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On February 17, 2009, President American Opportunity tax credit
Obama signed into law the $787 bil-

lion American Recovery and Reinvest- For 2009 and 2010, the Hope tax credit is expanded and re-

o ment Act of 2009. The Act contains named the American Opportunity tax credit. The enhanced
, !!!!!'"'l'.!!!' ll  hundreds of provisions affecting indi- credit:
viduals, including new and modified e Features an increased annual limit per eligible student of
tax credits and deductions, temporary alternative minimum tax $2,500

(AMT) relief, and several provisions that offer targeted finan-

i ; e Is now available for the first four years of post-secondary
cial assistance.

education (instead of the first

Making Work Pay tax two years) Credit not refundable
credit The credit is not e Is now partially refundable-- for children, students

_ . available to: up tq 40% of the allowable If you're under age 18,
The Making Work Pay tax credit credit can reduce your tax or a student under age
is a new refundable personal o Nonresident aliens below zero, resulting in a 24 and provide less
income tax credit available for o Individuals who can be refund than one-half of your
2009 and 2010 only. The credit claimed as a dependent e  Can be claimed against AMT own Supp/(l)rt’ t’ze credit
is equal to 6.2% of your earned by someone else liability Is generaily no
income, up to $400--up to $800 o An estate or trust refundable, although
if you're married and file a joint n estate or frus The modified credit also uses an exceptions apply.
tax return (MFJ). * Those who do not expanded definition of qualified

include a valid Social o) nenses that includes course materials, and increases the

The credit is phased out for tS ecur;ty number on their - me levels at which the credit phases out. Under the new
higher-income individuals. Your axretum credit thresholds, the credit is reduced if your modified ad-
credit is reduced if your modified - Special rules apply to justed gross income exceeds $80,000 ($160,000 MFJ), and
adjusted gross income is greater - individuals in U.S. eliminated if your modified adjusted gross income is $90,000
than 375,000 ($150,000 MFJ), |  possessions ($180,000 MFJ). As with the Making Work Pay tax credit, spe-
and eliminated if your modified cial rules apply to individuals in U.S. possessions.

adjusted gross income is $95,000 ($190,000 MFJ) or more.
And there's one more wrinkle--if you receive a $250 economic First-time homebuyer tax credit

recovery payment under the American Recovery and Rein- The American Recov-
vestment Act because you were eligible for Social Security, ery and Reinvestment

Railroad Retirement, or veterans benefits, the amount of the Act expands the tem- First-time
Making Work Pay credit you'd otherwise be entitled to is re- porary refundable homebuyers
duced by that amount. first-_time homebuyer For purposes of the
The IRS has i d ith- credit created by the credit, you're

i a first-time
eral income tax withholding re- If you're self-employed, 283;0 chov;a ryqutt of ho;nebijyer if you,
quirements to reflect the tax qualify for the credit, and , and extenas | and your spouse if
credit. If you're eligible for the don't want to wait until b lified fi ttc:fhon;es pubrchased you're married, did
credit, you don't have to do any- you file your federal y quaiimed first-imé homebuyers not own any other
thing--your employer will auto- income tax return, you through November 30, 2009. principal residence

matically adjust your withholding, l\s//;zggsg%):tlggrt:fjustlng The credit remains 10% of the pur-

so you'll see an increase in your payments. chase pric_e gf a qu.alified home, but
take-home pay. the dollar limit has increased from
$7,500 to $8,000 (the cap for married

during the three-year
period ending on the
date of purchase.
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individuals filing separate returns is half that amount) for quali-
fied home purchases made after December 31, 2008, and
before December 1, 2009. In addition, if you qualify for the
credit as the result of a home purchase in 2009, you don't
have to pay it back over time, provided the home remains your
principal residence for 36 months (if you purchased your home
in 2008, any credit you were eligible for has to be repaid over
a 15-year period).

The Act continues to allow you to elect to report a qualifying
home purchase made in 2009 as if it occurred on December
31, 2008 (allowing you to claim the credit on your 2008 tax
return). The Act also continues to eliminate the credit for those
with higher incomes. The credit is reduced if your modified
adjusted gross income exceeds $75,000 ($150,000 MFJ) and
is completely eliminated if your modified adjusted gross in-
come reaches $95,000 ($170,000 MFJ).

Alternative minimum tax (AMT)

Congress has passed a series of temporary fixes or "patches,"
instead of permanently overhauling the AMT system. Without
an additional patch for 2009, the number of taxpayers affected
by the AMT would have increased dramatically.

The Act increases AMT exemption amounts slightly from their
2008 levels:

Filing Status 2008 2009

Unmarried $46,200 $46,700
Married Filing Jointly $69,950 $70,950
Married Filing Separately $34,975 $35,475

In addition, for 2009, nonrefundable personal income tax cred-
its will continue to offset both regular tax liability and AMT li-
ability. The Act also provides that tax-exempt interest on pri-
vate activity bonds issued in 2009 and 2010 is not an item of
tax preference for purposes of the AMT.

Immediate financial relief

The Act also includes several provisions designed to offer a
degree of financial assistance to individuals in the short and
intermediate term:

e A one-time $250 economic recovery payment to most
individuals receiving Social Security benefits, Railroad
Retirement benefits, veterans benefits, or Supplemental
Security Income (SSI) benefits; an individual who doesn't
receive an economic recovery payment because he or
she receives a government pension or annuity from work
that wasn't covered by Social Security will be entitled to a
$250 refundable tax credit for 2009.

e Upto $2,400 of unemployment compensation benefits
received in 2009 will be excluded from income for federal
income tax purposes.

e  Forindividuals who lose their jobs on or after September
1, 2008, and before January 1, 2010, the Act offers assis-
tance in the form of subsidized COBRA premiums--those
who qualify will have to pay only 35% of the COBRA pre-
miums needed to continue their health coverage, for up to
9 months. Individuals with modified adjusted gross income
(MAGI) over $125,000 ($250,000 MFJ) have to repay
some or all of the subsidy.

Other provisions included

e The Act includes a new standard deduction for state sales
and excise tax related to the purchase of a qualified motor
vehicle after February 17, 2009, and before January 1,
2010. Individuals who itemize deductions will claim the
deduction as part of state and local taxes paid, reported
on Schedule A of IRS Form 1040. The deduction is
capped at the tax attributable to a maximum purchase
price of $49,500, and is phased out for individuals with
MAGI exceeding $125,000 ($250,000 MFJ).

e For 2009 and 2010, the Act increases the refundable por-
tion of the child tax credit, and makes changes to the
earned income tax credit that benefits families with three
or more qualifying children, and married couples filing a
joint return.

e The Act expands the definition of qualified higher educa-
tion expenses for 529 qualified tuition programs to include
expenses for certain computer technology and equipment,
including software, computer and peripheral equipment,
and internet access, used while enrolled at an eligible
educational institution (for 2009 and 2010).
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