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Tax Tips

How to Find Free Tax Services

The IRS provides free publications, forms and other tax material and information to hel p taxpayers meet
their tax obligations. Free help isavailable on the IRS Web site, by phone, at local IRS offices and at many
community locations.

ToFileor Not To File

You must fileatax return if your income is above a certain level. The amount varies depending on filing
status, age and the type of income you receive.

For example, amarried couple both under age 65 generaly isnot required to file until their joint income
reaches $17,900. However, self-employed individuals generally must file atax return if their net income
from self employment was at |east $400.

Check the “Individuals’ section of the IRS Web site at IRS.gov or consult the instructions for form 1040,
1040A, or 1040EZ for specific details that may affect your need to file atax return with IRS this year.

Six Reasons Why You May Want To File:

1. Federal Income Tax Withheld. If you are not required to file, you should file to get money back if
Federal Income Tax was withheld from your pay, if you made estimated tax payments, or had a prior year
overpayment applied to this year's tax.

2. Recovery Rebate Credit. If you did not qualify or did not receive the maximum amount for the 2008
Economic Stimulus Payment, you may be entitled to a Recovery Rebate Credit when you file your 2008 tax
return.

3. Earned Income Tax Credit. You may qualify for the Earned Income Tax Credit, or EITC, if you
worked, but did not earn alot of money. EITC isarefundable tax credit meaning you could qualify for a
tax refund.

4. Additional Child Tax Credit. This credit may be availableto you if you have at least one qualifying
child and you did not get the full amount of the Child Tax Credit.

5. First time Homebuyer Credit. If you bought a main home after April 8, 2008, and before July 1, 2009
and did not own amain home during the prior 3 years, you may be able to take thisrefundable credit.

6. Health Coverage Tax Credit. Certain individuals, who are receiving certain Trade Adjustment
Assistance, Alternative Trade Adjustment Assistance, or pension benefit payments from the Pension
Benefit Guaranty Corporation, may be digible for a Health Coverage Tax Credit when you file your 2008
tax return.
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Doesthe IRS Owe Y ou M oney?

Who couldn’t use alittle extra cash this summer! The IRS may have some money for you.

If you have not filed a prior year tax return and are due arefund, you should consider filing thereturn to
claim that refund. If you are missing arefund for a previoudly filed tax return, you should contact the IRS
to check the status of your refund and confirm your current address.

Unclaimed Refunds

Some people may have had taxes withheld from their wages but were not required to file atax return
because they had too little income. Others may not have had any tax withheld but would be eligible for the
refundable Earned Income Tax Credit.

e Tocollect thismoney areturn must be filed with the IRS no later than three years from the due
date of thereturn.

e If noreturnisfiled to claim the refund within three years, the money becomes the property of the
U.S. Treasury.

e Thereisno penalty assessed by the IRS for filing alate return qualifying for arefund.

e Current and prior year tax forms and ingtructions are available on the Forms and Publications web
page of IRS.gov or by calling 800-TAX-FORM (800-829-3676).

e Information about the Earned Income Tax Credit and how to claim it is also available on IRS.gov.

Undeliverable Refunds
Were you expecting arefund check but didn't get it?

e Refund checks are mailed to your last known address. Checks are returned to the IRS if you move
without notifying the IRS or the U.S. Postal Service.

e You may be able to update your address with the IRS on the “Where's My Refund?’ feature
available on IRS.gov. You will be prompted to provide an updated addressif thereisan
undeliverable check outstanding within the last 12 months.

e You can aso ensure the IRS has your correct address by filing Form 8822, Change of Address,
which isavailable on IRS.gov or can be ordered by calling 800-TAX-FORM (800-829-3676).

e |f you do not have access to the Internet and think you may be missing a refund, you should first
check your records or contact your tax preparer. If your refund information appears correct, call
the IRS toll-free assistance line at 800-829-1040 to check the status of your refund and confirm
your address.

Owethe RS M oney?

Eight Thingsto Know If You Receive an IRS Notice

Every year, the IRS sends millions of |etters and notices to taxpayers. Many taxpayers will receive this
correspondence during the late summer and fall. Here are eight things every taxpayer should know about
IRS notices — just in case one shows up in your mailbox.
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1. Don't panic. Many of these |etters can be dealt with simply and painlessly.

2. Thereare number of reasons the IRS sends notices to taxpayers. The notice may request payment
of taxes, notify you of a change to your account or request additional information. The notice you
receive normally covers a very specific issue about your account or tax return.

3. Each letter and notice offers specific instructions on what you are asked to do to satisfy the
inquiry.

4. 4. If you receive a correction notice, you should review the correspondence and compare it with
the information on your return.

5. If you agree with the correction to your account, usually no reply is necessary unless a payment is
due.

6. If you do not agree with the correction the IRS made, it isimportant that you respond as requested.
Write to explain why you disagree. Include any documents and information you wish the IRS to
consider, along with the bottom tear-off portion of the notice. Mail the information to the IRS
address shown in the upper left-hand corner of the notice. Allow at least 30 days for aresponse.

7. Most correspondence can be handled without calling or visiting an IRS office. However, if you
have questions, call the telephone number in the upper right-hand corner of the notice. Have a
copy of your tax return and the correspondence available when you call to help usrespond to your
inquiry.

8. It'simportant that you keep copies of any correspondence with your records

Eight Tipsfor Taxpayers Who Owe Money tothe IRS

The vast majority of Americans get atax refund from the IRS each spring, but what do you do if you are
one of those who received atax bill? Here are eight tips for taxpayers who owe money to the IRS.

1. If you get a bill this summer for late taxes, you are expected to promptly pay the tax owed including any
additional penaltiesand interest. If you are unable to pay the amount due, it is often in your best interest to
get aloan to pay the bill in full rather than to make ingtallment paymentsto the IRS.

2. You can aso pay the bill with your credit card. To pay by credit card contact either Official Payments
Corporation at 800-2PAY TAX (al so www.officialpayments.com) or Link2Gov at 888-PAY-1040 (also
www.pay1040.com).

3. Theinterest rate on a credit card or bank 10an may be lower than the combination of interest and
penalties imposed by the Internal Revenue Code.

4. You can aso pay the balance owed by e ectronic funds transfer, check, money order, cashier’s check or
cash. To pay using e ectronic funds transfer you can take advantage of the Electronic Federal Tax Payment
System by calling 800-555-4477 or 800-945-8400 or online at www.eftps.gov.

5. An ingtalIment agreement may be requested if you cannot pay theliability in full. Thisisan agreement
between you and the IRS for the collection of the amount due in monthly installment payments. To be
eligible for an ingtallment agreement, you must firg file all returnsthat arerequired and be current with
estimated tax payments.

6. If you owe $25,000 or less in combined tax, penalties and interest, you can request an ingtallment
agreement using the web-based application called Online Payment Agreement found at IRS.gov.
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7. You can aso complete and mail an IRS Form 9465, Installment Agreement Request, a ong with your bill
in the envel ope that you have received from the IRS. The IRS will inform you usually within 30 days
whether your request is approved, denied, or if additional information isneeded. 1f the amount you oweis
$25,000 or less, provide the monthly amount you wish to pay with your request. At a minimum, the
monthly amount you will be allowed to pay without completing a Collection Information Statement, Form
433, isan amount that will full pay thetotal balance owed within 60 months.

You may still qualify for an installment agreement if you owe more than $25,000, but a Form 433F,
Callection Information Statement, is required to be completed before an installment agreement can be
considered. If your balanceis over $25,000, consider your financial Stuation and propose the highest
amount possible, asthat is how the IRS will arrive at your payment amount based upon your financial
information.

9. If an agreement is approved, a one-time user fee will be charged. The user fee for anew
agreement is $105 or $52 for agreements where payments are deducted directly from your bank
account. For eigibleindividuals with incomes at or below certain levels, areduced fee of $43 will
be charged, and isautomatically figured based on your income.

Payment Options

If you cannot pay the full amount of taxes you owe by the April deadline, you should ill file your return
by the deadline and pay as much as you can to avoid penaties and interest. There are also alternative
payment options to consider:

e Additional Timeto Pay Based on your circumstances, you may be granted a short additiona time
to pay your tax in full. The IRS is sometimes able to allow a brief additional amount of time to pay
in order to facilitate tax debt repayment. A brief additional amount of timeto pay can be requested
through the Online Payment Agreement application a IRS.gov or by calling 800-829-1040.
Taxpayers who request and are granted an additional 30 to 120 days to pay thetax in full generally
will pay lessin penalties and interest than if the debt were repaid through an installment agreement
over agreater period of time.

e Installment Agreement You can apply for an IRS installment agreement using our Web-based
OPA application on IRS.gov. ThisWeb-based application allows taxpayers who owe $25,000 or
lessin combined tax, pendties and interest to self-qualify, apply for, and receive immediate
notification of approval. Y ou can also request an installment agreement before your current tax
liabilities are actually assessed by using OPA. The OPA option provides you with a simple and
convenient way to establish an instalIment agreement and eliminates the need for personal
interaction with IRS and reduces paper processing.

e Pay by Credit Card or Debit Card You can charge your taxes on your American Express,
MasterCard, Visaor Discover credit cards. Additionally, you can pay by using your debit card.
However, the debit card must be a Visa Consumer Debit Card, or aNY CE, Pulse or Star Debit
Card. To pay by credit card or debit card, contact one of the service providers at its telephone
number or Web site listed below and follow the instructions. Thereisno IRS fee for credit or debit
card payments, but the processing companies charge a convenience fee or flat fee. If you are
paying by credit card, the service providers charge a convenience fee based on the amount you are
paying. If you are paying by debit card the service providers charge a flat fee of $3.95, do not add
the convenience fee or flat fee to your tax payment.
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Six Important Facts about Your Appeal Rights

The IRS has an appeals system for people who do not agree with the results of an examination of their tax
returns or with other adjustmentsto their tax liability. Here are the top six things to know when it comes to
your appeal rights.

1

When the IRS makes an adjustment to your tax return, they will send you areport or aletter
explaining the proposed adjustments. This letter will aert you of your right to request a conference
with an Appeal s office and how to put in arequest for such a conference.

In addition to examinations, many other things can be appealed. Y ou can also appeal penalties,
interest, trust fund recovery penalties, and offersin compromise, liensand levies.

If you request an Appeals conference, be prepared with records and documentation to support your
position.

Appeals conferences are informal meetings. Y ou may represent yourself or have someone else
represent you. Those allowed to represent taxpayers include attorneys, accountants or individual
enrolled to practice before the IRS.

If you do not reach agreement with IRS Appeals or if you do not wish to appeal within the IRS,
you may appeal certain actions through the courts.

For further information on the appeals process, refer to Publication 5, Your Appeal Rights and
How to Prepare a Protest if you don’t agree. This publication, along with more information about
IRS appeals, isavailable on the IRS Web site at IRS.gov.

Seven | mportant Points about Penalties

Taxpayers who do not file their return and pay their tax by the due date may have to pay a penalty. Here are
seven things you should know about failure-to-file and failure-to-pay penalties.

1

The failure-to-file penalty is generally more than the failure-to-pay penalty. So if you cannot pay
all the taxes you owe, you should still file your tax return and explore other payment optionsin the
meantime.

The penalty for filing lateis usually 5 percent of the unpaid taxes for each month of part of a
month that areturn islate. This penalty will not exceed 25 percent of the taxpayer’s unpaid taxes.
If you file your return more than 60 days after the due date or extended due date, the minimum
penalty isthe smaller of $135 or 100 percent of the unpaid tax.

You will not have to pay afailure-to-file pendty if you can show that you failed to file on time
because of reasonable cause and not because of willful neglect.

Y ou will have to pay a failure-to-pay penaty of %2 of 1 percent of your unpaid taxes for each
month or part of a month after the due date that the taxes are not paid.

If you filed an extension and you paid at least 90 percent of your actua tax liability by the due
date, you will not be faced with a failure-to-pay penalty.

