AMERICAN RECOVERY AND REINVESTMENT ACT OF 2009
KEY TAX PROVISIONS

I.
BUSINESSES

A. The 50-percent first-year bonus depreciation allowed under the 2008 Economic Stimulus Act has been extended through December 31, 2009.  The extension is retroactive to January 1, 2009.  The qualified property generally must be acquired before and must be placed in service before January 1, 2010.  Qualified property includes most types of new property other than buildings, i.e. computer equipment, furniture & fixtures. 
B. The enhanced bonus depreciation rules for new vehicles provided by the 2008 Act is also extended through 2009.  The Recovery Act also increases by $8,000 the first-year depreciation dollar limit for a passenger auto that is “qualified property”.

C. The 2008 Economic Stimulus Act increased the amount of Code Sec 179 expensing for 2008 to $250,000 and increased the threshold for reducing the deduction to $800,000.  The Act extends the increased 2008 Section 179 amounts for another year, through 2009.  Most small businesses and even some moderate sized businesses may be able to claim a full deduction for the cost of business machinery and equipment purchased in 2009, thereby reducing their effective cost for the assets.
D. The new Act provides a five-year carry-back of 2008 net operating losses, but only for qualified small businesses that meet certain gross receipts tests.  The new law gives these businesses the choice to carry-back NOL’s three, four or five years.  The new treatment will apply only to NOL’s for any tax year ending in 2008.  A trade or business whose average annual gross receipts for the three-tax-year period are $15 million or less is eligible.  
E. Deferral of debt forgiveness income on repurchase of debt.  For debt discharges in tax years ending after Dec. 31, 2008, and before January1, 2011, a taxpayer can elect to have debt discharge income included in gross income ratably over five tax years beginning with.
F. The Act temporarily shortens, from 10 years to 7 years, the holding period for assets subject to the built-in gains tax imposed after a C Corp elects to become an S Corp.  This reduction would apply to C Corps that convert to S Corps in tax years beginning in 2009 and 2010.

G. Effective February 17, 2009, the Recovery Act provides that each TARP recipient is subject to the $500,000 compensation deduction limit during the period in which any obligation arising from TARP financial assistance remains outstanding.  A publicly held corporation can not deduct more than $500,000 for remuneration paid to covered executives – generally the chief executive officer (CEO), chief financial officer (CFO), and the three highest paid other officers.
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H.
The Act creates a new targeted group for the work opportunity credit, consisting of unemployed veterans and disconnected youth who begin work for the employer in 2009 or 2010.  

II.
INDIVIDUALS

A. Up to $2,400 of unemployment compensation benefits received in 2009 are excludable from gross income.

B.    The excludable amount of gain on the sale of certain “small business stock” acquired after February 17, 2009 and before 2011 is increased from 50 percent to 75 percent.

C.   Expenditures from “Section 529” qualified tuition plan program distributions now include computer equipment, computer technology and internet access costs during 2009 and 2010.

D.   The Act provides a one-time payment of $250 to adults who are eligible for benefits under certain social security, Railroad Retirement, Veterans, and SSI programs.  Certain retired government workers not covered by social security will also qualify for the payment.

E.    Most individuals who purchase qualified motor vehicles (generally cars, light trucks and SUVs) after the date the law was passed and before 2010 are eligible for a deduction for state and local sales and excise taxes.  The deduction is available on the first $49,500 of the purchase price of any one qualified vehicle, but subject to phase-out for higher-income taxpayers.

F.   The 2008 AMT patch is extended to 2009, with slightly higher exemption amounts.  The use of nonrefundable personal tax credits against regular tax and AMT liability are both also extended through 2009.

G.   The new Making Work Pay Credit provides eligible individuals with a refundable income tax credit for 2009 & 2010.  The credit is the lesser of (1) 6.2% of earned income or (2) $400 ($800 for joint filers).  This credit is subject to phase-out for higher income individuals.

H.   The Act temporarily increases the Earned Income Tax Credit (EITC) for families with three or more qualifying children.

I.   The Hope Credit, currently $1800 is renamed the New American Opportunity Tax Credit, and temporarily increases to up to $2,500 per eligible student for the first four years of post secondary education.  Course materials also qualify for the new credit in addition to qualified tuition.  This credit is subject to phase-out for higher income taxpayers.

J.
The First-Time Homebuyer Credit enacted in 2008 increases the amount to a maximum of $8,000 on purchases of principal residences by first-time homebuyers.  This applies to purchases before December 1, 2009.  The new law waives the previously required repayment of the credit for qualified purchases between January 1, 2009 and November 30, 2009, as long as the home is owned and used as a principal residence for 36 months.  The availability of the credit is subject to phase-out for higher income taxpayers.
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