first-time homebuyer credit?
A. Any home purchased as the taxpayer’s principal residence and located in the United States qualifies. You must buy the home after April 8, 2008, and before Dec. 1, 2009, to qualify for the credit. For a home that you construct, the purchase date is considered to be the first date you occupy the home.

Taxpayers (including spouse, if married) who owned a principal residence at any time during the three years prior to the date of purchase are not eligible for the credit. This means that you can qualify for the credit if you (and your spouse, if married) have not owned a home in the three years prior to a purchase. If you make an eligible purchase in 2008, you claim the first-time homebuyer credit on your 2008 tax return. For an eligible purchase in 2009, you can choose to claim the credit on either your 2008 or 2009 income tax return.

Q4.  Can I apply for the credit if I bought a vacation home or rental property?
A. No. Vacation homes and rental property do not qualify for this credit.

Q5.  Who is considered to be a first-time homebuyer?
A. Taxpayers who have not owned (my note: and used) another principal residence at any time during the three years prior to the date of purchase.

Q6.  When do I have to buy a new home to get the credit?
A. The home must be purchased after April 8, 2008, and before Dec. 1, 2009, in order to obtain the credit. For a home you construct, the purchase date is considered to be the date you first occupy the home.

Q7.  How do I apply for the credit?
A. The credit is claimed on new IRS Form 5405, First-Time Homebuer Credit, and filed with your 2008 or 2009 federal income tax return.

Q8.  Are there income limits?
A. Yes. The credit is reduced or eliminated for higher-income taxpayers. The credit is phased out based on your modified adjusted gross income (MAGI). For a married couple filing a joint return, the phase-out range is $150,000 to $170,000. For other taxpayers, the phase-out range is $75,000 to $95,000. This means that the full credit is available for married couples filing a joint return whose MAGI is $150,000 or less and for other taxpayers whose MAGI is $75,000 or less.

►►Q9.  I purchased a home that qualifies for the first-time homebuyer credit. I will be renting two of the bedrooms and reporting the rental income on Schedule E. Will I still qualify for the credit if I use the home as my principal residence?
A. Yes, if you meet all first-time homebuyer eligibility requirements. See Form 5405, First-Time Homebuyer Credit, for more details.

Q10. If two unmarried people buy a house together, how do they determine how much each may take of the credit?
A. IRS Notice 2009-12 provides guidance for allocating the first-time homebuyer credit between taxpayers who are not married.

Q11. I am a single co-owner of a home. How do I get this credit?
A. Depending on the year of purchase, you will claim the credit on either your 2008 or 2009 federal income tax return.

►►Q12.  I don’t owe taxes and/or my income is exempt from tax and I do not have a filing requirement. Do I qualify for the credit? 
A. The credit is fully refundable and, if you qualify as a first-time homebuyer, having tax-exempt income will not preclude eligibility. Although there are maximum income limits for qualifying first-time homebuyers, there are no minimum income criteria. Thus, someone with no taxable income who qualifies as a first-time homebuyer may file for the sole purpose of claiming the credit for a refund.

Q13. Does the first-time homebuyer credit apply to homes located in the U.S. Territories?
A. No. 

Q. Would I be considered a first time homebuyer if I owned a principle residence outside of the United States within the previous three years?
A. Yes. A taxpayer who owned a principal residence outside of the United States within the last three years is not disqualified from taking the credit for a purchase within the United States.

Q14. If qualified, are homebuyers required to claim the first-time homebuyer credit?
A. No.

►►Q15. Who cannot take the credit?
A. If any of the following describe you, you cannot take the credit, even if you buy a new home:

· Your income exceeds the phase-out range. This means joint filers with MAGI of $170,000 and above and other taxpayers with MAGI of $95,000 and above.

· You buy your home from a close relative. This includes your spouse, parent, grandparent, child or grandchild.

· You do not use the home as your principal residence.

· You sell your home before the end of the year.

· You are a nonresident alien.

· You are, or were, eligible to claim the District of Columbia first-time homebuyer credit for any taxable year. (This does not apply for a home purchased in 2009.)

· Your home financing comes from tax-exempt mortgage revenue bonds. (This does not apply for a home purchased in 2009.)

· You owned a principal residence at any time during the three years prior to the date of purchase of your new home. For example, if you bought a home on July 1, 2008, you cannot take the credit for that home if you owned (my note: and used), or had an ownership interest in, another principal residence at any time from July 2, 2005, through July 1, 2008. 

Q16. Does previously inheriting a home and living in the inherited home automatically disqualify an individual as a first-time homebuyer with respect to a different home that is purchased within the prescribed 2008 and 2009 time frames?  
A. Yes, an ownership interest in a prior principal residence would preclude the taxpayer from being considered a first-time homebuyer. As long as the taxpayer owned and used the prior home as his principal residence, then he is not a first-time homebuyer. There is no exception for taxpayers who did not buy their prior residences. (05/06/09) 

Q17. Is a step-relative considered a related party? 

A. Step-relatives are neither ancestors nor lineal descendents and are therefore not related persons for purposes of the first-time homebuyer credit. (05/06/09)

Q18. If I claim the first-time homebuyer credit in 2009 and stop using the property as my main home before the 36 month period expires after I purchase, how is the credit repaid and how long would I have to repay it?
A. If, within 36 months of the date of purchase, the property is no longer used as the taxpayer's principal residence, the taxpayer is required to repay the credit.  Repayment of the full amount of the credit is due at that time the income tax return for the year the home ceased to be the taxpayer's principal residence is due. The full amount of the credit is reflected as additional tax on that year's tax return. Form 5405 and its instructions will be revised for tax year 2009 to include information about repayment of the credit. (05/06/09)

►►Q19. If a person does not actually make the payments on a home that’s their primary residence, but the deed and mortgage documents are in their name, can they be considered a first-time home buyer?  
A. Yes. If a taxpayer purchases a home to be used as a primary residence from an unrelated person and has not owned a home within the previous 36 months, the taxpayer is eligible for the first-time homebuyer credit regardless of who makes the mortgage payment. (05/06/09)

Q20. Do taxpayers affected by Hurricane Katrina or other disasters qualify as first-time homebuyers if their principal residence (i.e. main home) became uninhabitable more than three years ago and they have not formally disposed of the uninhabitable home or purchased or built a new home in the interim?  
A. A first-time homebuyer is an individual (and the individual's spouse, if married) who has not had an ownership interest in a principal residence (within the meaning of Section 121 of the Internal Revenue Code) during the three years before the date a new principal residence is purchased. Applying Section 121, a taxpayer can be a first-time homebuyer if the taxpayer has not owned and used a property as a principal residence at any time during the three years before the date of purchase of the new residence. Taxpayers affected by Hurricane Katrina who have owned but not used their property as a principal residence within the last three years may be eligible for the first-time homebuyer credit when they purchase a new principal residence. (05/07/09)

First-Time Homebuyer Credit Questions and Answers: Homes Purchased in 2008

Q21. How is the credit repaid on a 2008 home purchase?
A. The first-time homebuyer credit will be recaptured on Form 1040 as additional tax and is repaid in 15 equal annual installments beginning in the second tax year after the year in which the credit is claimed.

