








The New Law Revives Old Tax Benefits
everal important tax 
breaks for individuals 

expired at the end of 2007; 
the new law extended them 
for 2008 and 2009. Some of 
these  extensions are even 
longer.

Tuition and fees deduc-
tion. Individuals with modi-
fied adjusted gross    income 
(MAGI) below a threshold 
amount can deduct up to 
$4,000 in qualified higher 
education costs from their 
gross income. For 2008 tax 
returns, due in 2009, sin-
gle taxpayers and heads of 
household must have MAGI 
no higher than $65,000. 
Couples filing a joint return 
can deduct $4,000 worth 
of qualified higher educa-
tion costs with MAGI up to 
$130,000.

Some taxpayers with slight-
ly higher MAGI can take 
a $2,000 deduction rath-
er than a $4,000 deduc-
tion. Single taxpayers and 
heads of  household in the 
$65,001–$80,000 range 
can deduct up to $2,000 of 
qualified higher education 
costs, while joint filers can 
take the $2,000 deduction 
with MAGI over $130,000 
but not over $160,000. 

The tuition and fees   deduc-
tion is available for qualified 
taxpayers whether or not 
they itemize deductions 
on Schedule A of their tax  
return. Individuals   eligible 
for the tuition and  fees 
deduction also may be eli-
gible for a Hope or Lifetime 
Learning credit; if so, they 
can choose the tax deduc-
tion or credit that produces 
the greater savings. How-
ever, you can’t use both 
breaks in the same year.

State and local sales taxes. 
Taxpayers who itemize their 
deductions on Schedule A 
can opt to  deduct state and 
local sales taxes instead 
of state and local income 
taxes. The sales tax deduc-
tion is the amount allowed 
by an IRS table based on 
household size  and income 
for each state. However, the 
basic deduction amount can 
be increased by the sales 
tax on certain big ticket 

items such as a car, boat, 
or home building materials. 
Thus, while this provision 
primarily  benefits individu-
als who live in states with 
no income tax, even those 
who live in a state with an 
income tax may find the 
sales tax deduction to be 
larger than the one for in-
come tax.

IRA charitable transfers. 
Individuals who are 70 or 
older can transfer up to 
$100,000 from their IRA 
directly to a public char-
ity in 2008 and 2009 and    
exclude this distribution 
from income. However, 
no charitable contribution    
deduction will be allowed 
for this transfer.

Suppose, for example, you 
are 75 years old and have 
pledged $30,000 to your   
favorite charity this year. 
Thanks to this revived tax 
provision, you can tap your 
IRA to fulfill your pledge. 
For most taxpayers, tak-
ing $30,000 from a tradi-
tional IRA would generate 
$30,000 worth of taxable 
income. You might get a 
$30,000 tax deduction as 
an offset, but you might not. 

Various limits on allowable 
charitable deductions and 
the phaseout of itemized 
deductions faced by high-
bracket taxpayers may delay 
or devalue your tax deduc-
tion. What’s more, taking 
$30,000 from your IRA 
would increase your AGI by 
$30,000; this increase could 
cause other tax benefits to be 
lost or reduced.
	
Because you are over age 
70, however, you can have 
your IRA custodian send 
$30,000 to the charity. You 
won’t get a tax deduction, 
but you also won’t pick 
up extra income that could 
inflate your tax bill. What’s 
more, after age 70 you must 
take minimum required 
distributions (MRDs) from 

your IRA, even if you don’t 
need the money. If you 
make charitable contribu-
tions from your IRA this 
year, those donations can 
fulfill your MRD obliga-
tion without swelling your 
AGI. 

Discharge of indebted-
ness income. Homeowners 
who have some or all of 
their debt  forgiven on their 
home mortgage during a           
foreclosure or mortgage 
workout may not have to 
include this debt forgive-
ness in income. This break, 
which was created by the 
Mortgage Forgiveness Debt 
Relief Act of 2007, had been 
set to run through 2009, but 
the new law extends the  
exclusion through 2012.

Additional deduction for 
residential real estate tax-
es. Homeowners who do not 
itemize their deductions can 
add an additional amount to 
their standard deduction in 
2008 for real estate taxes, 
up to $500 for singles and 
$1,000 for joint filers. The 
new law  extends this break 
for 2009. You can count 
only property taxes for a 
principal  residence.