If both the failure-to-file penalty and the failure-to-pay penalty apply in any month, the 5 percent
failure-to-file penalty is reduced by the failure-to-pay penalty. However, if you file your return
more than 60 days after the due date or extended due date, the minimum penalty is the smaller of
$135 or 100% of the unpaid tax.
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Top Ten Things You Need to Know About M aking Federal Tax
Payments

Will you be making a payment with your federal tax return this year? If so, hereis what you need to know
about making tax payments correctly.

1. Never send cash!

2. If youfileeectronically, you can fileand pay in asingle step by authorizing an e ectronic funds
withdrawal viatax preparation software or atax professional.

3. You can pay by phone or online using a credit or debit card whether you file a paper return or
electronically.

4. Electronic payment options provide an alternative to paying taxes or user fees by check or money
order. You can make payments 24 hours a day, seven days a week. Visit IRS.gov and search e-
pay, or refer to Publication 3611, e-File Electronic Payments for more details.

5. If you itemize, you may be able to deduct the convenience fee charged for paying individual

income taxes with a credit or debit card as a miscellaneous itemized deduction. The deduction is

subject to the 2 percent limit on Form 1040, Schedule A, Itemized Deductions.

Enclose your payment with your return, but do not stapleit to the form.

If you pay by check or money order, make sureit is payable to the “United States Treasury.”

Always provide your correct name, address, Social Security number listed first on the tax form,

daytime telephone number, and tax year and form number on the front of your check or money

order.

9. Complete and include Form 1040-V, Payment Voucher, when sending your payment and tax
return to the IRS. Thiswill help the IRS process your payment accurately and efficiently.

10. For more information, call 800-829-4477 for TeleTax Topic 158, "Ensuring Proper Credit of
Payments.” You can aso find out morein Publication 17, Y our Federal Income Tax and Form
1040-V, both available at IRS.gov.

© N o

Credit and Debit Card Fees Related to Tax Payment are Deductible

WASHINGTON — Credit or dehit card convenience fees charged for paying federal individual income
taxes electronically are deductible for some taxpayers who itemize, the Internal Revenue Service
announced today.

Federal law barsthe IRS from paying any fees associated with these credit or debit transactions. Card
processors normally charge taxpayers for convenience fees when they use their credit or debit card to pay
taxes. Feesvary but average about 2.5 percent of the tax payment.

In reassessing a previous position, the IRS decided that the convenience fees associated with the payment
of federal tax, including payment of estimated tax, can be included as a miscellaneous itemized deduction.
However, only those miscellaneous expenses that exceeded 2 percent of the taxpayer’ s adjusted gross
income can be deducted.

Not everyone who pays the fees will be able to deduct them. Taxpayersfirst must be eligible to filea Form
1040 Schedule A to itemize their expenses. And, taxpayers must have enough miscellaneous expenses to
exceed the 2 percent threshold. These expenses include items such as tax preparation costs, job search
expenses and unreimbursed employee expenses.
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Ten Last Minute Filing Tips

With the tax filing deadline close at hand, the IRS offers ten tips for those still working on their tax returns:

1

2.

10.

File Electronically - Consider filing eectronically instead of using paper tax forms. If you file
electronically and choose direct deposit, you can receive your refund in asfew as 10 days.

Check the Identification Number s - When filing a paper return carefully check theidentification
numbers — usually Social Security numbers— for each person listed. Thisincludes you, your
spouse, dependents and persons listed in relation to claims for the Child and Dependent Care
Credit or Earned Income Tax Credit. Missing, incorrect or illegible Social Security Numbers can
delay or reduce atax refund.

Double-Check Your Figures- If you are filing a paper return, you should double-check that you
have correctly figured the refund or balance due.

Check the Tax Tables - If you arefiling using the Free File Fill able Forms or a paper return you
should double-check that you have used the right figure from the tax table.

Sign your form - Taxpayers must sign and date their returns. Both spouses must sign a joint
return, even if only one had income. Anyone paid to prepare areturn must also sign it.

Mailing Your Return - Use the coded envel ope included with your tax package to mail your
return. If you did not receive an envelope, check the section called "Where Do You File?" in the
tax instruction booklet.

Mailing a Payment - People sending a payment should make the check out to “United States
Treasury” and should enclose it with, but not attach it to the tax return or the Form 1040-V,
Payment Voucher, if used. The check should include the taxpayer’s Social Security number,
daytime phone number, the tax year and the type of form filed.

Electronic Payments - Electronic payment options are convenient, safe and secure methods for
paying taxes. Y ou can authorize an electronic funds withdrawal, or use acredit card or a debit
card. For more information on electronic payment options, visit IRS.gov.

Extension to File - By the April due date, taxpayers should either fileareturn or request an
extension of timeto file. Remember, the extension of time to fileisnot an extension of time to
pay.

IRS.gov - Formsand publications and hel pful information on a variety of tax subjects are
available around the clock on the IRS Web site at IRS.gov.

Five Tipsto Avoid Tax Time Stress

Areyou looking for ways to avoid the last-minute rush for doing your taxes? Here are some stress-relieving
tipsto help you.

1

Don’t Procrastinate — Resist the temptation to put off your taxes until the very last minute. Y our
haste to meet the filing deadline may cause you to overlook potential sources of tax savings and
will likely increase your risk of making an error.

Visit the IRS Online—In 2008, there were more than 330 million visitsto IRS.gov. Anyone with
Internet access can find tax law information and answersto frequently asked tax questions.

File Your Return Electronically — Nearly 90 million taxpayers filed their returns electronically
in 2008. Aside from ease of filing, IRS e-fileis the fastest and most accurate way to file a tax
return. If you're due arefund, the waiting time for e-filersishalf that of paper filers.
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4. Don't Panicif You Can’t Pay — If you cannot pay the full amount of taxes you owe by the April
deadline, you should till file your return by the deadline and pay as much as you can to avoid
penalties and interest. Y ou also should contact the IRS to discuss your payment options at 1-800-
829-1040. The agency may be able to provide some relief such as a short-term extension to pay,
an installment agreement or an offer in compromise. More than 75 percent of taxpayers eligible
for an Ingtallment Agreement can apply using the Web-based Online Payment Agreement
application available on IRS.gov. To find out more about this simple and convenient process type
“Online Payment Agreement” in the search box on the IRS.gov homepage.

5. Request an Extension of Time to File— But Pay on TimeIf the clock runs out, you can get an
automatic Sx month extension of timeto file to October 15. However, this extension of timeto
file does not give you moretimeto pay any taxes due. Y ou will owe interest on any amount not
paid by the April deadline, plus alate payment penalty if you have not paid at least 90 percent of
your total tax by that date. See IRS Form 4868, Application for Automatic Extension of Timeto
File U.S. Individual Income Tax Return for a variety of easy ways to apply for an extension. Form
4868 isavailable at IRS.gov or by calling 800-TAX-FORM (800-829-3676). Taxpayers needing
Form 4868 should act soon to be sure they have theitem in time to meet the April deadline.

Standard or Itemized Deductions

Whether to itemize deductions on your tax return depends on how much you spent on certain expenses last
year. Money paid for medical care, mortgage interest, taxes, charitable contributions, casualty losses and
mi scel laneous deductions can reduce your taxes. If the total amount spent on those categoriesis more than
the standard deduction, you can usually benefit by itemizing.

The standard deduction amounts are based on your filing status and are subject to inflation adjustments
each year. For 2008, they are:

Single $5,450

Married Filing Jointly $10,900
Head of Household $8,000
Married Filing Separately $5,450

e Sometaxpayers have different standard deductions. The standard deduction amount depends
on your filing gatus, whether you are 65 or older or blind, whether an exemption can be claimed
for you by another taxpayer, whether you plan to claim the additional standard deduction for state
and local red estate taxes, and whether you have anet disaster loss from afederally declared
disaster. If any of these apply, you must use the Standard Deduction Worksheet in the Form
1040EZ, 1040A or 1040 instructions.

e Limited itemized deductions. Y our itemized deductions may be limited if your adjusted gross
income is more than $159,950 ($79,975 if you are married filing separately). Thislimit appliesto
all itemized deductions except medical and dental expenses, casualty and theft losses, gambling
losses, investment interest and certain qualified cash contributionsfor relief effortsin a
Midwestern disaster area.

e Married Filing Separately. When amarried couple files separate returns and one spouse itemizes
deductions, the other spouse cannot claim the standard deduction and should itemize their
deductions.

e Sometaxpayersare not eigible for the standard deduction. They include nonresident aliens,
dual-status aliens and individual s who file returns for periods of less than 12 months.

e Formstouse. Toitemizeyour deductions, use Form 1040, U.S. Individual Income Tax Return,
and Schedule A, Itemized Deductions.
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Additional Standard Deduction for Real Estate Taxes

Thereisan additional standard deduction for those who don’t qualify to itemize their tax deductions, but
who do pay state or local redl estate taxes. This deduction isavailable for the 2008 and 2009 tax years.

Here are sx things you need to know about the additional standard deduction for rea estate taxes:

1. Theadditional deduction amount is equal to the amount of real estate taxes paid. The amount can
be up to $500 for single filers or up to $1,000 for joint filers.

2. Thetaxes must be imposed on you.

3. You must have paid the taxes during your tax year.

4. Thetaxes must be charged uniformly against al property in the jurisdiction and must be based on
the assessed value. Many states and counties also impose local benefit taxes for improvementsto
property, such as assessments for streets, sidewalks and sewer lines. These taxes usually cannot be
deducted.

5. Real estate taxes paid on foreign or business property do not qualify for theincreased standard
deduction.

6. You must fileaForm 1040 or 1040A to claim the additional deduction. When claiming the
additional standard deduction for real estate taxes, be sure to check the box on line 39¢ of Form
1040 or line 23c of Form 1040A.

Five Important Tax Credits

Check it out! Y ou might be eligible for atax credit. A tax credit isadollar-for-dollar reduction of taxes
owed. Some credits are even refundable. That means you might receive arefund rather than owe any taxes.

Here are five popular credits you should consider before filing your 2008 Federal Income Tax Return:

1. The Earned Income Tax Credit isarefundable credit for low-income working individuals and
families. Income and family size determine the amount of the credit. For more information, see IRS
Publication 596, Earned Income Credit.

2. The Child and Dependent Care Credit isfor expenses paid for the care of your qualifying children
under age 13, or for a disabled spouse or dependent, to enable you to work or look for work. For more
information, see IRS Publication 503, Child and Dependent Care Expenses.

3. The Child Tax Credit is for people who have a qualifying child. The maximum amount of the credit is
$1,000 for each qualifying child. This credit can be claimed in addition to the credit for child and
dependent care expenses. For moreinformation on the Child Tax Credit, see IRS Publication 972, Child
Tax Credit.

4. The Retirement Savings Contributions Credit, also known asthe Saver’s Credit, is designed to help
low- and moderate-income workers save for retirement. Y ou may qualify if your income is below a certain
limit and you contribute to an IRA or workplace retirement plan, such asa401(k) plan. The Saver’s Credit
isavailable in addition to any other tax savingsthat apply. For more information, see IRS Publication 590,
Individual Retirement Arrangements (IRAS).
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5. Health Coverage Tax Credit Certain individuals, who are receiving certain Trade Adjustment
Assistance, Alternative Trade Adjustment Assistance, or pension benefit payments from the Pension
Benefit Guaranty Corporation, may be digible for a Health Coverage Tax Credit when you file your 2008
tax return.

Things You Need to Know About Tax Refunds

Areyou expecting arefund from the IRS this year? Here are the top ten things you should know about your

refund.

10.

Refund Options Y ou have two options for receiving your individual federal income tax refund: a
paper check or adirect deposit.

Separ ate Accounts Y ou may use Form 8888, Direct Deposit of Refund to More Than One
Account, to request that your refund be allocated by direct deposit among up to three separate
accounts, such as checking or savings or retirement accounts.