Q22. When must I pay back the credit for the home I purchased in 2008?  (Repaying the $7500 credit)
A. For homes purchased in 2008, the first-time homebuyer credit is similar to a 15-year interest-free loan. You must begin repaying the loan the second year after claiming the credit. It is repaid in 15 equal annual installments beginning with the second tax year after the year the credit is claimed.

For example, if you properly claim the maximum available credit of $7,500 on your 2008 federal tax return, you must begin repaying the credit by including one-fifteenth of this amount, or $500, as an additional tax on your 2010 federal tax return. Normally, $500 will be due each year from 2010 to 2024. 

2008 Return – Claimed credit

2010 Return – Begin repaying $500

There are a number of exceptions that apply to the repayment rule. Please see Form 5405 and its instructions; review the first-time homebuyer credit section of Publication 17, Your Federal Income Tax for Individuals; or consult your tax professional.

Q23. For homes purchased in 2008, how will the IRS know if someone sells their residence before the 15 years are up?
A. Through both self reporting and third-party information.

First-Time Homebuyer Credit Questions and Answers: Homes Purchased in 2009

Q24. Is the IRS currently accepting e-filed returns that claim the new $8,000 homebuyer credit in/for the 2008 tax year?
A. Yes. Taxpayers can file Form 5405, First Time Homebuyer Credit, electronically for home purchases in 2008 to claim the first-time homebuyer credit. IRS began processing these returns electronically on March 30, 2009.

Q25. I plan to build a home and occupy it in 2009. Can I claim the first-time homebuyer credit now and use the funds toward the down payment or other ongoing construction costs?
A. No. To qualify for the first time home buyer credit, the residence must be purchased. By statute, a residence which is constructed by the taxpayer is treated as purchased on the date the taxpayer first occupies the residence. (05/06/09)

Overlap of time period – Jan 2 to June 30
Q26. I bought my home in 2009 (early) and filed my 2008 tax return claiming the $7,500 first-time homebuyer credit that has to be repaid. Now the expanded law provides for an $8,000 credit that doesn’t have to be repaid. What do I need to do to get the $8,000 credit that doesn’t have to be paid back?
A. You can file an amended return.

Q27. If I purchase a home in June 2009, and have already filed my 2008 tax return, can I amend my 2008 return or will I have to claim it on my 2009 return?  
A. You can either file an amended return to claim it on your 2008 return or claim it on your 2009 return.

Q28. I am in the process of buying a home. I expect to close the deal before December 1, 2009. Can I claim the first-time homebuyer credit now? That would allow me to use the refund for a down payment.
A. No. You may not claim the credit in anticipation of a purchase that has yet to happen. Until you have finalized the purchase of your home, which for most purchasers occurs at the time of the closing, you do not qualify for the credit.  IRS news release 2009-27, First-Time Homebuyers Have Several Options to Maximize New Tax Credit, contains details for filing options if the home is purchased after April 15, 2009.

Q29: When must I pay back the credit for the home I purchased in 2009?
A:  Generally, there is no requirement to pay back the credit for a principal residence purchased in 2009. The obligation to repay the credit on a home purchased in 2009 arises only if the home ceases to be your principal residence within 36 months from the date of purchase. The full amount of the credit received becomes due on the return for the year the home ceased being your principal residence.

Q30. If I claim the first-time homebuyer credit for a purchase in 2009 and stop using the property as my principal residence before the 36 month period expires after I purchase, how is the credit repaid and how long would I have to repay it?
A. If, within 36 months of the date of purchase, the property is no longer used as your principal residence, you are required to repay the credit. Repayment of the full amount of the credit is due at that time the income tax return for the year the home ceased to be your principal residence is due. The full amount of the credit is reflected as additional tax on that year's tax return. Form 5405 and its instructions will be revised for tax year 2009 to include information about repayment of the credit.

First-Time Homebuyer Credit: Scenarios

S1. If a single person (Taxpayer A) qualifies as a first-time homebuyer at the time he/she purchases a home with someone (Taxpayer B) that is not a first-time homebuyer and then later that year they marry each other, is the credit still allowed?
A. Eligibility for the first-time homebuyer credit is determined on the date of purchase. If Taxpayer A, a first-time homebuyer, buys a house and then later that year marries Taxpayer B, not a first-time homebuyer, the credit is allowable to Taxpayer A. Taxpayer A may take the maximum credit.

►►S2. Taxpayer A is a single first-time home buyer. Taxpayer B (parent) cosigns for A and does not qualify. Both names are on the mortgage. Can Taxpayer A claim the credit and, if so, how much? 
A. Yes. Taxpayer B is not a first-time homebuyer and cannot claim any portion of the credit, but A may claim the entire credit ($7,500 for purchase in 2008; $8,000 for purchase in 2009), if the home was purchased as Taxpayer A's primary residence.

Review Pages 16, 17 and 19.  No Income, not making payments, co-signed by another!

S3. A taxpayer owned her principal residence. Several years ago, she decided to relocate to a rented apartment, but did not sell the former residence. Instead, she rented it out to tenants. Now the taxpayer plans to buy another house and make it her new principal residence. Does she qualify for the first-time homebuyer credit?
A. A taxpayer who owned rental property within the past three years is still eligible for the credit. The taxpayer cannot have owned and used a home as his or her principal residence within the last three years.