Child tax credit .  The 
earned income threshold 
for the refundable child tax 
credit has been reduced,  
allowing more individuals 
to qualify for the refund.   
Before the new law was 
passed, the credit had been 
limited to 15% of a taxpay-
er’s earned income in excess 
of $12,050 for 2008. The 
new law lowers the earned 
income threshold for 2008 
to $8,500.
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Businesses Get Some Breaks
everal business tax 
breaks expired at the 

end of 2007 or were sched-
uled to expire at the end of 
2008. The new law extends 
some of those tax benefits:

Research credit. The new 
law restores the research 
credit for 2008 and 2009. 
This credit generally is 20% 
of incremental research   
expenses. 

In 2007, there had been two 
other ways to figure the 
research credit  besides the 
20% solution: an alternative 
incremental research credit 
and an alternative simpli-
fied credit. Under the new 
law, the alternative incre-
mental research credit has 
been repealed. Moreover, 
the alternative simplified 
credit has been increased to 
14% of qualified research 
expenses that exceed 50% 
of the average qualified 
research expenses for the 
three preceding years. In 
2007, the credit percentage 
had been 12%. 

Amortization for leasehold 
and restaurant improve-
ments. The 15-year amor-
tization period for qualified 
leasehold and qualified res-
taurant improvements was 
extended for 2008 and 2009. 
Without this special treat-
ment, such expenditures 
must be depreciated over 
39 years. The same 15-year 
amortization period  applies 
to certain improvements 
to retail space in 2008 and 
2009. 

New markets credit. This 
credit, which is designed 
to    encourage investments 
and loans to small busi-
nesses located in economi-
cally distressed areas, has 
been extended for 2008 and 
2009.

Deduction for energy-        
ef fic ient  commercial 
building property. The 
deduction for owners of 
commercial building prop-
erty had been set to expire at 
the end of 2008; it has been 
extended through 2013. The  
deduction 
may be as 
much as 
$1.80 per 
s q u a r e 
foot  for 
a  bui ld-
ing  tha t 
meets cer-
tain ener-
gy  usage 
standards 
There is a modified deduc-
tion of 60 cents per square 
foot for a commercial build-
ing that attains some mea-
sure of energy efficiency 
but not enough to  warrant 
the $1.80 per square foot 
deduction.

Credit for manufacturers 
of certain energy-efficient      
appliances. The credit for 
manufacturing certain ap-
pliances, including clothes 
washers, dishwashers, and 
refrigerators, has been ex-
tended through 2009 or 
2010, depending upon the 
appliance.

Renewable energy. The 
credit for producing elec-

tricity from qualified wind 
facilities will run through 
2009. The credit for pro-
ducing electricity through 
biomass and other qualify-
ing renewable sources will 
run through September 30, 
2011. The credit for solar 
energy, fuel cell, and mi-
croturbine property will run 
through 2016.

Domestic production ac-
tivities deduction. Start-
ing in 2010, the domestic 
production activities deduc-
tion is set to rise from the     

current 6% 
rate to 9%. 
The  new 
law retains 
the 6% rate 
for oil and 
ga s  p r o -
d u c t i o n . 
T h i s  6 % 
rate applies 
to qualified 
production 

activities income from pro-
ducing, refining, process-
ing, and transporting or      
distributing oil or gas, or 
any primary product of oil 
and gas.

Charitable contributions. 
There are four tax exten-
sions relating to charitable 
contributions by businesses, 
as follows: 

1.Basis adjustment required 
for S corporation sharehold-
ers for corporate donations 
of appreciated property. 
Pursuant to the S corpo-
ration rules made by the 
Pension Protection Act, for 
2006 and 2007, the amount 

of the shareholder’s basis 
reduction in the stock of an 
S corporation will be equal 
to his or her pro rata share 
of the  adjusted basis of the     
contributed property. The 
new law extends this treat-
ment for two more years. 
Please contact us if you 
would like to discuss how 
this provision may apply 
to you.

2.Donating computers and 
peripherals to schools and 
libraries. This break, which 
applies only to C corpora-
tions, has been extended 
through 2008 and 2009. A 
special rule allows donors 
to increase their deduction 
by 50% of the difference 
between the basis and the 
fair market value of the 
computers, but not by more 
than 200% of the basis of 
the computers.

3.Contributing food in-
ventory. The deduction, 
which is calculated in the 
same way as the deduction 
for computer donations 
by C corporations, can be 
used by any business entity. 
The food must be whole-
some and meet all labeling      
standards.

4.Contributing books to 
qualifying schools. Again, 
the deduction is enhanced 
the same way as the  deduc-
tion for computer donations 
by C corporations but it is 
not limited to C corpora-
tions. A company seeking 
this deduction must give 
books to a public school, 
grades K-12, for use in an        
education program.
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