TAX LAW EXTENDERS FOR 2009

Zero Tax on Capital Gains and Dividend Income

Beginning in 2008 and continuing through 2010, long-term capital gain and dividend income that would otherwise be taxed at the regular 15% and/or the regular 10% rate, will now be taxed at a zero rate.  This new change will not only affect taxpayers in these lower tax-brackets, but will also impact taxpayers that are taxed well beyond 15%.  This change depends on an individual’s filing status, taxable income and the portion of taxable income that consists of long-term capital gain and qualifying dividend income. 

Debt forgiveness

In 2007, the IRS developed new laws to provide assistance to homeowners who lost their home to foreclosure or who restructured their mortgage for a reduced amount.  This forgiveness of debt is normally taxable.  However, the provision to exclude up to $2 million of mortgage debt forgiveness on a principal residence was extended through 2012.  The exclusion applies to debt used to acquire, construct or substantially improve your main home and secured by that home.  Borrowers whose debt is reduced or eliminated will still receive a Form 1099-C from their mortgage lender. 

AMT (alternative minimum tax) Exemption Increases

Each year the threat of decreased AMT exemption amounts means that millions of taxpayers would suddenly be subject to AMT tax. A final ruling for 2008 stopped the dramatic reduction previously suggested for 2008 and kept the AMT exemption amounts steady…at least for one more year. For 2009, taxpayers can rest easy for at least one more year. The following chart displays the 2008 and increased 2009 exemption amounts:


	Filing Status
	
	2008 exemption amounts
	
	2009 exemption amounts

	Joint 
	
	$69,950
	
	$70,950

	Single
	
	$46,200
	
	$46,700

	Married Separate
	
	$34,975
	
	$35,475


Unless otherwise extended again, 2010 AMT exemption amounts are currently planned to decrease dramatically, thus increasing the number of taxpayers who are subject to AMT.

Itemized Deductions

· The option to deduct state and local general sales taxes in lieu of state and local income taxes continues for 2009

· The additional standard deduction for real property taxes up to $500 ($1,000 married filing jointly) continues for 2009

Education Deductions

· The “above-the-line” deduction for qualifying tuition and related expenses paid to an accredited college is set to expire in 2009.  The maximum deduction is $4,000 subject to adjusted gross income not exceeding $130,000 on a joint tax return and $65,000 on a single tax return.

· Teachers’ classroom expenses up to $250 are deductible “above-the-line” in 2009.  Barring further Congressional action, these expenses will be deductible as an itemized deduction subject to the 2% adjusted gross income limit in 2010.

Charitable IRA Distributions 

For taxpayers who are at least 70½ , up to $100,000 of IRA distributions can be made directly to a charitable organization without recognizing any income on the distribution. This provision expires after 2009. 

California Extenders

Net Operating Loss (NOL) Deduction: For 2008 and 2009, the NOL deduction has been suspended.  However, losses can still be carried forward for 20 years.  In addition, beginning in 2011 California will partially conform to IRS rules by allowing a two-year carryback of losses.  
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