S4. If husband and wife wanted to sell the home that the wife owned when they got married, and the husband had not owned a home within the past three years, could he qualify as a first-time homebuyer for the credit even though the wife would not qualify?
A. No. The purchase date determines whether a taxpayer is a first-time homebuyer. Since the wife had ownership interest in a principal residence within the prior three years, neither taxpayer may take the first-time homebuyer credit. Section 36(c)(1) of the Internal Revenue Code requires that the taxpayer and the taxpayer's spouse not have an ownership interest in a principal residence within the prior three years from the date of purchase. The husband may not take the credit even if he filed on a separate return.

S5. Taxpayer purchased a home on April 24, 2008, while she was separated from her husband. Later in the year, they reconciled and were living together at the end of 2008. She has not owned a home since 2004 but he owned sold his home in 2006. They remained married the entire time. Is the taxpayer eligible for the first-time homebuyer credit?
A. No. The purchase date determines whether a taxpayer is a first-time homebuyer. Since the husband had ownership interest in a principal residence within the prior three years, and the taxpayers were legally married, neither taxpayer may take the first-time homebuyer credit. Section 36(c)(1) requires that the taxpayer and the taxpayer's spouse not have an ownership interest in a principal residence within the prior three years from the date of purchase. While individuals do not have to be married to get the credit, marriage (and legal separation) imputes ownership of a previous home upon the other spouse. The wife may not take the credit even if she filed on a separate return.

S6. have been estranged from my spouse for over three years and file married filing separate. I don’t know if my spouse has owned a main home in the last three years, but I have not. If I buy a house in 2009 that otherwise qualifies for the first-time homebuyer credit, can I claim the credit?
A. Section 36(c)(1) requires that the taxpayer and the taxpayer's spouse not have an ownership interest in a principal residence within the three years prior to the date of purchase. While individuals do not have to be married to get the credit, marriage (and legal separation) imputes ownership of a previous home upon the other spouse. If your spouse has not owned a main home in the last three years, then you may claim the credit.

S7. I am separated from my spouse and considered unmarried, and qualify for the unmarried head of household filing status. My spouse has owned a main home in the last three years, but I have not. If I buy a home on May 1, 2009, that otherwise qualifies, can I claim the first-time homebuyer credit?
A. No. Section 36(c)(1) requires that the taxpayer and the taxpayer's spouse not have an ownership interest in a principal residence within the three years prior to the date of purchase. While individuals do not have to be married to get the credit, marriage (and legal separation) imputes ownership of a previous home upon the other spouse. The taxpayer may not take the credit even if filed on a separate return.

S8. A qualifying taxpayer bought a home in August 2008 that needed a lot of work before occupying. They finished the renovations and moved in the home in January 2009. Can they claim the $8,000, since they did not occupy the home until 2009?
A. No. Taxpayers who purchase an existing home and renovate the property before moving in are eligible for the first-time homebuyer credit based on the date of purchase, not the date of occupancy.
Note:  This is not a construction – Date of Purchase applies.  Thus the $7500 rather than the $8000.   

Sales Tax Deduction for Vehicle Purchases    § 1008
The American Recovery and Reinvestment Act of 2009 provides a deduction for state and local sales and excise taxes paid on the purchase of new cars, light trucks, motor homes and motorcycles through 2009. The deduction is available regardless of whether a taxpayer itemizes deductions on Schedule A. Purchases before Feb. 17, 2009, are not eligible for this special deduction.

The deduction is limited to the tax on up to $49,500 of the purchase price of an eligible motor vehicle. The deduction is phased out for joint filers with modified adjusted gross income between $250,000 and $260,000 and other taxpayers with modified AGI between $125,000 and $135,000.

Taxpayers who make qualifying new vehicle purchase this year can estimate their deduction with the help of IRS Publication 919, "How Do I Adjust My Withholding?" Worksheet 10, lines 10a to 10k take into account purchases above the $49,500 limit, as well as the income phase-outs.

Seven Facts about the New Sales Tax Deduction for Vehicle Purchases

Taxpayers who buy a new car or several other types of motor vehicles this year may be entitled to a special tax deduction when they file their 2009 federal tax returns next year. The tax break is part of the American Recovery and Reinvestment Act of 2009.

Here are seven things you should know about this new deduction:

1. State and local sales taxes paid on up to $49,500 of the purchase price of qualifying vehicles are deductible.

2. Qualified motor vehicles generally include new (not used) cars, light trucks, motor homes and motorcycles.

3. Purchases must occur after Feb. 16, 2009, and before Jan. 1, 2010.

4. This deduction can be taken regardless of whether or not you itemize other deductions on your tax return.

5. Taxpayers will claim this deduction when filing their 2009 federal income tax return next year.

6. The amount of the deduction is phased out for taxpayers whose modified adjusted gross income is between $125,000 and $135,000 for individual filers and between $250,000 and $260,000 for joint filers.

7. The deduction may not be taken on 2008 tax returns.

Consumers who are considering buying a new car may find that this tax incentive means there may have never been a better time to buy.


http://www.dmv.state.va.us/webdoc/citizen/vehicles/sut.asp
Motor Vehicle Sales and Use Tax 
Unless exempted under Va. Code § 58.1-2403, Virginia levys a 3% Motor Vehicle Sales and Use Tax based on the vehicle's gross sales price or $35, whichever is greater. This tax is collected at the time of titling whenever a vehicle is sold and/or ownership of the motor vehicle changes. If you are exempt from the motor vehicle sales and use tax, as provided by statute § 58.1-2403, bring proof of your exemption status or complete the Purchaser's Statement of Tax Exemption (SUT3) indicating the reason for exemption. 

For the purposes of the Motor Vehicle Sales and Use Tax collection, gross sales price includes the dealer processing fee. The gross sales price is the vehicle price after the manufacturers' discounts or dealer price discounts. Gross sales price does not include any other price reductions, such as credit for trade-ins, rebates, unpaid liens or other unpaid credits.

If you are titling your vehicle in Virginia for the first time and you hold a valid assignable title or registration issued in your name by another state or a branch of the United States Armed Forces, you will not have to pay the Motor Vehicle Sales and Use Tax. However, if you purchased the vehicle within the preceding 12 months, you must provide proof that the sales and use tax was paid elsewhere in order to be exempt in Virginia.

