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The New Tax Laws:
How You Will Be
Affected
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ith the recent economic downturn along with the new administration in Washington, D.C.,
Americans can expect to see changes in the
way we are taxed in the coming years.
Stimulus Act Provisions. The
American Recovery and Reinvestment Act
of 2009 (ARRA) was signed into law on
February 17, 2009. The ARRA includes a
credit of up to $8,000 for any first-time
homebuyer who purchases a home after
April 9, 2008, and before December 1,
2009, provided the taxpayer does not sell
the newly purchased home within three
years of purchase. The ARRA also provides: the first $2,400 of unemployment
compensation is exempt from federal
income taxes; the eligibility for the refundable child tax credit expands in 2009 and
2010; a tax credit of up to $2,500 of the
cost of college tuition and related expenses
during a taxable year (part of the credit
may be refundable); and that computers
and computer technology qualify as qualified education expenses under a 529
Education Plan.
The Proposed Federal Budget.
On February 26, 2009, President Obama’s
2010 Proposed Federal Budget was released.
The budget intends to cut the deficit by
more than one-half by 2013 through a combination of tax increases and spending cuts.
The proposed budget would decrease
spending in certain areas, and increase taxes
on both businesses and high-income earners
(single filing taxpayers who earn more than
$200,000 and joint filers who earn income
of more than $250,000).
The Budget Affecting
Individuals. The budget would allow
the Bush tax cuts to expire as scheduled in
2011, when the top two income tax brackets would revert to 39.6 percent and 36
percent from 35 percent and 33 percent,
respectively. Under the budget, high
income taxpayers would see an increase
from 15 to 20 percent on the long-term
capital gains rate and qualifying dividends
rate. The budget would also limit the tax

benefit for itemized deductions (which
include mortgage interest and charitable
deductions) by limiting the tax benefit to
28 percent of the deduction. As a result, if
the taxpayer is in the 35 percent income
tax bracket, the benefit of his itemized
deductions would be limited to 28 percent
of the deduction (rather than 35 percent as
would be the case under current law). The
budget also reinstates the phase-out of
itemized deductions and personal exemptions for high-income earners.
In the area of estate taxes, current law
provides for a $3.5 million estate tax exemption for an individual dying in 2009, and
estates in excess of that amount are taxed at
a 45 percent tax rate. In 2010 the estate tax
is scheduled for repeal. However, in 2011
the estate tax would be reinstated with a $1
million individual exemption and a 55 percent tax rate. The budget proposes to keep
the estate tax at its 2009 level permanently.
Finally, the budget provides that the
“Making Work Pay” credit (originally
enacted as a temporary measure in the
ARRA) would become permanent for lower
income taxpayers (couples with income
below $190,000 and individuals below
$95,000). The credit equals 6.2 percent of a
taxpayer’s earned income, up to $400 for
singles and $800 for joint filers.
The Budget Affecting Businesses.
The budget proposes to reform international taxation with respect to U.S tax laws
applicable to offshore arrangements. The
budget would also codify the economic substance doctrine which is a judicial doctrine
that recharacterizes certain abusive transactions that generate impermissible tax benefits. The budget would also expand provisions allowing businesses with losses to carry
back their losses to earlier profitable years
resulting in a current refund of taxes paid on
prior years’ income. The budget has also
proposed repealing the LIFO (“last in, first
out”) tax accounting method for business
inventories. However, there is speculation
that this could be limited to publicly traded
companies. The administration is also pro-

www.swansonpublishing.com

posing to eliminate capital gains on
the sale of stock in certain small businesses,
but this would not go into effect until 2014.
While the budget is proposed and will
likely change from its current form, there
is little doubt that it will have an impact on
all of us. So stay tuned, as we will keep
updating you in future editions of
Northern Connection magazine on the status of the budget so that you can plan
accordingly. ▲
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