Paper Return Processing Time If you file a complete and accurate paper tax return, your refund
will usually be issued within six weeks from the received date.

Returns Filed Electronically If you filed dectronically, your refund will normally be issued
within three weeks after the acknowledgment date.

Check the Status Online The fastest and easiest way to find out about your current year refund is
to go to the IRS.gov Web site and click on the “Where's My Refund?’ link available from the
home page. Y ou will need your Social Security number, filing status and the exact whole dollar
amount of your refund to check the status online.

Check the Status By Phone Call the IRS Refund Hotline at 800-829-1954. When you call, you
will need to provide your Social Security number, your filing status, and the exact whole dollar
amount of the refund shown on your return.

Delayed Refund There are several reasons for delayed refunds. For things that may delay the
processing of your return, refer to Tax Topic 303 on IRS.gov, which includes a Checklist of
Common Errors When Preparing Y our Tax Return.

Larger than Expected Refund If you receive arefund to which you are not entitled, or onefor an
amount that is more than you expected, do not cash the check until you receive a notice explaining
the difference. Follow theinstructions on the notice.

Smaller than Expected Refund If you receive arefund for a smaller amount than you expected,
you may cash the check, and, if it isdetermined that you should have received more, you will later
receive a check for the difference. If you did not receive a notice and you have questions about the
amount of your refund, wait two weeks after receiving the refund, then call 800-829-1040.
Missing Refund The IRS will assist you in obtaining a replacement check for arefund check that
isverified aslost or stolen. If the IRS was unable to deliver your refund because you moved, you
can change your address online. Once your address has been changed, the IRS can reissue the
undelivered check. For more information, visit IRS.gov or call 800-829-1040

Nine Common Errors Made on Tax Returns

Errors made on tax returns may delay the processing of your return and the arrival of your refund. Avoiding
the common errors below will help ensure your refund arrives on time:

1

Recovery Rebate Credit - Many returnsfiled in 2009 have errors involving the Recovery Rebate
Credit, a credit for people who did not receive a stimulus payment in 2008 or who did not receive
the maximum amount. To avoid delaysin tax refunds, it is critical that taxpayers know whether
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they received a payment in 2008 and the correct amount of that stimulus payment. For people
using a paper tax return, the stimulus payment amount will be required when completing the
related worksheet. For people using tax software, the stimulus payment amount will be needed as
part of the return preparation process.

2. Incorrect or missing social security numbers - When entering SSNs for anyone listed on your
tax return, be sure they are entered exactly as they appear on the social security cards. Incorrect or
transposed numberswill cause delays in the processing of your return.

3. Incorrect or misspelling of dependent’slast name - When entering dependent’ slast name on
your tax return, ensure they are entered exactly as they appear on the social security cards.
Incorrect or misspelling of dependent’ s last name will cause delays in processing of your return.

4. Filing statuserrors- Make sure you choose the correct filing status for your situation.

5. Math errors- When preparing paper returns you should review all addition and subtraction to
ensureit is correct. Remember, when you file eectronically, the software takes care of the math
for you!

6. Computation errors- Take your time. Many taxpayers are making mistakes when figuring the
taxable income, withholding and estimated tax payments, Earned Income Credit, Standard
Deduction for age 65 or over or blind, the taxable amount of socia security benefits, and child and
dependent care credit.

7. Incorrect bank account numbersfor Direct Deposit - If you are due arefund and requested
direct deposit did you check your financial ingtitution routing and account numbers?

8. Forgetting to sign and date the return - An unsigned tax return islike an unsigned check —it is
invalid.

9. Incorrect Adjusted Gross Income information - Taxpayers filing electronically must sign the
return electronically using a personal identification number. To verify their identity taxpayers will
be prompted to enter their AGI from their originaly filed 2007 federal income tax return or their
prior year PIN if they used one tofile electronically last year. Taxpayers should not use an AGI
amount from an amended return, Form 1040X, or a math error correction made by IRS.

Keeping Good Records Reduces Stressat Tax Time

Although most people won't be filing their tax returns for several months, the dog days of summer are
actually a great time to start planning for thetax filing season by ensuring your records are organized.
Whether you are an individual taxpayer or a business owner, you can avoid headaches at tax time with
good records because they will help you remember transactions you made during the year.

Here are a few things the IRS wants you to know about recordkeeping.

Keeping well-organized records al so ensures you can answer questions if your return is selected for
examination or prepare aresponseif you are hilled for additional tax. In most cases, the IRS does not
require you to keep records in any special manner. Generally speaking, you should keep any and all
documents that may have an impact on your federal tax return.

Individua taxpayers should usually keep the following records supporting items on their tax returnsfor at
least three years:

Bills

Credit card and other receipts

Invoices

Mileagelogs

Canceled, imaged or substitute checks or any other proof of payment
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e Any other records to support deductions or credits you claim on your return

Y ou should normally keep records relating to property until at least three years after you sell or otherwise
dispose of the property. Examples include:

A home purchase or improvement

Stocks and other investments

Individua Retirement Arrangement transactions
Rental property records

If you are asmall business owner, you must keep all your employment tax records for at least four years
after the tax becomes due or ispaid, whichever is later. Examples of important documents business owners
should keep Include:

o CGrossrecepts: Cash register tapes, bank deposit dips, receipt books, invoices, credit card charge
dipsand Forms 1099-MISC

e Proof of purchases: Canceled checks, cash register tape receipts, credit card sales dips and
invoices

o Expense documents: Canceled checks, cash register tapes, account statements, credit card sales
dlips, invoices and petty cash dlips for small cash payments

e Documentsto verify your assets: Purchase and sales invoices, real estate closing statements and
canceled checks

Need More Timeto File?

If you can't meet the April filing deadlineto file your tax return, you can get an automatic six month
extension of timeto file from the IRS.

Here iswhat you need to know about filing an extension:

1. Anextenson will give you extratimeto get your paperwork to the IRS, but it does not extend the
time you have to pay any tax due. Y ou will owe interest on any amount not paid by the April
deadline, plus alate payment penalty if you have not paid at least 90 percent of your total tax by
that date.

2. If your return is completed but you are unable to pay the full amount of tax due, do not request an
extension. File your return on time and pay as much asyou can. The IRS will send you a bill or
notice for the balance due. To apply online for a payment agreement, go to IRS.gov and use the
pull-down menu under “I need to ...” and select “Set Up a Payment Plan.” If you are unable to
make payments, call the IRS at 800-829-1040 to discuss your payment options.

3. Regquest an extenson to file by submitting Form 4868, Application for Automatic Extension of
Timeto File U.S. Individual Income Tax Return, with the IRS by the April 15, 2009, or make an
extension-related electronic credit card payment. For more information about extens on-related
credit card payments, see Form 4868.

4. You can e-file an extenson request using tax preparation software on your own computer or by
going to atax preparer that has the software. The IRS will acknowledge receipt of the extension
request if you file by computer.

5. You can use Free File Fill-able Formsto file for an extension. Y ou can access Free File Fill-able
Formsviathe IRS Web site at IRS.gov.
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6. If you ask for an extension via computer, you can also choose to pay any expected balance due by
authorizing an electronic funds withdrawal from a checking or savings account. Y ou will need the
appropriate bank routing and account numbers and must al so have available the adjusted gross
income from your 2008 federal income tax return to verify your identity. For information on these
and other methods of payment, visit IRS.gov or call 800-TAX-1040 (800-829-1040).

Seven Facts about the Non-business Energy Property Credit

Taxpayers who take energy saving stepsthis year may get bigger tax savings next year. The Non-business
Energy Property Credit, atax credit for making energy efficient improvements to homes has been increased
as part of the American Recovery and Reinvestment Act of 20009.

Here are seven things the IRS wants you to know about the Non-business Energy Property Credit:

1. Thenew law increases the credit rate to 30 percent of the cost of all qualifying improvements and
raises the maximum credit limit to $1,500 claimed for 2009 and 2010 combined.

2. The credit appliesto improvements such as adding insulation, energy-efficient exterior windows
and energy-efficient heating and air conditioning systems.

3. Toqualify as"energy efficient” for purposes of thistax credit, products generally must meet
higher standards than the standards for the credit that was available in 2007.

4. Manufacturers must certify that their products meet new standards and they must provide a written
statement to the taxpayer such as with the packaging of the product or in a printable format on the
manufacturers Website,

5. Qualifying improvements must be placed into service after December 31, 2008, and before
January 1, 2011.

6. Theimprovements must be made to the taxpayer's principa residence located in the United States.

7. Toclaim the credit, attach Form 5695, Residential Energy Credits to either the 2009 or 2010 tax
return. Taxpayers must claim the credit on the tax return for the year that the improvementsare
made.

Homeowners who have been considering some energy efficient home improvements may find these tax
creditswill get them bigger tax savings next year.

Six Facts About the American Opportunity Tax Credit

Many parents and college students will be able to offset the cost of college over the next two years under
the new American Opportunity Tax Credit. Thistax credit ispart of the American Recovery and
Reinvestment Act of 2009.

Here are Sx important facts the IRS wants you to know about the new American Opportunity Tax Credit:

1. Thiscredit, which expands and renames the existing Hope Credit, can be claimed for qualified
tuition and related expenses that you pay for higher education in 2009 and 2010. Qualified tuition
and related expenses include tuition, related fees, books and other required course Materials.

2. Thecreditisequal to 100 percent of thefirst $2,000 spent and 25 percent of the next $2,000 per
student each year. Therefore, the full $2,500 credit may be available to a taxpayer who pays
$4,000 or more in qualifying expenses for an digible student.


http://www.awbusiness-solutions.com/

AW Business Solutions Ph: 713-984-7600

908 Town & Country Blvd, Fax: 713-984-7601
Suite 120
Houston, TX 77024 Website

www.AWbusiness-solutions.com

3. Thefull credit is generdly available to digible taxpayers who make less than $80,000 or $160,000
for married couplesfiling ajoint return. The credit is gradually reduced, however, for taxpayers
with incomes above these levels.

4. Forty percent of the credit is refundable, so even those who owe no tax can get up to $1,000 of the
credit for each eligible student as cash back.

5. The credit can be claimed for qualified expenses paid for any of the first four years of post-
secondary education.

6. You cannot claim thetuition and fees tax deduction in the same year that you claim the American
Opportunity Tax Credit or the Lifetime Learning Credit. Y ou must choose to either take the credit
or the deduction, which ever ismore beneficial for you.

Ten Facts about the First-Time Homebuyer Credit

Many taxpayers who purchase ahome this year will qualify for an $8,000 federal tax credit. The refundable
first-time homebuyer credit isamajor tax provision in the American Recovery and Reinvestment Act of
2009. But timeisrunning out to qualify for this credit.

Here are ten things the IRS wants you to know about the firg-time homebuyer credit:

1. Tobeconsidered afirg-time homebuyer, you — and your spouse if you are married — must not

have jointly or separately owned another principal residence during the three years prior to the

date of purchase.

Y ou cannot claim the credit before there is a completed sale and purchase of theresidence. The

sale and purchase are generally completed at the time of closing on the purchase.

To quaify for the credit, the completed purchase must occur before December 1, 2009.

The home must be located in the United States.

The credit is either 10 percent of the purchase price of the home or $8,000, whichever isless.

The amount of the credit beginsto phase out for taxpayers whose modified adjusted gross income

is more than $75,000 or $150,000 for joint filers.

The credit is fully refundable. A homebuyer with no taxable income, who qualifies for the credit,

may file for the sole purpose of claiming the credit and receive arefund. The credit will be paid

out to eligible taxpayers, even if they owe no tax or the credit is more than the tax owed.

The credit is claimed on IRS Form 5405, First-Time Homebuyers Credit.

Taxpayers can claim the credit for aqualified 2009 purchase on either their 2008 or 2009 tax

return. For those who have filed a 2008 return, a Form 1040X, Amended U.S. Individual Income

Tax Return can befiled in order to get arefund in 2009.

10. The credit for qualified 2009 purchases does not have to be repaid, aslong as the home remains
your main home for 36 months after the purchase date.

