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The American Recovery and Reinvestment Act (Arra)

The American Recovery and Reinvestment Act (ARRA) has been discussed in the media for months and was signed by President Obama on February 17, 2009.  The cost of the Act is approximately $800 billion, which is comprised of $500 billion in spending and $300 billion in tax reductions.  While the new law does not have any major impacts on the preparation of your 2008 return, here are some of the details of the Act for 2009:

1. Making Work Pay Credit

For 2009 and 2010, taxpayers would receive a refundable tax credit of up to $400 

for working individuals and $800 for working couples.  Taxpayers will receive this benefit through a reduction in the amount of income tax that is withheld from their paychecks.  The credit would phase out for taxpayer with adjusted gross income of $75,000 ($150,000 for married couples).  Although the credit is to apply retroactively to January 1, 2009, the revised withholding tables may not be available until late spring.

2. Economic Recovery Payment 
The Act also approved a one-time payment of $250 per person to provide similar relief for Social Security recipients, government retirees, disabled veterans and others without earned income.  There is no overall income cap.  The timing and method of distribution of these payments hasn’t been established.

3. First Time Homebuyer Credit 
In 2008, Congress authorized a refundable tax credit up to 10% of a home purchase (maximum $7,500) for qualified first time home buyers.  It was essentially an interest-free loan and had to be  repaid over a 15 year period.  The provision applied to homes purchased on or after April 9, 2008 and before July 1, 2009.

The ARRA eliminates the repayment requirement for homes purchased after January 1, 2009 and before December 1, 2009.  It also increased the value of the credit to $8,000, which phases out for taxpayers with adjusted gross income in excess of $75,000 ($150,000 for joint returns.)  If the home is sold within three years of purchase, the credit must be repaid.  

4. American Opportunity Education Tax Credit 
For 2009 and 2010, the Act would temporarily enhance the current Hope credit for college expense.  The credit is up to $2,500 for the cost of tuition and related expenses (including books and other required course materials) paid during the year.  This credit phases out for taxpayers with adjusted gross income in excess of $80,000 ($160,000 for married couples filing joint.)
5. Sales Tax Deduction for Vehicle Purchases 
The Act provides an above the line deduction to individuals purchasing a new car, light truck, recreational vehicle or motorcycle from February 17, 2009 until December 31, 2009.  The deduction is equal to the State and local sales and excise taxes paid and phases out for taxpayers with adjusted gross income in excess of $125,000 ($250,000 for married couples filing joint).

6. Premium Subsidy for COBRA Beneficiaries 
The Act significantly expands the COBRA rules by creating a federal subsidy for employees terminated during the period beginning September 1, 2008 and ending December 31, 2009.  Qualifying taxpayers will pay 35% of the premium while employers will pay the remaining 65%.  The employers would then receive a credit against future payroll tax deposits.  The subsidy will cover 9 months and will apply to premiums paid for coverage beginning on or after March 1, 2009.  The subsidy is phased out for individuals with income of $125,000 ($250,000 for married couples.)  Further guidance is needed on the procedure for obtaining the credit.

7. Extension of Bonus Depreciation and Section 179 Expensing 

Last year, the Economic Stimulus Act temporarily allowed businesses to recover the costs of capital expenditures made in 2008 faster than the ordinary depreciation schedule would allow.  Businesses could immediately write off 50 percent of qualifying new property.  The ARRA extends the first-year 50 percent bonus depreciation to property placed in service in 2009.

The Act also extended the amount that businesses could write-off immediately through 179 expensing.  For 2009, $250,000 of qualifying assets may be expensed and the phase-out threshold is $800,000.  Under current law, the maximum amount of assets that could be expensed is $125,000 for 2010.

8. Five-year Carry back of Net Operating Losses 
Under previous law, any qualified business could carry back a net operating loss to the two taxable years before the year the loss arose and carry forward to each of the succeeding twenty years.  Beginning in 2008, businesses with gross receipts of $15 million or less will have the choice to carry back losses either three, four or five years.