For a transaction between private individuals, the minimum Motor Vehicle Sales and Use Tax is calculated based on the trade-in value given in the NADA Official Used Car Guide. You must present either an Affidavit for Procurement of Title (SUT-1A) if the vehicle is 5 years old or newer (based on the model year) or a Bill of Sale if the vehicle is more than 5 years old. (The sale price placed on a title certificate by the seller is the equivalent of a bill of sale.) A bill of sale must be signed by both the seller and the buyer to include the full vehicle description, vehicle identification number and date of sale. 

Maximum Deduction $49,500 x 3% = $1,485

There was a time when $1200 would buy a car.  Now it's the sales tax.

Tax Exemption for Unemployment Benefits in 2009    § 1007
Under the American Recovery and Reinvestment Act (ARRA), the first $2,400 of unemployment benefits an individual receives in 2009 are tax free. This provision applies only to benefits received in 2009: Normally, unemployment benefits are taxable.

Individuals who receive unemployment benefits this year should check their withholding to ensure they are not having unnecessary tax withheld. IRS News Release 2009-29 has more detail on this provision.

With taxes what they are today, a fellow has to be unemployed to make a living.

Energy Incentives for Individuals and Business in the American Recovery and Reinvestment Act

The American Recovery and Reinvestment Act (ARRA) provides numerous tax incentives for individuals and businesses to invest in energy-efficient products.

On April 22, 2009 The IRS announced details on these incentives  IR-2009-44 - including tax credits for installation of energy-efficient windows, doors and heating and cooling equipment, as well as funding for renewable energy power plants (page 23 below).

Fact Sheet 2009-10 (see page 24) contains a broader listing of energy-related provisions in the ARRA, including residential credits, plug-in vehicle credits, energy bonds and more.

IR-2009-44, April 22, 2009

WASHINGON — The Internal Revenue Service today reminded individual and business taxpayers that many energy-saving steps taken this year may result in bigger tax savings next year. 

The recently enacted American Recovery and Reinvestment Act (ARRA) of 2009 contained a number of either new or expanded tax benefits on expenditures to reduce energy use or create new energy sources.

The IRS encouraged individuals and businesses to explore whether they are eligible for any of the new energy tax provisions. More information on the wide range of energy items is available on the special Recovery section of IRS.gov. For a larger listing of ARRA’s energy-related tax benefits, see Fact Sheet 2009-10.

Tax Credits for Home Energy Efficiency Improvements Increase    § 1121
Homeowners can get bigger tax credits for making energy efficiency improvements or installing alternative energy equipment.

The IRS also announced homeowners seeking these tax credits can temporarily rely on existing manufacturer certifications or appropriate Energy Star labels for purchasing qualifying products until updated certification guidelines are announced later this spring.

“These new, expanded credits encourage homeowners to make improvements that will make their homes more energy efficient,” said IRS Commissioner Doug Shulman. “People can improve their homes and save money over the long run.”

ARRA provides for a uniform credit of 30 percent of the cost of qualifying improvements up to $1,500, such as adding insulation, energy-efficient exterior windows, and energy-efficient heating and air conditioning systems. The new law replaces the old law combination available in 2007 of a 10-percent credit for certain property and a credit equal to cost up to a specified amount for other property.

The new law also raised the limit on the amount that can be claimed for improvements placed in service during 2009 and 2010 to $1,500, instead of the $500 lifetime limit under the old law.

In addition, the new law has increased the energy efficiency standards for building insulation, exterior windows, doors, and skylights, certain central air conditioners, and natural gas, propane or oil water heaters placed in service after Feb. 17, 2009.

IRS guidance issued before the enactment of ARRA will be modified in the near future to reflect the new energy efficiency standards. In the meantime, homeowners may continue to rely on manufacturers’ certifications that were provided under the old guidance and on Energy Star labels for exterior windows and skylights in determining whether property purchased before June 1, 2009, qualifies for the credit. Manufacturers should not continue to provide certifications for property that fails to meet the new standards.

The new law also eliminates the cap on the 30 percent tax credit for alternative energy equipment, such as solar water heaters, geothermal heat pumps and small wind turbines, installed in a home. The cap generally has been eliminated for these improvements beginning in the 2009 tax year. The IRS today issued Notice 2009-41, which explains the effects of this change.
DO NOT LET YOUR CLIENTS TAKE THE WORD OF THE SALESMAN.

Funding Options for Renewable Energy Power Plants
Business taxpayers who place in service facilities that produce electricity from wind and some other renewable resources can choose one of three options to fund the project: a tax credit based on the amount invested, a tax credit based on the energy produced or a grant.

The flexibility to choose among these options was enacted as part of ARRA.

Taxpayers may opt to claim the energy investment tax credit, which generally provides a 30 percent tax credit for investments in energy projects, instead of the production tax credit, which can provide a credit of up to 2.1 cents per kilowatt-hour for electricity produced from renewable sources.

Taxpayers making qualified investments that are placed in service after 2008 and before 2014 (or 2013 for wind facilities) can make an irrevocable election to claim the energy investment tax credit instead of the renewable electricity production tax credit. IRS will issue guidance explaining how to make the election.

Taxpayers also can claim a grant once the property is placed in service instead of claiming either the energy investment tax credit or the renewable energy production tax credit. For qualified renewable energy facilities, the grant is 30 percent of the investment in the facility as long as construction begins in 2009 or 2010 and the property is placed in service before 2014 (2013 for wind facilities). The Treasury Department will issue guidance explaining how the grant works and how to apply.

Taxpayers electing to receive the grant, created by the ARRA, will not be eligible for either of the tax credits. Proceeds from the grants are not includible in the taxpayer’s gross income, but the grant amount is subject to recapture if the property is disposed of or otherwise ceases to qualify.

For more information on the renewable electricity production tax credit under Section 45 see Notice 2008-60 and Notice 2008-48, and for more information on the energy investment tax credit under Section 48 see Notice 2008-68.

Energy Provisions of the American Recovery and Reinvestment Act of 2009

FS-2009-10, April 2009

The American Recovery and Reinvestment Act of 2009 (ARRA) provides energy incentives for both individuals and businesses.

Here are some of the key energy provisions in ARRA that may impact taxpayers:

Residential Energy Property Credit (Section 1121): The new law increases the energy tax credit for homeowners who make energy efficient improvements to their existing homes. The new law increases the credit rate to 30 percent of the cost of all qualifying improvements and raises the maximum credit limit to $1,500 for improvements placed in service in 2009 and 2010.

