
THE AMERICAN RECOVERY AND
REINVESTMENT ACT OF 2009

Some Tax Highlights

CALENDAR ALERT FOR 1065 FILERS

Before we tell you about the new law,  we
want our partnership clients to know  that
effective January 1, 2009, the 6-month
extension period to file Form 1065, U.S.
Return of Partnership Income, has  been
reduced   to 5 months; therefore, 1065  final
returns will be due by September 15  and
not October 15. However,  many states and
cities, including New York State  and New
York City,    are  still  granting  an  automatic 
6-month extension for partnership returns.

The American Recovery and Reinvestment Act of
2009 (the Act) was signed into law on February 17,
2009.  A summary of some of the tax and benefits
provisions follow.  A number of the provisions
interweave small business provisions with an
individual’s tax position.

If you wish to access all the provisions of the Act,
you can go to the website of the Government
Printing Office at www.gpo.gov.  The text of the
Act is electronically searchable.

FOR QUALIFIED BUSINESSES

NOL Carryback Period Extended

The net operating loss (NOL) carryback period is
extended for businesses (corporation, partnership
or sole proprietorship) with $15 million or less in
revenue from two years to five years beginning
with 2008 NOLs.  Previous carryback elections can

be changed but only once.  The IRS will provide
appropriate guidance.

Qualified Small Business Stock (QSBS)

An individual who makes an investment in QSBS
(defined for this purpose as a corporation with less
than $50 million in gross assets) and holds that
stock for at least 5 years, may exclude up to 75%
of the gain realized on disposition of that stock.

Certain requirements must be met including the
investment must be made after February 17, 2009
and before January 1, 2011.

Temporary Estimated Tax Relief

For tax years beginning in 2009, an individual with
adjusted gross income below $500,000 in the
preceding year, of which at least 50% comes from
a small business (defined as a business with fewer
than 500 employees), will not incur a penalty for
underestimating taxes as long as the payments
made are equal to at least 90% of the preceding
year’s tax liability.  

Sec. 179 Small Business Expensing Rules

In the 2008 stimulus legislation, expensing
provisions for small business were increased to
$250,000 for assets purchased in 2008 and
phased-out the limitation for businesses that
purchased more than $800,000 in assets.  This
provision was extended for 2009.

50% Bonus Depreciation

The 50% bonus depreciation enacted by the 2008
stimulus legislation has been extended for
expenditures made in 2009 and for certain longer-
lived assets made through 2010.  The Sec. 179
expensing “comes off the top” before this 50%
bonus depreciation allowance is computed.  For



example, the total write-off could be $375,000 for
$500,000 qualifying property purchase, including
$250,000 Sec. 179 expense and $125,000 bonus
depreciation. 

AMT and R&D Credits Acceleration

The 2008 stimulus legislation allowed businesses
to elect to accelerate the recognition of alternative
minimum tax (AMT) credits or research and
development (R&D) credits in lieu of bonus
depreciation.  This election is extended through
December 31, 2009.  

The accelerated amount is based on the amount
that the taxpayer invests in property that would
otherwise qualify for bonus depreciation.  The
amount is capped at the lesser of 6% of historic
AMT and R&D credits or $30 million.

Avoiding S Corporation Built-in Gains Tax

The holding period to avoid S Corporation built-in
gains tax is temporarily reduced from 10 to 7
years. This threshold reduction only applies to
sales occurring in 2009 and 2010.

Recognition of Cancellation of Debt Income

Currently, a taxpayer generally has income when
cancelling or repurchasing its debt for an amount
less than its adjusted issue price.  The cancellation
of debt income (CODI) is the excess of the old
debt’s adjusted issue price over the repurchase
price.  

With the new law, certain businesses will be
allowed to defer tax on CODI for the first 4 or 5
years and recognize this income ratably over the
following 5 taxable years.  This delayed
recognition would be for specified types of
business debt repurchased by the business after
December 31, 2008 and before January 1, 2011.