N
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Nine Facts about the New Vehicle Sales and Excise Tax Deduction

Taxpayers who buy new motor vehicles this year may be entitled to a special tax deduction for the sales or
excise taxes on those purchases when they file their 2009 federal tax returnsnext year. Thistax break is
part of the American Recovery and Reinvestment Act of 2009.

Taxpayersin statesthat do not have state sales taxes may be entitled to deduct other fees or taxes imposed
by the state or local government.

Here are nine important facts the IRS wants you to know about the deduction.
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State and local sales and excise taxes paid on up to $49,500 of the purchase price of each
qualifying vehicle are deductible.

Qualified motor vehicles generally include new cars, light trucks, motor homes and motorcycles.
To quaify for the deduction, the new cars, light trucks and motorcycles must weigh 8,500 pounds
or less. Motor homes are not subject to the weight limit.

Purchases must occur after Feb. 16, 2009, and before Jan. 1, 2010.

Taxpayers who purchase new motor vehiclesin states that do not have state sales taxes may be
entitled to deduct other fees or taxes assessed on the purchase of those vehicles. Fees or taxes that
qualify must be based on the vehicles' sales price or asa per unit fee. These statesinclude Alaska,
Delaware, Hawaii, Montana, New Hampshire and Oregon.

Taxpayers who purchase qualified motor vehicles may claim the deduction when they file their
20009 tax return in 2010.

The deduction may not be taken on 2008 tax returns.

This deduction can be taken regardless of whether the buyers itemize their deductions or choose
the standard deduction. Taxpayers who do not itemize will add this additional amount to the
standard deduction on their 2009 tax return.

The amount of the deduction is phased out for taxpayers whose modified adjusted grossincomeis
between $125,000 and $135,000 for individual filers and between $250,000 and $260,000 for joint
filers.

Six Recovery Tax I ncentivesfor Individuals

The American Recovery and Reinvestment Act provides tax incentives for first-time homebuyers, people
purchasing new cars, those interested in making their homes more energy efficient, and parents and
students paying for college.

Here are sx things the IRS wants you to know about ARRA tax incentives for individuals

1

First-Time Homebuyer Credit Taxpayers who haven't owned a principal residence during the
past three years prior to the purchase date of a home before Dec. 1 of this year may be eligible to
receive a credit of up to $8,000 on an origina or amended 2008 tax return. They can aso wait and
claim the credit on their 2009 return.

New Vehicle Pur chase Incentive Qualifying taxpayers can deduct the state and local sales and
excise taxes paid on the purchase of new cars, light trucks, motor homes and motorcycles. The
deduction per vehicleislimited to the tax on up to $49,500 of the purchase price of each
qualifying vehicle and phases out for taxpayers at higher income levels.

Making Work Pay and Withholding The Making Work Pay Credit lowered employees tax
withholding rates thisyear and has already put more money into the pockets of wage earners. Self-
employed individuals will have an opportunity to claim this credit when they file their 2009
return. Taxpayers who fall into any of the following groups should review their tax withholding
rates to ensure enough tax is currently being withheld: multiple job holders, families in which both
spouses work, workers who can be claimed as dependents by other taxpayers, workers without a
valid social security number, some social security recipientswho work and pensioners. Failure to
adjust your withholding in these situations could result in potentially smaller refunds or in limited
instances may cause you to owe tax rather than receive arefund next year.

Tax Credit for First Four Yearsof College The American Opportunity Credit can help parents
and students pay part of the cost of thefirst four years of college. The new credit modifies the
existing Hope Credit for tax years 2009 and 2010, making it available to a broader range of
taxpayers. Eligible taxpayers may qualify for the maximum annual credit of $2,500 per student.
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5. Certain Computer Technology Purchases Allowed for 529 Plans ARRA adds computer
technology to thelist of college expenses that can be paid for by a quaified tuition program,
commonly referred to as a 529 plan. For 2009 and 2010, the law expands the definition of
qualified higher education expenses to include expenses for computer technology and equipment
or Internet access and related services.

6. Energy-Efficient Home Improvements The credit for non-business energy-efficient
improvementsis increased for homeowners who make qualified improvements to existing homes.
Qualifying improvementsinclude the addition of insul ation, energy-efficient exterior windows and
energy-efficient heating and air conditioning systems.

Credits

American Opportunity Credit

Under the American Recovery and Reinvestment Act (ARRA), more parents and students will qualify over
the next two years for atax credit, the American opportunity credit, to pay for college expenses.

The American opportunity credit is not available on the 2008 returns taxpayers are filing during 2009. The
new credit modifies the existing Hope credit for tax years 2009 and 2010, making it available to a broader
range of taxpayers, including many with higher incomes and those who owe no tax. It also addsrequired
course materialsto thelig of qualifying expenses and allows the credit to be claimed for four post-
secondary education yearsingead of two. Many of those eigible will qualify for the maximum annua
credit of $2,500 per student.

Thefull creditisavailable to individua's, whose modified adjusted gross income is $80,000 or less, or
$160,000 or less for married couplesfiling ajoint return. The credit is phased out for taxpayers with
incomes above these levels. These income limits are higher than under the existing Hope and lifetime
learning credits.

Special rules apply to a student attending college in a Midwestern disaster area. For tax-year 2009, only,
taxpayers can choose to claim either a special expanded Hope credit of up to $3,600 for the student or the
regular American opportunity credit.

If you have questions about the American opportunity credit, these questions and answers might help. For
more information, see American opportunity credit.

Hope Credit

The Hope credit generally appliesto 2008 and earlier tax years. It helps parents and students pay for post-
secondary education. The Hope credit isanonrefundable credit. This meansthat it can reduce your tax to
zero, but if the credit is more than your tax the excess will not be refunded to you. The Hope credit you are
allowed may be limited by the amount of your income and the amount of your tax.

The Hope credit isfor the payment of the first two years of tuition and related expenses for an eigible
student for whom the taxpayer claims an exemption on the tax return. Normally, you can claim tuition and
required enrollment fees paid for your own, aswell asyour dependents' college education. The Hope credit
targetsthefirst two years of post-secondary education, and an digible student must be enrolled at least half
time.
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Generally, you can claim the Hope credit if al three of the following requirements are met:

e You pay qualified education expenses of higher education.

e You pay the education expenses for an eligible student.

e Thedigible student isyourself, your spouse or a dependent for which you claim an exemption on
your tax return.

Y ou cannot take both an education credit and a deduction for tuition and fees (see Deductions, below) for
the same student in the same year. In some cases, you may do better by claiming the tuition and fees
deduction instead of the Hope credit.

Education credits are claimed on Form 8863, Education Credits (Hope and Lifetime Learning Credits). For
details on these and other education-related tax breaks, see IRS Publication 970, Tax Benefits of Education.

Lifetime Learning Credit
The lifetime learning credit hel ps parents and students pay for post-secondary education.

For the tax year, you may be able to claim alifetime learning credit of up to $2,000 ($4,000 for sudentsin
Midwestern disaster areas) for qualified education expenses paid for all students enrolled in eligible
educational ingtitutions. There isno limit on the number of yearsthelifetime learning credit can be claimed
for each student. However, ataxpayer cannot claim both the Hope and American opportunity credit and
lifetime learning credits for the same sudent in one year. Thus, the lifetime learning credit may be
particularly helpful to graduate students, students who are only taking one course and those who are not
pursuing a degree.

Generally, you can claim the lifetime learning credit if all three of the following requirements are met:

e You pay qualified education expenses of higher education.

e You pay the education expenses for an eligible student.

o Thedigible student isyourself, your spouse or a dependent for which you claim an exemption on
your tax return.

If you're eligible to claim the lifetime learning credit and are also eligible to claim the Hope or American
opportunity credit for the same student in the same year, you can choose to claim either credit, but not both.

If you pay qualified education expenses for more than one student in the same year, you can choose to take
credits on a per-student, per-year basis. This meansthat, for example, you can claim the Hope or American
opportunity credit for one sudent and the lifetime learning credit for another student in the same year.
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Deductions

Tuition and Fees Deduction

Y ou may be able to deduct qualified education expenses paid during the year for yourself, your spouse or
your dependent. Y ou cannot claim this deduction if your filing statusis married filing separately or if
another person can claim an exemption for you as a dependent on his or her tax return. The qualified
expenses must be for higher education.

The tuition and fees deduction can reduce the amount of your income subject to tax by up to $4,000. This
deduction, reported on Form 8917, Tuition and Fees Deduction, istaken as an adjustment to income. This
means you can claim this deduction even if you do not itemize deductions on Schedule A (Form 1040).
This deduction may be beneficial to you if, for example, you cannot take the lifetime learning credit
because your incomeistoo high.

Y ou may be able to take one of the education credits for your education expenses instead of a tuition and
fees deduction. Y ou can choose the one that will give you the lower tax.

Generally, you can claim the tuition and fees deduction if all three of the following requirements are met:

e You pay qualified education expenses of higher education.

e You pay the education expenses for an eligible student.

e Thedigible student isyourself, your spouse, or your dependent for whom you claim an exemption
on your tax return.

Y ou cannot claim the tuition and fees deduction if any of the following apply:

e Your filing satusis married filing separately.

e Another person can claim an exemption for you as a dependent on his or her tax return. You
cannot take the deduction even if the other person does not actually claim that exemption.

e Your modified adjusted gross income (MAGI) is more than $80,000 ($160,000 if filing a joint
return).

e Youwereanonresident alien for any part of the year and did not el ect to be treated as aresident
alien for tax purposes. More information on nonresident aliens can be found in Publication 519,
U.S. Tax Guide for Aliens.

e You or anyone else claims an education credit for expenses of the student for whom the qualified
education expenses were paid.

Student-activity fees and expenses for course-related books, supplies and equipment are included in
qualified education expenses only if the fees and expenses must be paid to the ingtitution as a condition of
enrollment or attendance.
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Student Loan I nterest Deduction

Generally, personal interest you pay, other than certain mortgage interest, is not deductible on your tax
return. However, if your modified adjusted gross income (MAGI) isless than $70,000 ($145,000if filing a
joint return), thereis a specia deduction allowed for paying interest on a student loan (also known asan
education loan) used for higher education. Student loan interest isinterest you paid during the year on a
qualified student loan. It includes both required and voluntary interest payments.

For most taxpayers, MAGI isthe adjusted gross income as figured on their federal income tax return before
subtracting any deduction for student loan interest. This deduction can reduce the amount of your income
subject to tax by up to $2,500 in 2008.

The student loan interest deduction is taken as an adjustment to income. This means you can claim this
deduction even if you do not itemize deductions on Schedule A (Form 1040).

Qualified Student L oan

Thisisaloan you took out solely to pay qualified education expenses (defined later) that were:

e For you, your spouse, or a person who was your dependent when you took out the loan.
e Paid or incurred within areasonable period of time before or after you took out the loan.
e  For education provided during an academic period for an eligible student.

Loans from the following sources are not qualified student loans:

e A rdated person.
e A quaified employer plan.

Qualified Education Expenses

For purposes of the student |oan interest deduction, these expenses are the total costs of attending an
eligible educational institution, including graduate school. They include amounts paid for the following
items:

Tuition and fees.

Room and board.

Books, supplies and equipment.

Other necessary expenses (such as transportation).

The cost of room and board qualifies only to the extent that it is not more than the greater of:

e Thealowance for room and board, as determined by the eligible educational ingtitution, that was
included in the cost of attendance (for federal financial aid purposes) for a particular academic
period and living arrangement of the student, or

e Theactual amount charged if the student isresiding in housing owned or operated by the eligible
educational institution.
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Business Deduction for Wor k-Related Education

If you are an employee and can itemize your deductions, you may be able to claim a deduction for the
expenses you pay for your work-related education. Y our deduction will be the amount by which your
qualifying work-related education expenses plus other job and certain miscellaneous expensesis greater
than 2% of your adjusted gross income. An itemized deduction may reduce the amount of your income
subject to tax.

