HIGHLIGHTS OF THE 2004 TAX LAW CHANGES

INFLATION ADJUSTMENTS

As is the case each year, the tax brackets, standard deduction, personal exemption, earned income tax credit and other key elements of the tax system, such as car mileage rates, are adjusted for inflation.

See the 2004 Tax Rate Schedule web page for details.
WORKING FAMLIES TAX RELIEF ACT OF 2004 (WFTRA’04)

2003 TAX LAW EXTENSIONS
This act extended several 2003 tax cuts through 2010, including the
· $1,000 child tax credit
· Expanded 10% tax bracket

· Marriage penalty relief for those taxpayers in the 10% and 15% brackets

It also extended the following tax cuts through 2005
· The $250 educator deduction and

· The higher AMT exemptions

CLEAN FUEL VEHICLE DEDUCTION

The maximum amount of this deduction has been retained at the $2,000 level through 2005.  Three vehicles are certified as clean-fuel cars: the Toyota Prius, and the Honda Civic and Insight.

Note: Under current law, the maximum deduction will decrease to $500 in 2006 and not be available at all thereafter.
HEALTH SAVINGS ACCOUNTS (HSAs)

See my newsletter titled HSAs – A New Health IRA.
CHILD TAX CREDIT

Taxpayers with a credit amount more than their tax could get a refund of the difference, up to 10% of the amount by which their  taxable earned income exceeded $10,750. This percentage was raised to 15% for 2004, meaning a larger refund for many of these taxpayers. Furthermore, those in the military can now choose to include combat pay in their earned income for purposes of computing this credit.
SALES TAX DEDUCTION

The old sales tax deduction was repealed by the 1986 Tax Reform Act. Taxpayers who itemize deductions will now have the option of deducting the larger of state and local income taxes or state sales taxes on their 2004 and 2005 returns. Therefore, with few exceptions, the practical benefits of the new deduction will be limited to taxpayers who live in the seven states without income taxes: Florida, Washington, Alaska, South Dakota, Nevada, Wyoming and, of course, Texas.

The IRS will provide optional tables for use in determining the state sales tax deduction (presumably based on income and size of the household); thus relieving taxpayers of the need to save receipts throughout the year. You may add to this amount sales taxes paid on the following purchases: motor vehicles, boats, aircraft, home and home building materials.

DEDUCTION FOR DISCRIMINATION SUIT COSTS
Generally, personal legal expenses are not deductible; however, a new deduction is available for those who pay attorney’s fees and court costs in connection with discrimination suits. The deduction can be taken “above-the-line’; i.e., the taxpayer does not need to itemize in order to get the deduction. This new deduction can be taken for attorney fees and court costs after October 22, 2004, for actions settled or decided after that date involving a claim of unlawful discrimination, a claim against the U.S. Government, or a claim made under Section 1862(b)(A) of the Social Security Act. The deduction cannot exceed the amount includible in income for the year on account of a judgment or settlement.

TUITION AND FEES DEDUCTION

For those that qualify, the maximum deduction increases from $3,000 to $4,000.
STUDENT LOAN INTEREST DEDUCTION

The person legally obligated to make interest payments on a student loan may be able to deduct interest payments on that loan made by someone else.

AMERICAN JOBS CREATION ACT OF 2004 (AJCA’04)
EXPENSE LIMITS FOR SUVs USED IN BUSINESS

SUVs placed in service after October 22, 2004 will be limited to a maximum $25,000 first year expensing option instead of the old maximum of $100,000. This applies to four-wheeled vehicles over 6,000 pounds but under 14,000 pounds (typically heavy SUV’s and suburban pickup trucks).   This provision specifically defines an SUV and does not preclude the use of bonus depreciation, which expires in 2004.
The first year cap for vehicles less than 6,000 pounds and placed in service in 2004, was increased to $10,910; an increase of $3,260.
The new limits do not affect other types of property where the taxpayer decides to expense the cost instead of depreciating the property.

EXTENDED 179 EXPENSING ELECTION

The maximum section 179 expense deduction for 2004 will be $102,000.
15-YEAR RECOVERY LIFE FOR LEASEHOLD IMPROVEMENTS
Leaseholds that qualify for bonus depreciation (Code Section 168) may be depreciated using the straight line method over 15 years, instead of over the life of the building, which is normally 39 years. This also applies to qualified restaurant property.
KENTUCKY CHANGES 
The standard deduction is increased to $1,870, up $40.

The retirement income exclusion is increased to $40,200 per person; up $800.
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