Such delayed recognition of CODI would provide
an opportunity for some debt issuers to buy back
their obligations at current discounted levels and

delay recognition of the resulting cancellation of
indebtedness income.

Work Opportunity Credit

The categories of out-of-work individuals for whom
an employer can obtain the Work Opportunity
Credit has been expanded to include unemployed
veterans and disconnected (disadvantaged) youth.
(There are specific eligibility criteria for each.)  

The credit is available for 2009 and 2010 for any
employee who commences work after December
31, 2008.  Generally, the tax credit is 40% of the
first-year wages up to $6,000 per eligible
employee.

Energy Incentives

The Act includes a 3-year extension of the
production tax credit (PTC) for electricity derived
from wind (through 2012) and from biomass,
geothermal, hydropower, landfill gas, waste to
energy, and marine facilities (through 2013).  

Also, the  Act provides for the extension and
expansion of tax credits through 2010 for home
energy-efficiency, including purchases like
furnaces, energy-efficient windows, doors and
insulation and up to $5,000 for families that
purchase plug-in hybrid vehicles.

A new manufacturing investment tax credit of up to
$5,000 for investment in advanced energy
facilities, such as those manufacturing
components for the production of renewable
energy, advanced battery technology and other
innovative “green” technologies, is available.

Increased Transit and Vanpool Benefits

For months beginning on March 1, 2009 and
before January 1, 2011, the Act increases the
monthly exclusion for employer-provided transit
and vanpool benefits to the same level ($230 per
month) as the exclusion for employer provided
parking.

  



FOR QUALIFIED INDIVIDUALS

“Making Work Pay” Credit

Provided in the Act is a tax credit of the lesser of
6.2% of earned income or $400 for singles ($800
for married filing jointly).  It starts phasing out at
2% of adjusted gross income (AGI) above $75,000
for singles and $150,000 for married filing jointly.

Unlike last year when checks were issued, this
year’s credit will be received through a reduction in
employee withholding and self-employed required
estimated tax payments.  

New withholding tables and information will be
issued and disseminated by the IRS.  The credit
applies retroactively to January 1, 2009 and will be
repeated again in 2010.

Child Tax Credit Eased

In 2008, the child tax credit of up to $1,000 per
child, subject to other limitations/qualifications,
was refundable to the extent of 15% of the
taxpayer’s earned income in excess of $8,500.  In
2009 and 2010, the credit will commence at
earned income over $3,000.  The lowered
threshold is pro-taxpayer in that it can result in a
larger credit.

Economic Recovery Payments

$250 will be sent to recipients of Social Security,
SSI, Railroad Retirement and Veterans Disability
Compensation.  However, for those recipients who
also work, the $250 will be offset by any “Making
Work Pay” credit.  The timing of the payment has
not yet been announced.

Federal and State Pensioners

A one-time tax credit of $250 for federal and state
pensioners who are not eligible for Social Security
benefits is available, reduced to the extent of any
allowable “Making Work Pay” credit.

COBRA Premium Assistance

Businesses with more than 20 employees and
which offer COBRA health coverage will need to
adapt their administrative procedures to ensure

that only 35% of the COBRA group insurance
premium is paid by  employees who were/are
involuntarily terminated from September 1, 2008 to
December 31, 2009.  The other 65% of the
premium will be picked up by federal subsidy.  This
subsidy phases out for singles earning between
$125,000-$145,000 and $250,000-$290,000 for
married couples filing jointly.

Workers who were involuntarily terminated
between September 1, 2008 and February 17,
2009, but failed to initially elect COBRA because
it was unaffordable, must be given an additional 60
days to elect COBRA and receive the subsidy.

The subsidy continues for up to 9 months and
terminates for all upon offer of any new employer-
sponsored health care coverage or Medicare
eligibility, whichever comes first.  The subsidy is
not taxable.