$5,000 x 30% = $1,500

The credit applies to improvements such as adding insulation, energy efficient exterior windows and energy-efficient heating and air conditioning systems.

A similar credit was available for 2007, but was not available in 2008. Homeowners should be aware that the standards in the new law are higher than the standards for the credit that was available in 2007 for products that qualify as “energy efficient” for purposes of this tax credit. The IRS will issue guidance that will allow manufacturers to certify that their products meet these new standards.

Until the guidance is released, homeowners generally may continue to rely on manufacturers’ certifications that were provided under the old guidance. For exterior windows and skylights, homeowners may continue to rely on Energy Star labels in determining whether property purchased before June 1, 2009, qualifies for the credit. Manufacturers should not continue to provide certifications for property that fails to meet the new standards.

Residential Energy Efficient Property Credit (§ 1122): This nonrefundable energy tax credit will help individual taxpayers pay for qualified residential alternative energy equipment, such as solar hot water heaters, geothermal heat pumps and wind turbines. The new law removes some of the previously imposed maximum amounts and allows for a credit equal to 30 percent of the cost of qualified property. See Notice 09-41.
Plug-in Electric Drive Vehicle Credit (§ 1141): The new law modifies the credit for qualified plug-in electric drive vehicles purchased after Dec. 31, 2009. To qualify, vehicles must be newly purchased, have four or more wheels, have  a gross vehicle weight rating of less than 14,000 pounds, and draw propulsion using a battery with at least four kilowatt hours that can be recharged from an external source of electricity. The minimum amount of the credit for qualified plug-in electric drive vehicles is $2,500 and the credit tops out at $7,500, depending on the battery capacity. The full amount of the credit will be reduced with respect to a manufacturer's vehicles after the manufacturer has sold at least 200,000 vehicles.

Plug-In Electric Vehicle Credit (§ 1142): The new law also creates a special tax credit for certain low-speed electric vehicles (including those with two and three wheels). The amount of the credit is 10 percent of the cost of the vehicle, up to a maximum credit of $2,500 for purchases made after Feb. 17, 2009, and before Jan. 1, 2012. To qualify, a vehicle must be either a low speed vehicle propelled by an electric motor that draws electricity from a battery with a capacity of 4 kilowatt hours or more or be a two- or three-wheeled vehicle propelled by an electric motor that draws electricity from a battery with the capacity of 2.5 kilowatt hours. A taxpayer may not claim this credit if the plug-in electric drive vehicle credit is allowable.

Conversion Kits (§ 1143):  The new law also provided a tax credit for plug-in electric drive conversion kits. The credit is equal to 10 percent of the cost of converting a vehicle to a qualified plug-in electric drive motor vehicle and placed in service after Feb. 17, 2009. The maximum amount of the credit is $4,000. The credit does not apply to conversions made after Dec. 31, 2011. A taxpayer may claim this credit even if the taxpayer claimed a hybrid vehicle credit for the same vehicle in an earlier year.

Treatment of Alternative Motor Vehicle Credit as a Personal Credit Allowed Against AMT (§ 1144): Starting in 2009, the new law allows the Alternative Motor Vehicle Credit, including the tax credit for purchasing hybrid vehicles, to be applied against the Alternative Minimum Tax. Prior to the new law, the Alternative Motor Vehicle Credit could not be used to offset the AMT. This means the credit could not be taken if a taxpayer owed AMT or was reduced for some taxpayers who did not owe AMT. 

New Clean Renewable Energy Bonds (§ 1111): The new law increases the amount of funds available to issue new clean renewable energy bonds from the one-time national limit of $800 million to $2.4 billion. These qualified tax credit bonds can be issued to finance certain types of facilities that generate electricity from renewable sources (for example, wind and solar).

Qualified Energy Conservation Bonds (§ 1112): The new law increases the amount of funds available to issue qualified energy conservation bonds from the one-time national limit of $800 million to $3.2 billion. These qualified tax credit bonds can be issued to finance governmental programs to reduce greenhouse gas emissions and other conservation purposes.

Extension of Renewable Energy Production Tax Credit (§ 1101): The new law generally extends the “eligibility dates” of a tax credit for facilities producing electricity from wind, closed-loop biomass, open-loop biomass, geothermal energy, municipal solid waste, qualified hydropower and marine and hydrokinetic renewable energy.  The new law extends the "placed in service date"   for wind facilities to Dec. 31, 2012.  For the other facilities, the placed-in-service date was extended from December 31, 2010 (December 31, 2011 in the case of marine and hydrokinetic renewable energy facilities) to Dec. 31, 2013.

Election of Investment Credit in Lieu of Production Credit (§ 1102): Businesses who place in service facilities that produce electricity from wind and some other renewable resources after Dec 31, 2008 can choose either the energy investment tax credit, which generally provides a 30 percent tax credit for investments in energy projects or the production tax credit, which can provide a credit of up to 2.1 cents per kilowatt-hour for electricity produced from renewable sources.  A business may not claim both credits for the same facility.

Repeal of Certain Limits on Business Credits for Renewable Energy Property (§ 1103): The new law repeals the $4,000 limit on the 30 percent tax credit for small wind energy property and the limitation on property financed by subsidized energy financing. The repeal applies to property placed in service after Dec. 31, 2008. 

Coordination With Renewable Energy Grants (§ 1104): Business taxpayers also can apply for a grant instead of claiming either the energy investment tax credit or the renewable energy production tax credit for property placed in service in 2009 or 2010.  In some cases, if construction begins in 2009 or 2010, the grant can be claimed for energy investment credit property placed in service through 2016, and for qualified renewable energy facilities, the grant is 30 percent of the investment in the facility and the property must be placed in service before 2014 (2013 for wind facilities). 

Temporary Increase in Credit for Alternative Fuel Vehicle Refueling Property ((§ 1123): The new law modifies the credit rate and limit amounts for property placed in service in 2009 and 2010. Qualified property (other than property relating to hydrogen) is now eligible for a 50 percent credit, and the per-location limit increases to $50,000 for business property (increases to $2,000 for other/residential locations). Property relating to hydrogen keeps the 30 percent rate as before, but the per-business location limit rises to $200,000.