If you are self-employed, you deduct your expenses for qualifying work-related education directly from
your self-employment income. This may reduce the amount of your income subject to both income tax and
self-employment tax.

Y our work-related education expenses may also qualify you for other tax benefits, such asthe tuition and
fees deduction and the Hope and lifetime learning credits. You may qualify for these other benefits even if
you do not meet the requirements listed above.

To claim a business deduction for work-related education, you must:

e Beworking.

e |temize your deductions on Schedule A (Form 1040 or 1040NR) if you are an employee.

e File Schedule C (Form 1040), Schedule C-EZ (Form 1040), or Schedule F (Form 1040) if you are
self-employed.

o Have expensesfor education that meet the requirements discussed under Qualifying Work-Rel ated
Education, below.

Qualifying Work-Related Education

Y ou can deduct the costs of qualifying work-related education as business expenses. Thisis education that
meets at least one of the following two tests:

e Theeducation isrequired by your employer or the law to keep your present salary, statusor job.
Therequired education must serve a bona fide business purpose of your employer.
e The education maintains or improves skills needed in your present work.

However, even if the education meets one or both of the above tests, it isnot qualifying work-related
education if it:

e |sneeded to meet the minimum educational requirements of your present trade or business or
e |spart of aprogram of study that will qualify you for anew trade or business?

Y ou can deduct the costs of qualifying work-related education as a business expense even if the education
could lead to a degree.

Education Required by Employer or by Law

Education you need to meet the minimum educational requirementsfor your present trade or business is not
qualifying work-related education. Once you have met the minimum educational requirements for your job,
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your employer or the law may require you to get more education. This additional education is qualifying
work-related education if all three of the following requirements are met.

e |tisrequired for you to keep your present salary, status or job.
e Therequirement serves a business purpose of your employer.
e Theeducation isnot part of a program that will qualify you for anew trade or business.

When you get more education than your employer or the law requires, the additional education can be
qualifying work-related education only if it maintains or improves skillsrequired in your present work.

Education to Maintain or Improve Skills

If your education isnot required by your employer or thelaw, it can be qualifying work-related education
only if it maintains or improves skills needed in your present work. This could include refresher courses,
courses on current developments and academic or vocationa courses.

Savings Plans

529 Plans Expanded

Tax-free college savings plans and prepaid tuition programs can be used to buy computer equipment and
services for an eigible student during 2009 and 2010. These 529 plans — qualified tuition programs
authorized under section 529 of the Internal Revenue Code — have, in recent years, become a popular way
for parents and other family members to save for a child’s college education. Though contributionsto 529
plans are not deductible, thereis also noincome limit for contributors.

529 plan distributions are tax-free as long as they are used to pay qualified higher education expenses for a
designated beneficiary. Qualified expenses include tuition, required fees, books, supplies, equipment and
special needs services. For someone who is at least a half-time student, room and boards also qualify.

For 2009 and 2010, the ARRA change addsto thislist expenses for computer technology and equipment or
Internet access and related services to be used by the student while enrolled at an eligible educational
ingtitution. Software designed for sports, games or hobbies does not qualify, unlessit is predominantly
educational in nature. In general, expenses for computer technology are not qualified expenses for the
American opportunity credit, Hope credit, lifetime learning credit or tuition and fees deduction.

States sponsor 529 plansthat allow taxpayers to either prepay or contribute to an account for paying a
student's qualified higher education expenses. Similarly, colleges and groups of colleges sponsor 529 plans
that allow them to prepay a student's qualified education expenses.

Coverdell Education Savings Account

This account was created as an incentive to help parents and students save for education expenses. Unlike a
529 plan, a Coverdell ESA can be used to pay a student’s eligible k-12 expenses, as well as post-secondary
expenses. On the other hand, income limits apply to contributors, and the total contributions for the
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beneficiary of thisaccount cannot be more than $2,000 in any year, no matter how many accounts have
been established. A beneficiary is someone who is under age 18 or isa special needs beneficiary.

Contributionsto a Coverdell ESA are not deductible, but amounts deposited in the account grow tax free
until distributed. The beneficiary will not owe tax on the digtributionsif they areless than a beneficiary’s
qualified education expenses at an eligible ingitution. This benefit appliesto qualified higher education
expenses as well asto qualified elementary and secondary education expenses.

Here are some things to remember about distributions from Coverdell accounts:

o Distributions are tax-free aslong asthey are used for qualified education expenses, such astuition
and fees, required books, supplies and equipment and qualified expenses for room and board.

e Thereisnotax on digributionsif they are for enrollment or attendance at an eligible educational
ingtitution. Thisincludes any public, private or religious school that provides elementary or
secondary education as determined under state law. Virtually all accredited public, nonprofit and
proprietary (privately owned profit-making) post-secondary ingtitutions are eligible.

e Education tax credits can be claimed in the same year the beneficiary takes a tax-free digribution
from a Coverdell ESA, aslong as the same expenses are not used for both benefits.

o |f thedistribution exceeds qualified education expenses, a portion will be taxable to the
beneficiary and will usually be subject to an additional 10% tax. Exceptionsto the additional 10%
tax include the death or disability of the ben€ficiary or if the beneficiary receives a qualified
scholarship.

Scholar ships and Fellowships

A scholarship is generally an amount paid or allowed to, or for the benefit of, a student at an educational
ingtitution to aid in the pursuit of studies. The sudent may be either an undergraduate or a graduate. A
fellowship isgenerally an amount paid for the benefit of an individual to aid in the pursuit of study or
research. Generaly, whether the amount istax free or taxable depends on the expense paid with the amount
and whether you are a degree candidate.

A scholarship or fellowship istax free only if you meet the following conditions:

e You areacandidate for adegree at an eligible educational institution.
e You usethescholarship or fellowship to pay qualified education expenses.

Qualified Education Expenses

For purposes of tax-free scholarships and fellowships, these are expenses for:
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e Tuition and fees required to enroll at or attend an eligible educational ingtitution.

o Courserelated expenses, such as fees, books, supplies, and equipment that are required for the
courses at the eligible educational ingtitution. These items must be required of all students in your
course of ingruction.

However, in order for these to be qualified education expenses, the terms of the scholarship or fellowship
cannot requirethat it be used for other purposes, such asroom and board, or specify that it cannot be used
for tuition or course-related expenses.

Expenses that Don’t Qualify
Qualified education expenses do not include the cost of:

Room and board.

Travel.

Research.

Clerical help.

Equipment and other expenses that are not required for enrollment in or attendance at an eligible
educational institution.

Thisistrue even if the fee must be paid to the institution as a condition of enrollment or attendance.
Scholarship or fellowship amounts used to pay these costs are taxable.

Exclusions from | ncome

Y ou may exclude certain educational assistance benefits from your income. That means that you won’t
have to pay any tax on them. However, it also meansthat you can’t use any of the tax-free education
expenses asthe basis for any other deduction or credit, including the Hope credit and the lifetime learning
credit.

Employer-Provided Educational Assistance

If you receive educational assistance benefits from your employer under an educational assistance program,
you can exclude up to $5,250 of those benefits each year. This means your employer should not include the
benefits with your wages, tips, and other compensation shown in box 1 of your Form W-2.

Educational Assistance Program

To qualify as an educational assistance program, the plan must be written and must meet certain other
requirements. Y our employer can tell you whether thereisaqualified program where you work.

Educational Assistance Benefits

Tax-free educational assistance benefits include payments for tuition, fees and similar expenses, books,
supplies, and equipment. The payments may be for either undergraduate- or graduate-level courses. The
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payments do not have to be for work-related courses. Educational assistance benefits do not include
payments for the following items.

e Maeals, lodging, or transportation.
e Toolsor supplies (other than textbooks) that you can keep after completing the course of
instruction.
e Coursesinvolving sports, games, or hobbies unless they:
0 Have areasonable relationship to the business of your employer, or
0 Arerequired as part of a degree program.

Benefits over $5,250

If your employer pays more than $5,250 for educational benefits for you during the year, you must
generally pay tax on the amount over $5,250. Y our employer should include in your wages (Form W-2,
box 1) the amount that you must include in income.

Wor king Condition Fringe Benefit

However, if the benefits over $5,250 also qualify as aworking condition fringe benefit, your employer does
not have to include them in your wages. A working condition fringe benefit is a benefit which, had you
paid for it, you could deduct as an employee business expense. For more information on working condition
fringe benefits, see Working Condition Benefitsin chapter 2 of Publication 15-B, Employer's Tax Guide to
Fringe Benefits.

Technology Expenses M ake the Grade for Qualified Tuition Programs

Taxpayers who purchase computer technology for higher education purposes may be dligible for a special
tax break. The American Recovery and Reinvestment Act of 2009 added computer equi pment and
technology to thelist of college expenses that can be paid for by a qualified tuition program commonly
referred to asa 529 plan.

A qualified, nontaxabl e distribution from a 529 plan during 2009 or 2010 now includes the cost of the
purchase of any computer technology, equipment or Internet access and related services. To qualify the
beneficiary must use the technology, equipment or services while enrolled at an eligible educational
institution.

Here are some things the |RS wants you to know about 529 plans.

e A 529 planisan educational savings plan designed to provide tax-free earnings for the benefit of a
student. Withdrawals must be used for qualified higher education expenses at an dligible
educational institution.

e Qualified higher education expenses include tuition, reasonable costs of room and board,
mandatory fees, computer technology, supplies and books.

e An€ligible educational ingitution includes any college, university, vocational school or other
postsecondary educational ingtitution eligibleto participate in a student aid program administered
by the Department of Education.

e Contributionsto a 529 plan cannot be more than the amount necessary to provide for a student’s
qualified education expenses
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Five Facts about the Making Work Pay Tax Credit

Working taxpayers may be eligible for the Making Work Pay tax credit, a significant tax provision of the
American Recovery and Reinvestment Act of 2009. This tax credit means more take-home pay for millions
of American workers. Here are five things the IRS wants every taxpayer to know about the Making Work
Pay tax credit:

1. Thiscredit -- available for tax years 2009 and 2010 -- equals 6.2 percent of a taxpayer’ s earned income.
The maximum credit for amarried couple filing ajoint return is $800 and $400 for cther taxpayers. Most
wage earners have been enjoying aboost in their paychecks from this credit since April.

2. Eligible self-employed taxpayers can also benefit from the credit by evaluating their expected income tax
liability. If eligible, self-employed taxpayers can make the appropriate adjustments to the amounts of their
upcoming estimated tax paymentsin September and January.

3. Taxpayers who fall into any of the following groups should review their tax withholding to ensure
enough tax is being withheld. Those who should pay particular attention to their withholding include:

Married couples with two incomes
Individuals with multiple jobs

Dependents

Pensioners

Social Security recipients who also work
Workerswithout valid Social Security numbers

Having too little tax withheld could result in potentially smaller refunds or —in limited instances —small
balance due rather than an expected refund.

4. The Making Work Pay tax credit is either phased out or unavailable for higher-income taxpayers. The
phase out begins at $75,000 for single taxpayers and $150,000 for couples filing ajoint return.

5. For those who believe their current withholding isnot right for their personal situation, a quick
withholding check using the IRS withholding cal culator on IRS.gov may be helpful. Taxpayers can aso do
this by using the worksheets in IRS Publication 919, How Do | Adjust My Withholding? Adjustments can
be made by filing arevised Form W-4, Employee's Withholding Allowance Certificate. Pensoners can
adjust their withholding by filing Form W-4P, Withholding Certificate for Penson or Annuity Payments.

Ten Tipsfor Taxpayers M aking Charitable Donations

Every year, millions of taxpayers itemize their deductions on their federal tax return. One of the most
common itemized deductions is a donation made to a charitable organization.

Here are the top ten things the IRS wants every taxpayer to know before deducting charitable donations.