First-Time Home Buyer Credit Eased

A first-time home buyer is defined as someone
who has not owned a home in the three years prior
to the purchase.  A taxpayer purchasing his/her
first-time home between January 1, 2009 and
December 1, 2009 (yes, December 1) and who
occupies it as their principal residence within 24
months of purchase will receive an $8,000 tax
credit which does not have to be repaid, except it
must be repaid if the home is sold within 36
months of the purchase date.

A buyer who purchases a home after January 1,
2009 under the new rules can claim the credit on
his/her 2008 tax return to speed receipt of the
credit.  

A buyer who purchased a home before January 1,
2009 will get an “interest-free loan” credit and be
subject to the 15-year recapture period.

Alternative Minimum Tax (AMT)

AMT relief is extended to 2009.  The AMT
exemptions for 2009 are increased to $46,700 for
individuals and $70,950 for joint filers.  

Also, beginning in 2009 an individual may offset
his/her regular tax liability and AMT liability by the
non-refundable personal credits.



Sales Tax on Vehicle Purchases

For tax years beginning 2009, the Act allows
eligible taxpayers a deduction for state, local and
excise taxes paid on the purchase of a new car or
light truck.  The deduction phases out at AGI levels
of $125,000 for singles and $250,000 for married
filing jointly.  The deduction does not apply to
leased vehicles and is limited to a sticker price of
up to $49,500.

Homeowners Energy Credits Extended and
Modified

The Act allows taxpayers an aggregate cap of non-
refundable credit of up to $1,500 for making
qualifying energy saving improvements to their
home during the period January 1, 2009 to
December 31, 2010.

Earned Income Tax Credit Increased

For low-income, working families with three or
more children, the credit will be increased to 45%
of the family’s first $12,570 of earned income for
tax years 2009 and 2010 with the credit phase-out
beginning at $21,420 (up from $19,360), resulting
in a maximum refundable credit of $5,656.

New American Opportunity Education Tax
Credit

Modifying the HOPE scholarship credit, the
American Opportunity Credit allows up to four
years of undergraduate study.  For 2009 and 2010,
the maximum credit will be $2,500 in each year
and 40% of the credit is refundable.  

The credit phases out at AGI levels between
$80,000 and $90,000 for singles and $160,000
and $180,000 for married filing jointly.

As part of the Act, the IRS is required to conduct
two studies and submit a report to Congress with
their results no later than February 17, 2010 on: 

(1) how to coordinate the HOPE and Lifetime
Learning credits with the Pell grant program;

and
(2) requiring students to perform community
service as a condition of taking their tuition
and related expenses into account for
purposes of the HOPE and Lifetime Learning
credits.

Student Computer Purchase

Computers, including software and peripheral
equipment, will be allowed as qualified purchases
paid by 529 college savings plans in 2009 and
2010.

Health Coverage Tax Credits

Effective May 1, 2009, the health coverage tax
credit is increased from 65 to 80 percent of the
individual’s premiums for qualified health
insurance of specific family members.  The
increased credit expires in 2011.

Unemployment Benefits Partially Exempt

The first $2,400 in unemployment benefits is
exempt from federal taxes in 2009.  

For workers who have exhausted their regular
unemployment benefits, the Act provides for up to
33 weeks of extended unemployment benefits
through December 31, 2009.  

Electric Vehicles Tax Credit

The Act creates a new 10% non-refundable
personal credit up to a maximum of $2,500 for
electric drive low-speed vehicles, motorcycles and
three-wheeled vehicles and up to a maximum of
$4,000 for the cost of converting any motor vehicle
into a qualified plug-in electric drive motor vehicle.
This credit is available for vehicles purchased
through December 31, 2011.  

Items in this publication should not be considered official
statements of position, nor advice for individuals or
organizations without consulting a professional advisor.  This
information is not intended to be, nor can it be, used by any
taxpayer for the purpose of avoiding tax penalties. For more
information, please contact tax directors Leo Parmegiani or Joe
Lee.
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