ARRA and the Earned Income Tax Credit    § 1002
The American Recovery and Reinvestment Act (ARRA) provides a temporary increase in the earned income tax credit (EITC) for taxpayers with three or more qualifying children. The maximum EITC for this new category is $5,657. ARRA also increases the beginning point of the phaseout range for the credit for all married couples filing a joint return, regardless of the number of children. These changes apply to 2009 and 2010 tax returns.

The earned income tax credit is a refundable credit intended to help people who work but earn modest incomes. The credit begins to phase out at $21,420 for married taxpayers filing a joint return with children and completely phases out at $40,463 for one child, $45,295 for two children and $48,279 for three or more children. For married taxpayers filing a joint return with no children, the credit begins to phase out at $12,470 and completely phases out at $18,440.




2008 phase out

2009 phase out (if I read it right)
MFJ
No Child

10,200 -> 15,850

12,470 -> 18,440

MFJ
1 Child

18,750 -> 36,950 

21,420 -> 40,463

MFJ
2 Children
18,750 -> 41,650

21,420 -> 45,295

MFJ
3 or more
N/A       -> N/A

21,420 -> 48,279
    MAX=5,657 EIC
ARRA and the Additional Child Tax Credit    § 1003
Under the American Recovery and Reinvestment Act (ARRA), more families will be eligible for the additional child tax credit because of a change to the way the credit is figured.

Taxpayers who cannot take full advantage of the child tax credit because the credit is more than the taxes they owe may receive a payment for some or all of the credit not used to offset their taxes. It is a refundable credit, which means taxpayers may receive refunds even when they do not owe any tax.

ARRA reduces the minimum earned income amount used to calculate the additional child tax credit to $3,000. Before ARRA, the minimum earned income amount was set to rise to $12,550. Reducing the amount to $3,000 permits more taxpayers to use the additional child tax credit and increases the amount of the payments they may receive.

This change applies to tax years beginning in 2009 and 2010.

American Opportunity Credit    § 1004

Under the American Recovery and Reinvestment Act (ARRA), more parents and students will qualify over the next two years for a tax credit, the American Opportunity Credit, to pay for college expenses.

The American Opportunity Credit is not available on the 2008 returns taxpayers are filing during 2009. The new credit modifies the existing Hope Credit for tax years 2009 and 2010, making the Hope Credit available to a broader range of taxpayers, including many with higher incomes and those who owe no tax. It also adds required course materials to the list of qualifying expenses and allows the credit to be claimed for four post-secondary education years instead of two. Many of those eligible will qualify for the maximum annual credit of $2,500 per student.

The full credit is available to individuals whose modified adjusted gross income is $80,000 or less, or $160,000 or less for married couples filing a joint return. The credit is phased out for taxpayers with incomes above these levels. These income limits are higher than under the existing Hope and Lifetime Learning Credits.  For more information, see Publication 970, Tax Benefits for Education.

Note:  Hope Scholarship Credit was:

100% of first $1200
= $1200
50% of next $1200
= $  600
Total


= $1800
Note:  Lifetime Learning Credit was:

20% of first $10000
= $2000

Hope Scholarship Credit has been renamed American Opportunity Credit for 2009 and 2010.

· Amount:

100 % up to $2000 plus,


= $2000

25% of expenses over $2000 to $4000
= $  500
Total




= $2500
· Allowed for the first 4 years of post-secondary education

· Expenses include tuition, fees and (NEW) course materials  (books).

· Phase out starts at $80000 and $160000.

· Allowed against AMT
· Up to 40% of the credit may now be refundable

Computers as Qualified Education Expenses in 529 Education Plans.    § 1005
Section 529 Education Plans are tax-advantaged savings plans that cover all qualified education expenses, including: tuition, room & board, mandatory fees and books. The bill provides that computers and computer technology qualify as qualified education expenses.
Does not include software for sports, games or hobbies unless the software is predominately for education.
Qualified Transportation Fringe Benefits under ARRA    § 1151
Under the American Recovery and Reinvestment Act (ARRA), the monthly tax exclusion for employer-provided commuter highway vehicle transportation and transit pass benefits increased to $230, effective from March through December 2009.

Employees may exclude from income $230 per month in transit benefits and $230 per month in parking benefits –– up to a maximum of $460 per month. Employees may receive benefits for commuter transportation and transit passes and benefits for parking during the same month; they are not mutually exclusive.

These qualified transportation fringe benefits are excluded from an employee's gross income for income tax purposes and from an employee's wages for payroll tax purposes.

Previously, there were two separate monthly exclusion amounts, one for transit passes and commuter highway transportation — such as commuter vans — and a different one for qualified parking. The exclusion amount for qualified parking was set at a higher rate. The new law makes all the exclusion amounts equal and sets them at the higher rate for qualified parking. The law provides the equal benefits through Dec. 31, 2010.

The monthly exclusion amount for 2010 will be adjusted for inflation. It has not yet been set.

More information is available in IRS Publication 15T, New Wage Withholding and Advanced Earned Income Credit Payment Tables (for wages paid through December 2009)

Net Operating Loss Carryback     § 1211
Sec. 179 Deduction     § 1201
and Other ARRA Business Provisions

Small businesses with deductions exceeding their income in 2008 can use a new net operating loss tax provision in the American Recovery and Reinvestment Act (ARRA) to get a refund of taxes paid over the past five years instead of the usual two.

To accommodate the change in tax law, the IRS has updated Publication 536, as well as the instructions for Form 1045 and Form 1139, which small businesses will use to take advantage of the carryback provision.

· Publication 536, Net Operating Losses (NOLs) for Individuals, Estates and Trusts

· Form 1045, Instructions
· Form 1139, Instructions
An IRS news release and question-and-answer document (see page 29) issued March 16, have more information on the net operating loss carryback provision.

Technical information is contained in Revenue Procedure 2009-26.

Questions and Answers for ARRA - Section 1211 5-year Net Operating Loss Carryback Election for Small Businesses

Q1: Do I have to carry back my net operating loss (NOL) for the full five year period?
A: No. You can elect to carryback the loss for any number of years from three to five, but remember that this is an irrevocable election.

Q2: Can I waive the carryback period and instead carry the full loss forward for the next 20 years?
A: Yes. You can waive the carryback period and instead carry the full loss forward for the next 20 years, but remember that this is an irrevocable election.