1. Charitable contributions must be made to qualified organizationsto be deductible. Y ou can ask
any organization whether it isaqualified organization and most will be ableto tell you. You can
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also check IRS Publication 78, which lists most qualified organizations. IRS Publication 78 is
available at IRS.gov.

Charitable contributions are deductible only if you itemize deductions using Form 1040, Schedule
A.

Y ou generally can deduct your cash contributions and the fair market value of most property you
donate to a qualified organization. Special rules apply to severa types of donated property,
including clothing or household items, cars and boats.

If your contribution entitles you to receive merchandise, goods, or servicesin return — such as
admission to a charity banquet or sporting event —you can deduct only the amount that exceeds
the fair market value of the benefit received.

Be sure to keep good records of any contribution you make, regardless of the amount. For any
contribution madein cash, you must maintain arecord of the contribution such as a bank record —
including a cancelled check or abank or credit card statement —a written record from the charity
containing the date and amount of the contribution and the donor’s name, or a payroll deduction
record.

Only contributions actually made during the tax year are deductible. For example, if you pledged
$500 in September but paid the charity only $200 by Dec. 31, your deduction would be $200.
Include credit card charges and payments by check in the year they are given to the charity, even
though you may not pay the credit card bill or have your bank account debited until the next year.
For any contribution of $250 or more, you must have written acknowledgment from the
organization to substantiate your donation. Thiswritten proof must include the amount of cash and
a description of any property you contributed, and whether the organization provided any goods or
services in exchange for the gift.

To deduct charitable contributions of items valued at $500 or more you must complete a Form
8283, Noncash Charitable Contributions, and attached the form to your return.

10. An appraisal generally must be obtained if you claim a deduction for a contribution of noncash

property worth more than $5,000. In that case, you must also fill out Section B of Form 8283 and
attach the form to your return

Five Tax Facts about Summertime Child Care Expenses

Many parents who work or arelooking for work must arrange for care of their children under 13 years of
age during the school vacation.

Here are five facts the IRS wants you to know about atax credit available for child care expenses. The
Child and Dependent Care Credit is available for expenses incurred during the lazy hazy days of summer
and throughout the rest of the year.

1
2.
3

The cost of day camp can count as an expense towards the child and dependent care credit.
Expenses for overnight camps do not qudify.

If your childcare provider isa dtter at your home or a daycare facility outside the home, you'll get
some tax benefit if you qualify for the credit.

The actual credit can be up to 35 percent of your qualifying expenses, depending upon your
income.

Y ou may use up to $3,000 of the unreimbursed expenses paid in a year for one qualifying
individual or $6,000 for two or more qualifying individuals to figure the credit.
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Top Ten Tipsfor Taxpayers Deducting Casualty and T heft L osses

Taxpayers who find themselves the victim of a natural disagter or theft this summer should know the rules
for deducting their casualty losses next year when they file their federal tax return. Generally, you may
deduct losses to your home, household items and vehicles on your federal income tax return.

Here are ten things the IRS wants you to know about deducting casualty or theft |osses.

1. You may not deduct casualty and theft |osses covered by insurance unless you file atimely claim
for reimbursement. Y ou must reduce your 10ss by the amount of the reimbursement.

2. A casualty does not include normal wear and tear or progressive deterioration from age or termite
damage.

3. Thedamage must be caused by a sudden, unexpected or unusual event like a car accident, fire,
earthquake, flood or vandalism.

4. If your property isnot completely destroyed or if it is personal-use property, the amount of your
casualty or theft lossisthelesser of the adjusted basis of your property, or the decreasein fair
market value of your property as aresult of the casualty or theft, reduced by any insurance or other
reimbursement you receive or expect to receive.

5. If business or income-producing property, such asrenta property, is completely destroyed, the
amount of your lossis your adjusted basisin the property minus any salvage value, and minus any
insurance or other reimbursement you receive or expect to receive.

6. Toclaim acasualty or theft loss, you must complete Form 4684, Casualties and Thefts, and attach
it to your return. Generally, you may claim casualty or theft loss of personal use property only if
you itemize deductions on Form 1040, Schedule A. However, you can deduct a 2008 or 2009 net
disaster loss from afederally-declared disaster even if you do not itemize your deductions.

7. If the property was held by you for persona use, you must further reduce your loss by $100. This
$100 reduction for losses of personal-use property applies to each casualty or theft event that
occurred during the year other than 2009. For 2009, individuals must reduce their casuaty and
theft losses for personal-use property by $500 instead of $100. This $500 reduction for losses of
personal -use property appliesto each casualty or theft event.

8. Thetota of all your casualty and theft losses of personal-use property usually must be further
reduced by 10 percent of your adjusted gross income. The 10 percent AGI limitation does not
apply to net disaster losses resulting from federally declared disastersin 2008 and 2009.

9. Infiguring your loss, do not consider the loss of future profits or income due to the
casualty.

10. Casualty losses are normally deductible only in the year the casualty occurred. But if you have a
deductible loss from afederally declared disaster you can choose to deduct that |oss on your tax
return for the previous year. If you have already filed your return for the preceding year, you can
claim theloss on the previous year tax return by filing an amended return.

Employee vs. Independent Contractor — Ten Tipsfor Business Owners

If you are asmall business owner, whether you hire people as independent contractors or as employees will
impact how much taxes you pay and the amount of taxes you withhold from their paychecks. Additionally,
it will affect how much additional cost your business must bear, what documents and information they must
provide to you, and what tax documents you must give to them.

Here are the top ten things every business owner should know about hiring peopl e as independent
contractors versus hiring them as employees.
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Three characteristics are used by the IRS to determine the relationship between businesses and
workers: Behavioral Control, Financial Control, and the Type of Relationship.

Behavioral Control covers facts that show whether the business has aright to direct or control how
the work is done through ingructions, training or other means.

Financial Control covers facts that show whether the business has aright to direct or control the
financial and business aspects of the worker's job.

The Type of Relationship factor relates to how the workers and the business owner perceive their
relationship.

If you have theright to control or direct not only what isto be done, but also how it isto be done,
then your workers are most likely employees.

If you can direct or control only the result of the work done -- and not the means and methods of
accomplishing theresult -- then your workers are probably independent contractors.

Employers who misclassify workers asindependent contractors can end up with substantial tax
bills. Additionally, they can face pendlties for failing to pay employment taxes and for failing to
file required tax forms.

Workers can avoid higher tax bills and lost benefitsif they know their proper status.

Both employers and workers can ask the IRS to make a determination on whether a specific
individual is an independent contractor or an employee by filing a Form SS-8 — Determination of
Worker Status for Purposes of Federal Employment Taxes and Income Tax Withholding — with
the IRS.

Y ou can learn more about the critical determination of a worker’ s status as an Independent
Contractor or Employee at IRS.gov by selecting the Small Business link. Additional resources
include IRS Publication 15-A, Employer's Supplemental Tax Guide, Publication 1779,
Independent Contractor or Employee, and Publication 1976, Do Y ou Qualify for Relief under
Section 5307 These publications and Form SS-8 are available on the IRS Web site or by calling
the IRS at 800-829-3676 (800-TAX-FORM).

Eight Important Questions for Hobbyists

Summer isatime many Americanstake their fishing poles and gardening tools out of storage. Hobbies—
such as woodworking, stamp collecting and scrapbooking — are often done for pleasure, but can result in a

profit.

If your favorite activity does make a profit every year or so, there may be tax implications. Y ou must report
incometo the IRS from almost all sources, including hobbies.

Here are eight questionsthat will help determineif your activity is ahobby or a business.

1

Isthe purpose of your activity to make a profit? Generally, your activity is considered a
businessif it is carried on with the reasonabl e expectation of earning a profit.

Do you participatein your activity just for fun? Hobbies — a so called not-for-profit activities—
are those activities that are not pursued for profit.

Do you depend on income from the activity? If so, your activity is likely considered a business.
Have you changed methods of operation to improve profitability? If so, your hobby may
actually be a business.

Do you have the knowledge needed to carry on the activity as a successful business? People,
who carry out hobbies just for fun, often don’t have the business acumen to turn their not-for-
profit activity into a profitable business venture.

Have you made a profit in similar activitiesin the past? This may indicate your activity isa
business rather than a not-for-profit hobby. An activity is presumed carried on for profit if it
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makes a profit in at least three of the last five tax years, including the current year — or at least two
of thelast seven years for activities that consist primarily of breeding, showing, training or racing
horses.

7. Doesthe activity make a profit in some year s? Even if your activity does not make a profit
every year, it still may be considered a business.

8. Do you expect to make a profit in the futur e from the appr eciation of assetsused in the
activity? Thisindicates your activity may be a business rather than a hobby.

Five Facts about the Home Office Deduction

With technology making it easier than ever for people to operate a business out of their house, many
taxpayers may be able to take a home office deduction when filing their 2009 federal tax return next year.

Here are five important things the IRS wants you to know about claiming the home office deduction.

1. Generdly, in order to claim a business deduction for your home, you must use part of your home
exclusively and regularly:

e Asyour principal place of business, or

e Asaplaceto meet or deal with patients, clients or customersin the normal course of your
business, or

e Inthecase of a separate structure which is not attached to your home, it must be used in
connection with your trade or business

For certain storage use, rental use or daycare-facility use, you are required to use the property regularly but
not exclusively.

1. Generdly, the amount you can deduct depends on the percentage of your home that you used for
business. Y our deduction for certain expenses will be limited if your gross income from your businessis
less than your total business expenses.

2. Thereare specia rules for qualified daycare providers and for persons storing businessinventory or
product samples.

3. If you are self-employed, use Form 8829, Expenses for Business Use of Y our Home, to figure your
home office deduction. Report the deduction on line 30 of Schedule C, Form 1040.

4. Different rules apply to claiming the home office deduction if you are an employee. For example, the
regular and exclusive business use must be for the convenience of your employer.

Do You Need to Amend Your Return?

You'vediscovered an error or determined that you are entitled to a previously unclaimed credit or
deduction, after your tax return has been filed. Do you need to amend your tax return?

The IRS usualy corrects math errors or requests missing forms — such as W-2s or schedules —when
processing an original return. In these instances, do not amend your return.
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However, you should file an amended return if any of the following were reported incorrectly:

Your filing status

Y our dependents

Y our total income

Y our deductions or credits

Y ou may also elect to amend your 2008 return if you are eligible to claim the new first-time homebuyer
credit of up to $8,000 for a qualified 2009 home purchase. The amended tax return will allow you to claim
the homebuyer credit on your 2008 return without waiting until next year to claim it on the 2009 return.

Use Form 1040X, Amended U.S. Individua Income Tax Return, to correct a previoudly filed Form 1040,
1040A or 1040EZ submitted el ectronically or by mail. Be sureto enter the year of thereturn you are
amending at the top of Form 1040X. If you are amending more than onetax return, prepare a 1040X for
each return and mail them in separate envel opes to the IRS processing center for the areain which you live.
The 1040X ingructionslist the addresses for the centers.

The Form 1040X has three columns. Column A is used to show original or adjusted figures from the
original return. Column C is used to show the corrected figures. The difference between the figuresin
Columns A and C isshown in Column B. Thereisan area on the back of the form where you explain the
specific changes being made to thereturn and the reason for each change.

If the changes involve other schedules or forms, attach them to the Form 1040X. For example, if you are
filing a 1040X because you have a qualifying child and now want to claim the Earned Income Credit, you
must attach a Schedule EIC to show the qualifying person's name, year of birth and Social Security number.

If you arefiling to claim an additional refund, wait until you have received your original refund before
filing Form 1040X. Y ou may cash that check while waiting for any additiona refund. If you owe additional
tax for 2008, you should file Form 1040X and pay the tax as soon as possible to limit interest and penalty
charges. Interest is charged on any tax not paid by the due date of the origina return, without regard to
extensions.

Generally, to claim arefund, you must file Form 1040X within three years from the date you filed your
original return or within two years from the date you paid the tax, whichever islater.

