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The much-anticipated economic
stimulus package. the American
Recovery and Reinvestment Act
of 2009, has won approval in the
House and Senate. The House voted

246 to 183. followed by passage in
the Senate 60-38. President Obama

immediately promised to sign the
roughly $800 billion stimulus act.
which contains nearly $300 billion
in tax relief The White House later
announced a February 17 signing
ceremony. The new law sets in mo­
tion a wave of direct spending and
tax incentives tojump start the u.s.
economy out of recession.

The tax title in the new law ­
the American Recove/y and Re­
investment Tax Act of2009-is

itself a massive piece of legislation.
The tax provisions add many new tax
breaks and significant enhancements to
existing deductions and credits. Major
provisions include a new Making Work
Pay credit, enhancements to the child
tax credit and first-time homebuyer
credit, a 2009 alternative minimum
tax (AMT) patch, taxpayer-friendly
additions to many energy incentives,
extensions of2008 bonus depreciation
and increased Code Sec. 179 expens­
ing, along with a five-year net operat­
ing loss (NOl) carryback for small
businesses, state and local government
relief, and more. In all. the new law
makes over 300 changes to the Internal
Revenue Code.

~ The new law provides
immediate relief to both

individuals and businesses. Most

of the ta'!:incentives in the new law
are retroactive to January I. 2009.
What s more, over $280 billion in

/(L'( reliefis concellfrated within /he
next two years.

~ While the overall size ofthe ne",,' law remains

massive. those who have beenfol­
lowing the bill over the past month
will note that some House and

Senate provisions were pared back
or othent'ise modified in final ne­
gotiations. To win passage of the
package, lawmakers reduced the
Making Work Pay credit, placed a
limit on the new five-year NOL
carryback to small businesses, cut
back on proposals to raise and
extend the first-time homebuyers
credit, as well as proposals to cre­
ate a higher new car buyers deduc­
tion. Nevertheless, ta'( cuts remain

a large part of the overall stimulus
package, comprising over 35 per­
cent of its final price tag.

INDIVIDUAL INCENTIVES

Making Work Pay Credit
The new law includes President Obama's

signature provision aimed at individual tax
relief: the Making Work Pay credit. The
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Making Work Pay credit allows a credit
against income tax in an amount equal to
the lesser of 6.2 percent of the individual's
eamed income or $400 ($800 for married
couples filing jointly). The credit applies
retroactively to the start of2009 and will
be repeated again in 2010.

The credit applies in full for indi­
viduals whose modified adjusted gross
income (MAGI) does not exceed $75,000
or $150,000 in the case of married couples
filingjointly. The credit is phased out at a
two percent rate above that limit.

The employer's share of FICA, or
its 6.2 percent equivalent to be more pre­
cise, would remain unchanged. Qualified
taxpayers would take this credit through
a reduction in wage withholding or in a
lump sum when filing their returns for the
tax year. Earnings from self-employment
also quality to the extent they are taken
into account in computing taxable in­
come. Individuals who do not provide a
Social Security number on their returns,
however, are ineligible.

~ Only individuals with
earned income would

qualifY for the Making Work Pay
credit, which would effectively
offiet an individual s share of FICA
payroll taxesfor thefirst $6,452 in
earnings ($12, 904.for couples).

~ MAGI is equal to ad-
justed gross II1come 111­

creased by certain exclusions for
income earned outside the u.s.
Individuals in Puerto Rico and

u.s. possessions would receive a
mirror benefit.

~Excludedjrom the Mak-
. , ing Work Pay credit are

nonresident aliens, Code Sec. /5/
dependents, and any estate or
trust.

$250 Economic
Recovery Payment
The new law provides a one-time
payment of $250-for 2009 only- to
individuals on fixed incomes (primar-
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ily Social Security recipients, railroad
retirees, and disabled veterans).
Retired government workers, who
generally are ineligible for Social
Security, also will receive one-time

payments of $250. These payments
will reduce any Making Work Pay
credit to which the individual would
otherwise be entitled.

~ The logistics for distrib-
uting the $250 checks

have not yet been announced.
The assumption, howeve/; is that
the /RS will follow a distribution
plan similar to the 2008 stimulus
payments,

The final stimulus
package frontloads at
least $280 billion in

tax breaks within the
first two years: 2009

and 2010. In all, more
than 50 major provi­

sions have been rolled
up into this massive

tax recovery package.

AMT Patch

The new law includes an alternative

minimum tax (AMT) patch for 2009.
The AMT patch for 2009 raises ex­
emption amounts slightly above the
2008 patch levels. The 2009 AMT
exemption amounts are: $70,950 for
joint filers and surviving spouses (up
from $69,950 in 2008); and $46,700

for singles and heads of households (up
from $46,200).

~ The patch is designed to
insulate approximately

26 million middle-income tax­

payers ji-om the reach of the
AMT. The AMT patch costs
roughly $70 billion.

First- Time Homebuyer
Tax Credit

The new law raises the current maxi­

mum $7,500 first-time homebuyer tax
credit to $8,000, and extends it at that

level through November 30, 2009. It
also eliminates any required repay­
ment to the IRS after 36 months in the

home. These enhancements apply to
purchases of a principal residence by
a first-time home buyer after December
31, 2008. Purchases on or after April
9, 2008, and before January I, 2009,
continue to be governed by the original
first-time homebuyer credit enacted last
year. The credit phase-outs that start for
taxpayers with AGI in excess of$75,OOO
($] 50,000 for joint filers) continue to
apply to both years.