Q3: If my business operates on a fiscal year that ended in the middle of 2008, which year do I use?
A: You may elect for either 2008 or 2009, but not both.  Whichever you choose, remember that this is an irrevocable election, and can be made for only one tax year.

Q4: Can you explain what an irrevocable election is? 

A: Basically, it means that once you select how you are going to handle your NOL, whether to carry back a certain number of years or to only carry forward the losses, then you may not change this selection.

Q5: I had slightly more than $15 million in gross receipts last year, am I eligible for the five-year carryback?
A: It depends. To qualify for this particular 5-year carryback election the law says that the business must have an AVERAGE of less than $15 million in gross receipts over a three-year period ending with the year giving rise to the loss.  If your business gross receipts average more than $15 million over the three-year period, the normal two-year carryback applies.

Q6: I filed my 2008 return already, but now, in light of the new law, I want to amend it, can I do this?
A: If the 2008 return has already been filed, you may still make the election by the later of – (A) six months after the due date of the return (determined without extensions), or (B) April 17, 2009.  If you previously elected on that return to waive the normal 2-year NOL carryback, you may revoke that election in order to elect the 3 to 5-year carryback, provided you make your revocation and new election on or before April 17, 2009. 

Q7: Can I use this for a 2009 return?
A:  The law specifically states that the election is available for the tax year ending in 2008, unless the taxpayer elects this carryback for the tax year beginning in 2008. A calendar year taxpayer can elect only for 2008.  A fiscal-year taxpayer whose year ends in 2008 can elect either for its fiscal year ending in 2008 or its fiscal year beginning in 2008 and ending in 2009, but not both.

Q8: When is the deadline for taking advantage of this NOL provision?
A:  For a taxpayer who already has filed a return for the year of the loss for which the taxpayer wants to elect the special 2008 NOL carryback, see Q&A #6.  If a taxpayer has not filed a return for the year of the loss, the taxpayer has until the later of – (A) the due date (with extensions) of the return for the year of the loss, or (B) April 17, 2009.  The law will not allow for any extension of this deadline. After the later of these dates, you will have to use the current law provision of a two-year carryback.

Q9: How long will this law be in effect?
A: The law is in effect for a taxpayer's NOL for any taxable year ending in 2008, or if elected by the taxpayer, the NOL for any taxable year beginning in 2008. However, any election under this provision may be made only with respect to one taxable year.

Q10: Are there any exceptions for which the IRS will accept an election after the due dates described in Q&A #8?
A:  Generally no.  However, if the taxpayer has timely filed its return without making the election, an automatic six-month extension from the return due date (excluding extensions) is available. 

Q11: Assuming the taxpayer makes an election for the tax period ending January 2008, may the taxpayer make the election for the tax period ending January 2009?
A: No, a taxpayer may make the election for only one tax year, either beginning or ending in 2008.

Q12: If the taxpayer makes an unallowable second election on a tentative carryback what will happen?
A: If the taxpayer makes an unallowable second election on a tentative carryback claim (Form 1139), a letter with specific language will be used to reject the claim.

Q13: What else should the taxpayer do when it makes the election on the return for the tax year of the loss? (05/07/09)

A: The taxpayer should attach a statement to the return saying that the taxpayer is electing to apply section 172(b)(1)(H), and describing the length of the carryback period elected (3, 4, or 5 years). 

Q14: If the taxpayer already filed its return for the tax year of the loss without making the election, what should the taxpayer do to make the election?(05/07/09)

A: The taxpayer should file an application for tentative refund (Form 1045 or Form 1139) or an amended return for the earliest tax year of the carryback period elected by the taxpayer (3, 4 or 5 years).  No statement is required to be attached to these forms.  The form must be filed by the later of – (A) six months after the due date of the return for the tax year of the loss (determined without extensions), or (B) April 17, 2009.  

Q15: The Internal Revenue Service issued new guidance (i.e., Rev. Proc. 2009-26) for 5-year NOL carryback election.  If I followed the old guidance (i.e., Rev. Proc. 2009-19) to make the election, do I need to do anything? (05/07/09)

A: No.  If you made the election pursuant to Rev. Proc. 2009-19, your election is valid and you do not need to do anything.   

 Related Items:

· News Release 2009-26, New Law Extends Net Operating Loss Carryback for Small Businesses; IRS to Ensure Refunds Paid Timely

· Net Operating Loss Carryback and Other ARRA Business Provisions
· IRS Information Related to the American Recovery and Reinvestment Act of 2009
Section 179 Deduction   § 1201 and § 1202
A qualifying taxpayer can choose to treat the cost of certain property as an expense and deduct it in the year the property is placed in service instead of depreciating it over several years. This property is frequently referred to as section 179 property.

Under ARRA, qualifying businesses can continue to expense up to $250,000 of section 179 property for tax years beginning in 2009. Without ARRA, the 2009 expensing limit for section 179 property would have been $133,000. The $250,000 amount provided under the new law is reduced if the cost of all section 179 property placed in service by the taxpayer during the tax year exceeds $800,000.

The new law does not alter the section 179 limitation imposed on sport utility vehicles, which have an expense limit of $25,000.

More Help for Small Business

The current administration is doing a lot for small business; the problem is before this administration the small business was a big business. 

The Recovery Act also includes the following business-related provisions:

Reduction of Estimated Tax Payments:   § 1212  Normally, small businesses have to pay 110 percent of their previous year’s taxes in estimated taxes. The Recovery Act permits small businesses to reduce their estimated payments to 90 percent of the previous year’s taxes.

Extension of Bonus Depreciation Deductions Through 2009: Bonus depreciation is extended through 2009, allowing businesses to take a larger tax deduction within the first year of a property’s purchase.

Capital Gains Tax Break for Investment in Small Business:   § 1241 Investors in small business who hold their investments for five years can exclude from taxation 75 percent of their capital gains.

Under current law, Section 1202 provides a 50% exclusion for the gain from the sale of certain small business stock held for more than five years.  The new law provides that for QSBS acquired after 2/1/2009 and before 1/1/2011, the 50% gain exclusion is increased to 75%.

