2009 TAX ACTS

HIGHLIGHTS


· Suspension of  Required Minimum Distribution 
Under previous tax law, individuals over the age of 70 ½ with retirement accounts were required to make annual withdrawals based on the size of the account and their age.  The new law eliminates this required minimum distribution for 2009.  This provision applies to all individuals (including beneficiaries) owning a defined-contribution plan such as a 401(k), 403(b), 457(b), or IRA, regardless of the size of the account.  The intent is to allow retirees to keep the money in their account(s) if they so choose, and possibly recover some losses.


· Making Work Pay Credit (or more aptly named: the 2009 stimulus “rebate”)
Eligible individuals are allowed a refundable tax credit that is the lesser of $400 if filing single and $800 for a joint return or 6.2% of an individual’s earned income.  The credit begins to phase out for those individuals with adjusted gross income greater than $75,000 if single or $150,000 for married filing jointly.  The credit was actually disbursed throughout 2009 through the revision of the standard withholding tables.  In other words, individuals received the credit through decreased withholdings in 2009 and should not expect any additional refund at the time of filing their 2009 tax return.

**Note: Withholdings changed for ALL individuals, including those that may not be eligible to receive the credit.

 This could mean a tax liability increase of up to $400 if single or $800 if married filing jointly for 2009.

· Partial Unemployment Compensation Exclusion
Individuals may exclude up to $2,400 of unemployment compensation from gross income.  Prior to 2009, all unemployment compensation had to be included in gross income for federal income tax calculations.

· Government Retirees
If you are not eligible for social security benefits, a one-time refundable tax credit of $250 is available in 2009.  The credit will offset your pension income. 

· Sales Tax Deduction for Auto Purchases
A deduction is allowed for the sales tax paid on car purchases not exceeding $49,500 made between February 17, 2009 and January 1, 2010.  The deduction is phased out ratably for individuals with adjusted gross income greater than $125,000 if single or $250,000 for married filing jointly.  Individuals that claim the standard deduction are also allowed an additional deduction for the sales tax paid.

· First-time Homebuyer Credit (FTHC) Revised
The revision to the homebuyer credit created quite a stir among individuals that took advantage of the previous version of FTHC.  The original FTHC was essentially a $7,500 15-year interest-free loan to first-time buyers purchasing a home between April 8, 2008 and July 1, 2009.  Under the new law, taxpayers who purchased a home on or after January 1, 2009 are no longer required to pay back the credit.  In addition, the new law increased the FTHC from $7,500 to $8,000 and extended the period of purchase through November 30, 2009.  (See further modifications on the next page.)

· Energy Efficiency Improvements

The new law extends and improves the non-business energy credit allowed in prior years.  Previous law stated that the energy credit was 10% of the amount paid by the taxpayer for qualifying energy improvements, subject to a lifetime cap of $500 for the total credit.  The credit was set to expire at the end of 2009.  Under new law, the non-business energy credit increased to 30%, previous dollar limitations were eliminated, the $500 lifetime cap was eliminated and replaced with an aggregate cap of $1,500 for 2009 and 2010, and the credit was extended through December 31, 2010.  Energy efficient windows, doors, furnaces and additional insulation are included.

· Electric Vehicle Credits

There are various credits available for hybrid, electric, and/or plug-in vehicles purchased in 2009.  The new law modifies the definition to include a broader range of vehicles.  One of the modifications includes a 10% refundable tax credit (up to $2,500) for electric-drive low-speed vehicles, motorcycles and three-wheeled vehicles purchased between February 17, 2009 and January 1, 2012.  In addition, a taxpayer can claim a 10% credit (up to $4,000) for the cost of converting any motor vehicle into a qualifying plug-in electric vehicle.  Please contact our office for further details and new law modifications.

· American Opportunity Tax Credit

For 2009 and 2010, the American Recovery Act modifies the old Hope Credit, which is now referred to as the American Opportunity Tax Credit.  The new credit is up to $2,500 per student for qualifying education expenses for each of the four years of the student’s post-secondary education.  Qualifying education expenses were expanded to include course materials. Income phaseout limitations were increased to $90,000 for single filers and $180,000 for joint filers.  This credit allows 40% of the total credit to be refundable in excess of any tax liability.


· First-time Homebuyer Credit (FTHC) REVISED AGAIN!
In yet another revision to the FTHC, this new law extended the purchase period to include homes that were purchased from December 1, 2009 through April 30, 2010 in a binding contract, with close of escrow by June 30, 2010.  For 2010 purchases, taxpayers have the option of claiming the credit on either the 2009 or 2010 tax return.  In addition, the law expanded who could claim the credit beyond “first-time” homebuyers.  Long-term homeowners and their spouse who have both lived in the same principal residence for at least 5 consecutive years out of the past eight-year period are eligible for a credit up to $6,500 on a new home purchase.  The new home must be a principal residence (vacation homes are not eligible).  The income limitations increased for homes purchased after November 6, 2009 phasing out at $145,000 for single filers and $245,000 for joint filers.  Finally, for purchases after November 6, 2009, the FTHC is disallowed entirely for homes costing more than $800,000.

A final note on the FTHC: Not surprisingly, the IRS discovered quite a lot of fraud for FTHC claims.  Previously, there were no requirements to provide settlement documents.  However, in an attempt to eliminate the number of fraudulent FTHC claims, the IRS now requires the signed settlement statement to be attached to the tax return.  The IRS has authority to automatically assess tax and begin collection proceedings in cases where they suspect fraud.

· Five-Year Carryback of NOL’s (Net Operating Losses)
An NOL occurs when business deductions exceed gross income in a tax year.  Previously, NOL’s were “carried-back” for two years allowing the taxpayer to file an amended tax return and claim a refund.  Any remaining NOL could be “carried-forward” for up to twenty years.  Under new law, the carryback period for 2008 or 2009 NOL’s for both businesses and most individuals was increased to 3, 4, or 5 years.  The details concerning carryback years is complicated and is best discussed on an individual basis.
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