~ The effective date/or the
new law:\' no pay-back

provision is keyed 10 "residences
purchased after December 31.
2008. " A purchase takes place
when title closes rather than when

a contract of sale is execllled.

~ The Senate had proposed
raising the credit to

$/5,000 and making it applicable
to all home purchasers and re­
gardless of income level. Those
enhancements were rejected dur­
ing cOl?ference negotiations.

New Car Deduction

A surprise provision arriving late in
drafting the stimulus package allows
purchasers of new vehicles for the rest
of2009 an above-the-line deduction for
state and local sales taxes or excise taxes

paid on the purchase. The new law puts
two limits on this new deduction:
(I) Deductible sales or excise taxes

cannot exceed the portion of the
tax attributable to the first $49,500
of the purchase price of anyone
vehicle; and

(2) Any deduction will be phased out to
the extent the purchaser has adjusted
gross income exceeding S 125,000
($250,000 for joint returns).
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Any newly purchased vehicle, includ­
ing cars, SUVs, tight trucks or motorcy­
cles, first used by the taxpayer that weighs
no more than 8,500 gross pounds generally
qualifies. Motor homes also qualifY.

~ Both domestic and for-
eign made vehicles qual­

ify. Howevel: sales taxes paid on
a lease agreement are not in­
cluded. Assuming afour percent
sales tax on a $40.000 vehicle. the
above-the-line deduction would

equal $1.600.

~ The new car deduction
. , is effective on~vfor pur­

chases "on or after date of enact­
ment ... which takes place only
when President Obama signs the
legislation.

Education Credit

The new law temporarily enhances the
existing HOPE education credit-for
2009 and 2010 only- in amount (from
a maximum $1,800 to $2,500 per year),
in scope (extending it to all four years of
college and adding course materials to
qualifYing expenses), and in phase-out
level (to $80,000/$160,000 joint filers).
The new law renames the credit the

"American Opportunity Tax Credit" and
makes 40 percent of the credit refund­
able. Under the new credit, the maxi­
mum $2,500 per year would be allowed
on $4,000 in qualifying payments (100
percent of the first S2,000 and 25 percent
of the next $2,000).

~Although this credit wouldbe made retroactive to

January 1. 2009. it does not auto­
matica/~v apply to a college semes­
ter that begins in 2009. Tuitionpaid
late in 2008 for an upcoming 2009
semester qualtfies only for a 2008
credit under e:'(istingrules.

~ The new law instructsthe Treasury Depart­
ment to study how to better coor-

dinate the education credits with

the federal Pell Grant program
and the feasibility of requiring
students to perfhrm community
servicefor purposes of the educa­
tion credits.

Child Tax Credit

The new law increases the refundable

portion of the child tax credit for 2009
and 20 IO. The agreement does so by set­
ting the income threshold at $3,000.

~ The child ta>:credit cur-
rently gives individuals

with dependent children under age
17 at the close of a calendar year
a 51.000 per child credit through
2010. The Emergency Economic
Stabilization Act of 2008 (EESA)
enhanced the credit for 2008.
Taxpayers in 2008 were eligible

for a refundable credit equal to 15
percent of their earned income in
excess of a 58.500 threshold up to
the child credit amount if the total
amount of their allowable credit
exceeds their total tax liability
(regular and A /vIT).

Earned Income Tax Credit

The new law provides a temporary in­
crease in the Earned Income Tax Credit

(EITC) for 2009 and 20 IO. Prior to this
change, the credit percentage for the
EITC for a taxpayer with two or more
qualifYing children was 40 percent of
the first $12,570 of earned income. The

new law increases the percentage to 45
percent of the first $12,570 of earned
income for taxpayers with three or more
qualifYing children. The EITC phase-out
range has also been adjusted upward by
$ I,880 for joint filers to eliminate any
marriage penalty.

~ Eligible individuals~ may elect to receive
advance payment of the EITC

from their employer. This is
handled through the withhold­
ing !>ystem.

Unemployment Compensation

Currently, unemployment benefits are
included in a recipient's gross income for
federal income tax purposes. The new
law temporarily excludes up to S2.400
ofunemptoyment compensation from a
recipient's gross income for 2009.

~Amounts in excess of
52.400 remain fully

taxable.

Transit Benefits Parity

Qualified transportation fringe benefits,
such as transit passes, van pooling and
qualified parking. are not included in an
employee's income up to specified dollar
amounts. The new law increases the cur­

rent $120 per month income exclusion
amount for transit passes and van pool­
ing to S230 per month for 2009 (starting
in March 2009), and continues it through
20 I0 with an inflation adjustment.

~ The new law in effect
equalizes the S230/monrh

amount now permitted for park­
ing. with similar injlation adjust­
mentsfor 2010. These benefits are
a tax:freefringe ifprovided b.1'an
emplo,vel: If paid for by the em­
ployee, they can qualify as a pre­
tax deduction from wages pro­
vided a plan is in place. In either
case. the employer l/1ust take the
initiative by sponsoring a plan

Qualified Tuition Programs

Qualified tuition program (aka "529
plan") distributions used to pay a benefi­
ciary's qualified education expenses are
tax-free. Other distributions are included

in the beneficiary's income and are sub­
ject to a penalty. For 2009 and 20 I0 the
new law allows beneficiaries of qualified
tuition programs to use tax-free distribu­
tions to pay for computers and computer
technology, including internet access.

~ Laptops and computers~ are requiredfor mostfirst­
year students at colleges. IIniversi-

•
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