Extension of AMT Relief
Two provisions of the Act will help shield more than 26 million families from having to pay the AMT this year: 1) (§ 1012) increasing the AMT exemption amount by $46,700 for individuals ($70,950 MFJ) in 2009, and 2) (§ 1011) allowing nonrefundable credits to offset AMT as well as regular tax.

Under the Freedom of Information Act, a man with a small business sent a request to the IRS asking if they had a file on him.

The IRS wrote back, “We do now!”

COBRA Health Insurance Continuation Premium Subsidy

The American Recovery and Reinvestment Act of 2009 establishes an employer-provided subsidy for employees who involuntarily lose their jobs. The IRS issued a news release Feb. 26 outlining information for employers. Individuals who qualify for the COBRA subsidy premium should see below for more information.

Information for Employers

Do you have questions on how to administer the COBRA continuation premium subsidy to former employees? These questions and answers may help.

Employers should use the updated Form 941, Employer's Quarterly Federal Tax Return, to report their COBRA premium assistance payments.

The Form 941 Instructions explain how to complete lines 12a and 12b, which address the COBRA premium assistance payments.

Additional information may be found in Notice 2009-27, Premium Assistance for COBRA Benefits.

Information for Employees or Former Employees

Workers who have lost their jobs may qualify for a 65 percent subsidy for COBRA continuation premiums for themselves and their families for up to nine months.

Eligible workers will have to pay 35 percent of the premium to their former employers.

To qualify, a worker must have been involuntarily separated between Sept. 1, 2008, and Dec. 31, 2009. Workers who lost their jobs between Sept. 1, 2008, and enactment, but failed to initially elect COBRA because it was unaffordable, get an additional 60 days to elect COBRA and receive the subsidy.

This subsidy phases out for individuals whose modified adjusted gross income exceeds $125,000, or $250,000 for those filing joint returns. Taxpayers with modified adjusted gross income exceeding $145,000, or $290,000 for those filing joint returns, do not qualify for the subsidy.

More information on the COBRA subsidy is available from the U.S. Department of Labor.

http://www.dol.gov/ebsa/faqs/faq-cobra-premiumreductionEE.html
Q: Who is eligible for a new, second election opportunity for COBRA coverage?
A: Qualified beneficiaries whose qualifying event was an involuntary termination of employment during the period from September 1, 2008 through February 16, 2009 who did not elect COBRA when it was first offered or who did elect COBRA but are no longer enrolled (for example, those who dropped COBRA coverage because they were unable to continue paying the premium) have a new, second election opportunity. Individuals eligible for the extended COBRA election period must receive a notice informing them of this opportunity. This notice must be provided by April 18, 2009 and individuals have 60 days after the notice is provided to elect COBRA. However, this special election period does not extend the period of COBRA continuation coverage beyond the original maximum period (generally 18 months from the employee's involuntary termination). COBRA coverage elected in this special election period begins with the first period of coverage beginning on or after February 17, 2009. 
Tax Law Question:

College Student (18 years old) is going away to college this fall.  Student has never owned a principal residence before.  This summer (July 2009) before starting school, the student purchases a home from an unrelated person to live in at college.  The Father (not a first time home buyer) cosigns the mortgage loan and both the Student’s and the Father’s names are on the Deed and Mortgage Loan.  The Student is not actually making the mortgage payments – the Father is.  Does the Student qualify for the $8,000 First Time Home Buyers Credit, assuming the Student files a 2009 tax return solely for the purpose of claiming the credit?  Does it matter if the Student claims his own exemption or not?  Also will the Student be able to rent out several bedrooms to other students as long as the rental income is claimed on Schedule E?
Below I am quoting questions and answers from the IRS website:
First-Time Homebuyer Credit Questions and Answers: Basic Information

http://www.irs.gov/newsroom/article/0,,id=206291,00.html
Q.  I purchased a home that qualifies for the first-time homebuyer credit. I will be renting two of the bedrooms and reporting the rental income on Schedule E. Will I still qualify for the credit if I use the home as my principal residence?

A. Yes, if you meet all first-time homebuyer eligibility requirements. See Form 5405, First-Time Homebuyer Credit, for more details.

Q.  I don’t owe taxes and/or my income is exempt from tax and I do not have a filing requirement. Do I qualify for the credit? 

A. The credit is fully refundable and, if you qualify as a first-time homebuyer, having tax-exempt income will not preclude eligibility. Although there are maximum income limits for qualifying first-time homebuyers, there are no minimum income criteria. Thus, someone with no taxable income who qualifies as a first-time homebuyer may file for the sole purpose of claiming the credit for a refund.

Q. Who cannot take the credit?
A. If any of the following describe you, you cannot take the credit, even if you buy a new home:

· Your income exceeds the phase-out range. This means joint filers with MAGI of $170,000 and above and other taxpayers with MAGI of $95,000 and above.

· You buy your home from a close relative. This includes your spouse, parent, grandparent, child or grandchild.

· You do not use the home as your principal residence.

· You sell your home before the end of the year.

· You are a nonresident alien.

· You are, or were, eligible to claim the District of Columbia first-time homebuyer credit for any taxable year. (This does not apply for a home purchased in 2009.)

· Your home financing comes from tax-exempt mortgage revenue bonds. (This does not apply for a home purchased in 2009.)

· You owned a principal residence at any time during the three years prior to the date of purchase of your new home. For example, if you bought a home on July 1, 2008, you cannot take the credit for that home if you owned (my note: and used), or had an ownership interest in, another principal residence at any time from July 2, 2005, through July 1, 2008. 

Q. If a person does not actually make the payments on a home that’s their primary residence, but the deed and mortgage documents are in their name, can they be considered a first-time home buyer?  

A. Yes. If a taxpayer purchases a home to be used as a primary residence from an unrelated person and has not owned a home within the previous 36 months, the taxpayer is eligible for the first-time homebuyer
First-Time Homebuyer Credit: Scenarios
http://www.irs.gov/newsroom/article/0,,id=206294,00.html
S2. Taxpayer A is a single first-time home buyer. Taxpayer B (parent) cosigns for A and does not qualify. Both names are on the mortgage. Can Taxpayer A claim the credit and, if so, how much? 

A. Yes. Taxpayer B is not a first-time homebuyer and cannot claim any portion of the credit, but A may claim the entire credit ($7,500 for purchase in 2008; $8,000 for purchase in 2009), if the home was purchased as Taxpayer A's primary residence.
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