Top Ten Facts about Amended Returns

Taxpayers who need to make a change or adjustment on areturn they already filed can do so by filing an
amended return. Here are the top 10 things every taxpayer should know about amending your federal tax
return.

1. Taxpayers needing to amend their return use Form 1040X, Amended U.S. Individual Income Tax
Return.

2. Taxpayers can use Form 1040X to correct previoudy filed Forms 1040, 1040A or 1040EZ. The
1040X can also be used to correct areturn filed eectronically.

3. Taxpayers should file an amended return if they discover any of the following items were reported
incorrectly: filing status, dependents, total income, deductions or credits.

4. Generally, you do not need to file an amended return for math errorsasthe IRS will be aleto
make the correction for you.
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Y ou also do not usualy need to file an amended return because you forgot to include forms — such
as W-2s or schedules — when you filed; the IRS normally requests those forms from you.

Be sure to enter the year of the return you are amending at the top of Form 1040X. Generally, you
must file Form 1040X within three years from the date you filed your original return or within two
years from the date you paid the tax, whichever is later.

If you are amending more than one tax return, prepare a 1040X for each return and mail themin
separate envelopes to the IRS processing center for the areain which you live. The 1040X
instructions list the addresses for the centers.

If the changes involve another schedule or form, attach it to the 1040X.

If you arefiling to claim an additiona refund, wait until you have received your original refund
before filing Form 1040X. Y ou may cash that check while waiting for any additional refund.

If you owe additiona tax for 2008, you should file Form 1040X and pay the tax as soon as
possible to limit interest and penalty charges. Interest is charged on any tax not paid by the due
date of the original return, without regard to extensions.

Tax Tipsfor Recently Married Taxpayers

If you have recently gotten married or plan to get married in the near future, the IRS has sometipsto help
you avoid stress at tax time.

1

Notify the Social Security Administration Report any name change to the Social Security
Administration, so your name and SSN will match when you file your next tax return. Informing
the SSA of aname changeis quite simple. File a Form SS-5, Application for a Social Security
card a your local SSA office. The form isavailable on SSA’s Web site at
www.soci al security.gov, by calling 800-772-1213 or at local offices.

Notify the IRS If you have a new address you should notify the IRS by sending Form 8822,
Change of Address. You may download Form 8822 from the IRS website IRS.gov or order it by
calling 800-TAX—FORM (800-829-3676).

Notify the U.S. Postal Service Y ou should aso notify the U.S. Postal Service when you move so it
can forward any IRS correspondence.

Notify Your Employer Report any name and address changes to your employer(s) to ensure
receipt of your Form W-2, Wage and Tax Statement after the end of the year.

Check Y our Withholding If both you and your spouse work, your combined income may place
you in a higher tax bracket. Y ou can use the IRS Withholding Calculator available on IRS.gov to
assist you in determining the correct amount of withholding needed for your new filing satus. The
IRS Withholding Calculator will even provide you with anew Form W-4, Employee's
Withholding Allowance Certificate you can print out and give it to your employer so they can
withhold the correct amount from your pay.

Check Withholding to Avoid a Tax Surprise

With 2009 nearly over, the Internal Revenue Service reminds individual taxpayers there is no better timeto
check their 2009 federal income tax withholding levels to make sure they do not face any surprises when
returns are due next spring.

The Making Work Pay Credit lowered tax withholding ratesthis year for 120 million American
households. However, particul ar taxpayers who fall into any of the following groups should review their
tax withholding rates to ensure enough tax is withheld: multiple job holders, familiesin which both spouses
work, workers who can be claimed as dependents by other taxpayers and pensioners.
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Failureto adjust your withholding could result in potentially smaller refunds or may cause you to owe tax
rather than receive arefund next year. So far in 2009, the average refund amount is $2,675 and 79 percent
of all returnsreceived arefund.

Because retirees typically have withholding from their pension payments, pension plan administrators or
pension payors should be aware of the optional adjustment procedure for pension withholding announced
in Notice 1036-P, Additional Withholding for Pensions for 2009.

Social security beneficiaries, supplemental security income recipients, disabled veterans and railroad
retirees that receive this year’s one-time $250 economic recovery payment should be aware that the Making
Work Pay credit will be reduced by the $250 payment amount. They may also want to review their
withholding.

The IRS withholding cal culator on IRS.gov can help ataxpayer compute the proper tax withholding. The
worksheetsin Publication 919, How Do | Adjust My Withholding?, can aso be used to do the calculation.
If theresult suggests an adjustment is necessary, the taxpayer should submit a new Form W-4, Withholding
Allowance Certificate, to hisor her employer or adjust the amount of quarterly tax paid.

In addition, the IRS reminds unemployed workers that the first $2,400 of unemployment benefits they
receive during 2009 are tax-free for federal income tax purposes. People who expect to receive more than
that should consider having tax withheld from their benefit payments in excess of $2,400. Use Form W-4V,
Voluntary Withholding Request, or the equivalent form provided by the payer to request withholding to
begin or end.

Safeguarding Tax Recor ds

Create aBackup Set of Records Electronically : Taxpayers should keep a set of backup recordsin a
safe place. The backup should be stored away from the original set. Keeping a backup set of records —
including, for example, bank statements, tax returns, insurance policies home, etc. — iseasier now that
many financial ingtitutions provide statements and documents e ectronically, and much financia
information isavailable on the Internet. Even if the original records are provided only on paper, they
can be scanned into an e ectronic format. With documentsin el ectronic form, taxpayers can download
them to a backup storage device, like an external hard drive, or burn them to a CD or DVD.

Document Valuables :Ancther step ataxpayer can take to prepare for disaster isto photograph or
videotape the contents of his or her home, especially items of higher value. The IRS has a disaster loss
workbook, Publication 584, which can help taxpayers compile aroom-by-room list of belongings. A
photographic record can help an individual prove the market value of items for insurance and casualty
loss claims. Photos should be stored with a friend or family member who lives outside the area.

Update Emergency Plans :Emergency plans should be reviewed annually. Personal and business
situations change over time as do preparedness needs. When employers hire new employees or when a
company or organization changes functions, plans should be updated accordingly and employees
should be informed of the changes.

Check on Fiduciary Bonds : Employers who use payroll service providers should ask the provider if
it has afiduciary bond in place. The bond could protect the employer in the event of default by the
payroll service provider.
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Faster Write-Offsfor Certain Capital Expenditures

Many small businesses that invest in new property and equipment will be able to write off most or all of
these purchases on their 2009 returns. The new law extends through 2009 the special 50 percent
depreciation allowance, also known as bonus depreciation, and increased limits on the section 179
deduction, named for the relevant section of the Internal Revenue Code. Normally, businesses recover these
capital investments through annual depreciation deductions spread over several years. Both of these
provisions encourage these investments by enabling businesses to write them off more quickly.

The bonus depreciation provision generally enables businesses to deduct half the cost of qualifying
property in the year it isplaced in service.

The section 179 deduction enables small businesses to deduct up to $250,000 of the cost of machinery,
equipment, vehicles, furniture and other qualifying property placed in service during 2009. Without the
new law, the limit would have dropped to $133,000. The existing $25,000 limit till appliesto sport utility
vehicles. A special phase-out provision effectively targets the section 179 deduction to small businesses
and generally eliminatesit for most larger businesses.

Bonus depreciation and the section 179 deduction are claimed on Form 4562. Further detailsarein the
instructions for thisform.

Expanded Net Operating L oss Carry back

Many small businesses that had expenses exceeding their incomes for 2008 can choose to carry those | osses
back for up to five years, instead of the usual two. For small businesses that were praofitable in the past but
lost money in 2008, this could mean a special tax refund. The option is available for a small business that
has no more than an average of $15 million in gross receipts over athree-year period.

Thisoption is gill available for most eigible taxpayers, but only for alimited time. A corporation that
operates on a calendar-year basis, for example, must file a claim by Sept. 15, 2009. For eligible individuals,
the deadlineis Oct. 15, 2009.

Eligible individuas should file a claim using Form 1045, and corporations should use Form 1139. Details
can be found in theinstructions for each of these forms, and answers to frequently-asked questions are
posted on IRS.gov.

Exclusion of Gain on the Sale of Certain Small Business Stock

The new law provides an extra incentive for individuals who invest in small businesses. Investorsin
qualified small business stock can exclude 75 percent of the gain upon sale of the stock. Thisincreased
exclusion applies only if the qualified small business stock isacquired after Feb. 17, 2009 and before Jan.
1, 2011, and held for more than five years. For previousy-acquired stock, the exclusion rate remains at 50
percent in most cases.
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Estimated Tax Requirement M odified

Many individual small business taxpayers may be able to defer, until the end of the year, paying alarger
part of their 2009 tax obligations. For 2009, digibleindividuals can make quarterly estimated tax payments
equal to 90 percent of their 2009 tax or 90 percent of their 2008 tax, whichever isless. Individuals qualify
if they received more than half of their gross income from their small businesses in 2008 and meet other
requirements. For details, see Publication 505.

COBRA Credit

Employers that provide the 65 percent COBRA premium subsidy under ARRA to digible former
employees claim credit for this subsidy on their quarterly or annual employment tax returns. To help avoid
imposing an unnecessary cash-flow burden, affected employers can reduce their employment tax deposits
by the amount of the credit. For details, see Form 941. Answers to frequently-asked questions are posted on
IRS.gov.

Tax Breaks Available for Taxpayers Who Purchase Qualified Plug-In
Electric Vehicles

The Emergency Economic Stabilization Act of 2008 (EESA) and the American Recovery and
Reinvestment Act of 2009 (ARRA) created two new tax credits for various types of eectric vehicles, which
may include what are commonly referred to as neighborhood electric vehicles.

ARRA creates atax credit for low-speed or two- or three-wheel e ectric vehicles, such as motor scooters,
purchased after Feb. 17, 2009, and before Jan. 1, 2012. The amount of the credit is 10 percent of the cost of
the vehicle, up to a maximum credit of $2,500. To qualify, a vehicle must be either alow-speed vehicle that
is propelled to a dgnificant extent by arechargeable battery with a capacity of at least 4 kilowatt hours or
be atwo- or three-wheeled vehicle that is propelled to a significant extent by a rechargeable battery with a
capacity of at least 2.5 kilowatt hours.

EESA created atax credit for vehicles that have at least four wheels and draw propulsion using a
rechargeable traction battery with at least four kilowatt hours of capacity. For 2009, the minimum credit is
$2,500 and the credit tops out at $7,500 to $15,000, depending on the weight of the vehicle and the capacity
of the battery.

During 2009, low-speed, four-wheeled vehicles manufactured primarily for use on public streets, roads and
highways (neighborhood e ectric vehicles) may qualify both for the EESA credit and, if purchased after
February 17, 2009, for the ARRA credit for low-speed el ectric vehicles. A taxpayer may not claim both
creditsfor the same vehicle Vehicles manufactured primarily for off-road use, such asfor use on a golf
coursg, do not qualify for either credit.

The Internal Revenue Service is working on guidance regarding certification procedures for both of these
credits.
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Seven Facts about the New Sales Tax Deduction for Vehicle Purchases

Taxpayers who buy a new car or several other types of motor vehicles this year may be entitled to a special
tax deduction when they file their 2009 federal tax returns next year. Thetax break is part of the American
Recovery and Reinvestment Act of 2009.

Here are seven things you should know about this new deduction:

1. Stateandloca salestaxes paid on up to $49,500 of the purchase price of qualifying vehiclesare
deductible.

2. Qualified motor vehicles generally include new (not used) cars, light trucks, motor homes and
motorcycles.

3. Purchases must occur after Feb. 16, 2009, and before Jan. 1, 2010.

4. Thisdeduction can be taken regardless of whether or not you itemize other deductions on your tax
return.

5. Taxpayerswill claim this deduction when filing their 2009 federal income tax return next year.

6. Theamount of the deduction is phased out for taxpayers whose modified adjusted grossincomeis
between $125,000 and $135,000 for individual filers and between $250,000 and $260,000 for joint
filers.

