	American Jobs Creation Act of 2004

	The President signed into law the American Jobs Creation Act of 2004 on October 22, 2004. 

The following are some of the Act’s highlights for business and individual tax provisions. 
Section 179 Expensing 

The Act extends the increased amount that a taxpayer may deduct & changes for an additional two years. 

  The maximum dollar amount that may be deducted under Section 179 is $100,000 for property placed in service in tax years beginning before 2008 ($25,000 for tax years beginning in 2008 and thereafter). 

  The $400,000 qualifying property limit applies to property placed in service in tax years beginning before 2008 ($200,000 for tax years beginning in 2008 and thereafter). 

  The Act also extends, through 2007 (from 2005), the indexing for inflation of the $100,000 and the $400,000 amounts. 

Section 179 Expensing for Sport Utility Vehicles 
The Act places a $25,000 limit on the Section 179 deduction for certain vehicles used in business not subject to the Section 280F luxury auto depreciation limits, effective for vehicles placed in service after the date of enactment (October 22, 2004). This limitation applies to sport utility vehicles (SUVs) rated at 14,000 pounds gross vehicle weight or less (in place of the present law 6,000 pound rating). 

For this purpose, the definition of an SUV does not include any vehicle that: 

  is designed to have a seating capacity of more than nine persons behind the driver’s seat (e.g., a hotel shuttle van); 

  is equipped with an open cargo area, or a covered box not readily accessible from the passenger compartment, of at least six feet in interior length; or 

  has an integral enclosure, fully enclosing the driver compartment and load carrying device, does not have seating rearward of the driver's seat, and has no body section protruding more than 30 inches ahead of the leading edge of the windshield. 

Leasehold Improvements Recovery Period
A 15-year recovery period applies to qualified leasehold improvement property placed in service after the date of enactment (October 22, 2004) and before 2006. 
Software

The Act extends the off the shelf software deduction for businesses.

Business Start Up Expenses

After the October 22, 2004 enactment date, you can write off $5,000 of start up costs rather than amortizing.  However, this phases out if the total start up costs are over $50,000.
Increase in Number of Eligible S Corporation Shareholders 
The Act increases the maximum number of eligible S corporation shareholders from 75 to 100, effective for tax years beginning after December 31, 2004. All members of a family will be treated as one shareholder, which allows more than 100 actual shareholders.
Exclusion of Stock Options from Wages 
Effective October 22, 2004, the Act provides specific exclusions from FICA and FUTA wages for compensation on account of the transfer of stock pursuant to the exercise of an incentive stock option or under an employee stock purchase plan, or any disposition of such stock. So, FICA and FUTA taxes do not apply upon the exercise of a statutory stock option. 

Federal income tax withholding is not required on a disqualifying disposition, or when compensation is recognized in connection with an employee stock purchase plan discount. Other reporting requirements continue to apply. 

Deduction of State and Local Sales Taxes 

This change takes us back in time for taxpayers who can itemize.  Taxpayer now makes a choice between itemized deduction for state and local general sales taxes or for state and local income taxes, effective for 2004 and 2005. 

Taxpayers have two choices for determining the sales tax deduction. To deduct the total amount of general state and local sales taxes paid by accumulating receipts showing general sales taxes paid [for 2004 it is unlikely that anyone would have collected all their receipts]. Or, you can use IRS tables that are “based on average consumption by taxpayers on a state-by-state basis taking into account filing status, number of dependents, adjusted gross income and rates of state and local general sales taxation.” Taxpayers who use the tables can also deduct eligible general sales taxes paid upon the purchase of motor vehicles, boats and other items specified by the IRS. 
[Generally in CT, your state and local taxes will be higher unless there is a big ticket item on which you paid sales tax.  This change will be beneficial in states like FL.]
Deduction for Charitable Donations of Vehicles 
The Act places new limits on charitable deductions for vehicles (generally including autos, boats, and airplanes for which the claimed value exceeds $500 and excluding inventory property) effective for contributions made after December 31, 2004. 

  The charitable contribution deduction for vehicles depends on the use of the vehicle by the donee organization. If the donee organization sells the vehicle without any significant intervening use or material improvement of the vehicle by the organization, the deduction is limited to the gross proceeds received from the sale. 

