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September 2004 - Tax Savings for You In the New October 2004 Law (Part 1)

President Bush hasrecently signed “ TheWorking FamiliesTax Relief Act of 2004” intolaw after it wasoverwhelmingly
approved by both partiesin both housesof Congress. Itsprimary featuresinclude:

Continues beyond 2004-05 severa family tax benefitsthat were dueto expire, including the $1,000 child tax
credit and marriage penalty relief.

» Createsonedefinitionof “child” for dependency exemption rules, heed of household filing status, the dependent
care credit, the child tax credit, and the earned income credit. In the past, each of these have had different,
conflicting definitionsto dedl with.

»  Combat pay isnow includedin earned incomefor severd purposes.

» Extended severa other tax benefits, including theeducators' expensededuction, availability of medica savings
accounts, and the qudified el ectric vehiclecredit.

Thislatest tax law revision ded swith many other areasaswell. Almost everyonewill beaffected, soI’ll try to makethisas
easy tounderstand aspossible. Pleaseget professiona helpif you have questionson how you should respond to thesetax law

changes

Child Tax Credit Changes

The child tax credit had already been increased to $1,000 for 2003 and 2004, and was scheduled to drop back to $700
beginningin 2005. Thenew law extendsthe $1,000 child tax credit through 2010 (after whichitiscurrently scheduled to
drop back to $500).

The*refundable” feature of the child tax credit hasalso been expandedinthisnew law. Most tax creditsareonly effective
until they reduceyour incometax to zero. A refundablecredit will giveyou alimited amount of credit, evenif your income
tax iszero, meaning you can get atax refund evenwhen notax waspaid. Previouslaw allowed the credit to berefundable
intheamount of 10% of theamount of your taxable earned income above $10,750. Thenew law increasesthisto 15%. For
familieswith ear ned income of $20,750, thischange meansyou may qualify for an additional refund of up to $500.
At $30,750, the change could mean an additional $1000 refund for you. You may wish to check where you are on
earnedincomesofar thisyear, and plan accordingly through year end to get asmuch of thisnew additional refund aspossible.




MarriagePenalty Relief

Tax returnsfiled for 2003 alowed married couples with taxableincome of up to $56,000 to have the sametax asif each
spouseweresingle. Previoudy thesemarried couplespaid upto $1,000in additiond tax, Smply becausethey weremarried.
Previouslaw would have ended thismarriage pendty relief for 2004. The2004 Tax L aw extendsthismarriagepenalty
relief through 2007.

Larger 10-Percent Tax Bracket Continued

In 2004, thefirst $7,150 of taxableincomefor singlesand $14,300 for married taxpayersfilingjointly istaxed at 10%. Prior
law was schedul ed to reduce these amounts to $6,000 for singles and $12,000 for married couplesin 2005, which would
haveincreased taxesfor most singlesby $57.50 and for most married couplesby $115.00. Thenew law keepsthehigher
levelsand dsoindexesthem for inflation each year through 2010.

AlternativeMinimum Tax (AMT) Relief Continued

AMT isdesignedto makecertainthat “ highincome” taxpayerswith large deductionspay tax. Itisavery complex tax that
worksdifferently for each person. Itseffect isto makedeductionslike stateincometax, property tax, and employeebusiness
expensesineffective beyond acertain maximum leve , after whichtaxesof 26 to 28 percent apply. Withinflationandtax law
changes, more and more averageincometaxpayers are getting caught by thistax. Previouslaw provided alittlerelief by
increasing theamount of income exempt from thistax from $45,000 to $58,000, but it was schedul ed to expire at theend of
2004. Thenew 2004 tax law continuesthisbenefit for onemoreyear, until the end of 2005.

Military Tax Reduction

Past law excluded military combat pay from earned income, used to cal cul ate the refundabl e portion of the child tax credit
discussed earlier inthisarticle. Thenew 2004 tax law allowscombat pay tobeincluded inthecalculation of refundable
tax credit, effectivefor tax returnsfiled thisyear and for 2005, a sizeable benefit for many military families. Care
will be needed in applying thiselection, sSincein somecasesit will beabenefit andin othersit will causeatax increase. Be
sureto ask for qudified helpin applying thisnew provisionif you haveany questionsabout it.

Educators ExpenseDeduction

In 2002 and 2003, adeduction of up to $250 wasalowed for kindergarten through grade 12 educators. It expired at theend
of 2003. Thenew 2004 tax law extendsthe educator s expense deduction for two moreyears, through the end of
2005.

ElectricVehicleCredit

Current law alowed for a 10% tax credit through 2003, up to a maximum credit of $4,000, for the purchase of amotor
vehicle powered primarily by an eectric motor drawing current from rechargeable batteries, fuel cells, or other portable
sourcesof eectric current Thiscredit was scheduled to be phased out beginning in2004. The new 2004 tax |aw continues
thefull credit for 2004 and 2005.

Other Provisions

Thereismoreto thisnew tax law than can be covered inasinglearticle. Thediscussion of thenew definition of achildis
complex enough it will requirean article all of itsown. There are aso business provisionsto the new law which will be
coveredinthisseries. Besureto read thesefollow-up articlesaswell, they will save you money!