  The Act also imposes new substantiation requirements for contributions of vehicles for which the claimed value exceeds $500 (excluding inventory). A deduction is not allowed unless the taxpayer substantiates the contribution by a contemporaneous written acknowledgement by the donee that is attached to the taxpayer’s return. An acknowledgement is considered to be contemporaneous if provided within 30 days of sale of a vehicle or within 30 days of the contribution if the charity retains the vehicle for its use. 
IRS has never approved of using the “Blue Book” value for the donated amount.  For years prior to this change you must assign a real fair market value for your vehicle based on its condition and the features it includes. 

Sale of Residence Acquired in a Like-Kind Exchange 

As of October 22, 2004 the Section 121 exclusion for gain on the sale or exchange of a principal residence does not apply if the residence was acquired in a Section 1031 like-kind exchange in which any gain was not recognized within the prior five years. 
Costs from Discrimination Suits

An individual can deduct legal fees and court costs from discrimination law suits directly on the front of their tax return.  This is for costs paid after October 22 for judgments and settlements after October 22.


	


	The Working Families Tax Relief Act of 2004

	The President signed the Working Families Tax Relief Act on October 4, 2004. This is primarily an extender of expired and expiring provisions.

The following are some of the Act’s highlights. 
Extends the following family tax relief provisions through 2010: 

  Marriage penalty relief (15% rate bracket and standard deduction—MFJ amounts equal to 200% of Single amounts). 

  The expanded 10% income tax bracket. 

  The $1,000 child tax credit.  The refundability rate was raised from 10% to 15% starting at the beginning of 2004. 

Provides assistance to military families in combat zones: 

  Increases the child credit for military families by allowing them to include tax-free combat pay when calculating their refundable child credit. 

  Increases the earned income credit (EIC) for military families in 2004 and 2005 by giving them the option to include combat pay when calculating the EIC. 

Extends relief from the alternative minimum tax (AMT) through 2005: 

  Extends the $58,000 AMT exemption amount for married couples for one year (through 2005). Without action, it will drop to $45,000 in 2006. 

  Extends the $40,250 AMT exemption amount for single individuals for one year (through 2005). Without action, it will drop to $33,750 in 2006. 

Provides a new uniform definition of a child. 

1. There are five provisions in the Internal Revenue Code that contain the definition of a child: 

  Dependency exemption. 

  Child tax credit. 

  Earned income credit. 

  Dependent care credit. 

  Head of household filing status. 

2. For tax years beginning in 2005, a new consistent definition of a qualifying child applies. A child generally is a qualifying child if the child satisfies each of the following tests: 

  Relationship test. The child must be the taxpayer’s son, daughter, stepson, stepdaughter, brother, sister, stepbrother, stepsister, or a descendant of any of these individuals. 

  Residency test. The child must have the same principal place of abode as the taxpayer for more than half of the year. 

  Age test. The child must not have attained age 19 as of the close of the tax year, or must be a student who has not attained age 24 as of the close of the tax year. 

3. The legislation retains many of the same qualifying definitions for the particular provisions that refer to a qualifying child. 

  For example, the dependent care credit continues to require that the child must be under age 13, and the child credit continues to require that the qualifying child be under age 17. 

  The previous rules regarding children of divorced or separated parents are retained, typically granting the custodial parent the exemption but allowing the release of the claim to a noncustodial parent. 

4. Tie-breaking rules are added to the definition of a qualifying child, to identify the individual who may claim the child in the event more than one individual meets eligibility.
Extends the following provisions through 2005: 
  Research and development tax credit. 

  Mental health parity. 

  Work opportunity tax credit and the welfare-to-work tax credit. 

  Deduction for computer donations. 

  $250 deduction for teacher classroom expenses. 

  Authority to issue New York Liberty Zone bonds (extended through 2009). 

  Advance refunding of Liberty Zone bonds. 

  Allow nonrefundable tax credits against the AMT. 

  Tax credit for electricity produced from renewable sources. 

  Suspension of 100% of taxable income limit with respect to marginal production. 

  Disclosure of tax return information for student loan repayment administration. 

  Tax credit for electric vehicles. 

  Deduction for clean-fuel vehicles 

  Archer MSAs. 

  Disclosures relating to terrorist activities.