7. Thededuction may not be taken on 2008 tax returns.

Consumers who are considering buying anew car may find that this tax incentive means there may have
never been a better timeto buy.

Top Ten Tipsabout IRA Contributions

Thereis still time to make contributions to your traditional Individual Retirement Arrangement, better
known as an IRA. Below are the top ten things you should know about money you put aside for retirement
inan IRA.

1. You may be able to deduct some or al of your contributionsto your IRA and you also may be
eligible for atax credit equal to a percentage of your contribution.

2. Contributions can be made to your traditional IRA at any time during the year or by the due date
for filing your return for that year, not including extensions. For most people, this means
contributions for 2008 must be made by April 15, 2009.

3. Theamount of fundsin your IRA are generally not taxed until you receive distributions from that
IRA.

4. Tofigureyour deduction for IRA contributions, use the worksheets in the instructions for the form
you arefiling.

5. For 2008, the most that can be contributed to your traditional IRA generally isthe smaller of the
following amounts: $5,000 or the amount of your taxable compensation for the year. Taxpayers
who are 50 or older can contribute up to $6,000.

6. UseForm 8880, Credit for Qualified Retirement Savings Contributions, to determine whether you
aredso eligible for atax credit.

7. You cannot deduct an IRA contribution or claim the Credit for Qualified Retirement Saving
Contributions on Form 1040EZ; you must use either Form 1040A or Form 1040.

8. Tocontributeto atraditional IRA, you must be under age 70 1/2 at the end of the tax year.

9. You must have taxable compensation, such aswages, salaries, commissions and tips. If you filea
joint return, only one of you needs to have compensation.
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10. Refer to IRS Publication 590, Individual Retirement Arrangements, for information on the
amounts you will be eligible to contribute to your IRA account.

Get Credit for Retirement Savings Contributions

If you make eligible contributions to an employer-sponsored retirement plan or to an individual retirement
arrangement, you may be able to take atax credit.

The Savers Credit, formally known as the Retirement Savings Contributions Credit, appliesto individuals
with afiling status and income of:

e  Single with income up to $26,500
e Head of Household with income up to $39,750
e Married Filing Jointly, with incomes up to $53,000

To bedigible for the credit you must be at least age 18, not afull-time student, and cannot be claimed as a
dependent on another person’sreturn.

If you make eligible contributionsto a qualified IRA, 401(k) and certain other retirement plans, you may be
able to take a credit of up to $1,000 or up to $2,000 if filing jointly. The credit is a percentage of the
qualifying contribution amount, with the highest rate for taxpayers with the least income.

When figuring this credit, you generally must subtract the amount of distributions you have received from
your retirement plans from the contributions you have made. Thisrule applies for distributions starting two
years before the year the credit is claimed and ending with the filing deadline for that tax return.

The Retirement Savings Contributions Credit isin addition to other tax benefits which may result from the
retirement contributions. For example, most workers at these income levels may deduct all or part of their
contributions to atraditional IRA. Contributionsto aregular 401(k) plan are not subject to income tax until
withdrawn from the plan.

Top Ten Factsabout Taking Early Distributions from Retirement Plans
If you took an early distribution from your retirement plan, here are some things you need to know:

1. Payments you receive from your Individual Retirement Arrangement before you reach age 59 Y2 are
generally considered early or premature distributions.

2. Early distributions are usually subject to an additional 10 percent tax.
3. Early distributions must also be reported to the IRS.

4. Digtributions you rollover to another IRA or qualified retirement plan are not subject to the additional 10
percent tax. Y ou must complete the rollover within 60 days after the day you received the distribution.

5. Theamount you roll over is generally taxed when the new plan makes a distribution to you or your
beneficiary.
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6. If you made nondeductible contributions to an IRA and later take early distributions from that same IRA,
the portion of the distribution attributable to those contributions is not taxed.

7. 1f you received an early distribution from a Roth IRA thedistribution attributable to contributionsis not
taxed.

8. If you received a digtribution from any other qualified retirement plan, generaly the entire distribution is
taxable unless you made after-tax employee contributionsto the plan.

9. There are several exceptionsto the additional 10 percent early distribution, such as when the
distributions are used for purchase of afirst home, certain medical and educationa expenses or if you
become disabled. Other exceptions can be found in IRS Publication 590, Individual Retirement
Arrangements (IRAS).

10. More information about early distributions from retirement plans and the additional 10 percent tax can
be found in IRS Publication 575, Pension and Annuity Income and Publication 590, Individual Retirement
Arrangements (IRAS). Both publications are available on IRS.gov or by calling 800-TAX-FORM (800-
829-3676).

Six Important Facts about Tax-Exempt Organizations

Every year, millions of taxpayers donate money to charitable organizations. Here are six things you should
know about the tax treatment of tax-exempt organizations.

1. Taxreturnsare made availableto public. Exempt organizations generally must make their tax
return available for public inspection. This also includes the organization’ s application for
exemption. These documents must be made available to any individual who requests them, and
must be made available immediately when the request is made in person. If the request ismadein
writing, an organization has 30 days to provide a copy of theinformation.

2. Donor listsgenerally are not public information. Theligt of donors filed with Form 990 is
specifically excluded from the information available for public inspection. There is an exception
for donorsto private foundations and palitical organizations, which must make their donor list
available to the public.

3. How tofind tax-exempt organizations. The easiest way to find out whether an organization is
qualified to receive deductible contributionsisto ask them, as most will be able to tell you. You
can aso search for organizations qualified to accept deductible contributionsin IRS Publication
78, available online at IRS.gov.

4. Which organizations may accept charitable contributions. Not all exempt organizations are
eligible to receive tax-deductibl e charitable contributions. Organizations that are eigible to receive
deductible contributions include most charities described in section 501(c)(3) of the Internal
Revenue Code and, in some circumstances, fraternal organizations described in section 501(c)(8)
or section 501(c)(10), cemetery companies described in section 501(c)(13), volunteer fire
departments described in section 501(c)(4), and veterans organizations described in section
501(c)(4) or 501(c)(19). For more general information on therules for Charitable Contribution
Deductions, you can go to the IRS Publication 78 Help page, Part 11, which islinked from the
Search for Charities page on IRS.gov.

5. Requirement for organizations not ableto accept deductible contributions. If an exempt
organization isineligible to receive tax-deductible contributions, it must disclose that fact when
soliciting contributions.
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6. How toreport inappropriate activitiesby a charity. If you believe that the activities or
operations of a tax-exempt organization are inconsistent with its tax-exempt status, you may file a
complaint with the Exempt Organizations Examination Divison by completing Form 13909, Tax-
Exempt Organization Complaint (Referral) Form. The complaint should contain all relevant facts
concerning the alleged violation of tax law. Form 13909 is available at IRS.gov or by calling 800-
TAX-FORM (800-829-3676).

Do You Barter?

Bartering is thetrading of one product or service for another. Usually there isno exchange of cash. Barter
may take place on an informa one-on-one basi s between individual s and businesses, or it can take place on
athird party basis through a modern barter exchange company.

Bartering is the most ancient form of commerce. While our ancestors may have exchanged eggs for corn,
today you can barter computer services for auto repair.

Ancther example of a one-on-one, non-barter exchange transaction isa plumber doing repair work for a
dentist in exchange for dental services. Thefair market value of the goods and services exchanged must be
reported asincome by both parties.

Here are a few things you should know about bartering:

o Barter Exchange A barter exchange functions primarily as the organizer of a marketplace where
members buy and sell products and services among themselves. Whether this activity operates out
of aphysical office or isinternet based, a barter exchangeis generally required to issue Form
1099-B, Proceeds from Broker and Barter Exchange Transactions, annually to their clients or
members and to the IRS.

e Barter Income Barter dollars or trade dollars are identical to real dollarsfor tax reporting. If you
conduct any direct barter - barter for another’s products or services - you will have to report the
fair market value of the products or services you received on your tax return.

e TaxesIncome from bartering istaxable in the year it is performed. Y ou may be subject to
liabilities for income tax, self-employment tax, employment tax, or excise tax. Y our barter
activities may result in ordinary business income, capital gainsor capital losses, or you may have
anondeductible personal 10ss.

e Reporting Therules for reporting barter transactions may vary depending on which form of
bartering takes place. Generdly, you report this type of business income on Form 1040, Schedule
C Profit or Loss from Business, or other business returns such as Form 1065 for Partnerships,
Form 1120 for Corporations, or Form 1120-Sfor Small Business Corporations.

Ten Things You May Not Know about Farm Income and Deductions

If you arein the business of farming, here are some things you may want to know before filing your federa
tax return.
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10.

Crop Insurance Proceeds Y ou must include in income any crop insurance proceeds you receive
astheresult of crop damage. Y ou generally include them in the year you receive them.

Sales Caused by Weather-Related Condition If you sell more livestock, including poultry, than
you normally would in ayear because of weather-related conditions, you may be able to choose to
postpone reporting the gain from selling the additional animals until the next year.

Farm Income Aver aging Y ou may be able to average all or some of your current year'sfarm
income and refiguring your tax over the three prior years. This may give you a lower tax if your
current year income from farming is high, and your taxable income from one or more of the three
prior years was |ow.

Deductible Far m Expenses The ordinary and necessary costs of operating afarm for profit are
deductible business expenses. An ordinary expenseis an expense that is common and accepted in
the business. A necessary expense is onethat is appropriate for the business.

Employees Y ou can deduct reasonable wages paid for labor hired to perform your farming
operations.

Items Purchased for Resale Y ou may be able to deduct the cost of livestock and other items
purchased for resalein the year of sale. This cost includes freight charges for transporting the
livestock to the farm.

Net Operating L osses If your deductible loss from operating your farm is more than your other
income for the year, you may have a net operating loss. If you have anet operating loss this year,
you can carry it to other years and deduct it. Y ou may be able to get arefund of all or part of the
income tax you paid for past years, or you may be able to reduce your tax in future years.
Repayment of L oans Y ou cannot deduct the repayment of aloan. However, if you use the
proceeds of aloan for farm business expenses, you can deduct the interest you pay on the [oan.
Fuel and Road Use Y ou may be eligible to claim a credit or refund of excise taxes on fuel used
on afarm for farming purposes.

Far mer s Tax Guide Moreinformation about farm income and deductions can be found in IRS
Publication 225, Farmer’s Tax Guide, which can be obtained online at IRS.gov or by calling the
IRS at 800-TAX-FORM (800-829-3676).

Top Ten facts about the Tuition and Fees Deduction

The Tuition and Fees deduction of up to $4,000 is available to hel p parents and students pay for post-
secondary education. Below are ten important facts about this deduction every student and parent should

know.

Y ou do not have to itemize to take the Tuition and Fees deduction. Y ou claim atuition and fees
deduction by completing Form 8917 and submitting it with your Form 1040 or Form 1040A.

Y ou may be able to claim qualified tuition and fees expenses as either an adjustment to income, a
Hope or Lifetime Learning credit, or —if applicable — as a business expense.

Y ou cannot take the tuition and fees deduction on your income tax return if your filing statusis
married filing separately.

Y ou cannot take the deduction if you are claimed, or can be claimed, as a dependent on someone
elsgsreturn.

The deduction isreduced or eliminated if your modified adjusted gross income exceeds certain
limits, based on your filing status.

Y ou cannot claim the tuition and fees deduction if you or anyone el se claims the Hope or Lifetime
Learning credit for the same student in the same year.

If the educational expenses are also allowable as a business expense, the tuition and fees deduction
may be claimed in conjunction with a business expense deduction, but the same expenses cannot
be deducted twice.
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8.

10.

Y ou cannot claim adeduction or credit based on expenses paid with tax-free scholarship,
fellowship, grant, or education savings account funds such as a Coverdell education savings
account, tax-free savings bond interest or employer-provided education assistance.

The same rule applies to expenses you pay with atax-exempt distribution from a qualified tuition
plan, except that you can deduct qualified expenses you pay only with that part of the distribution
that isareturn of your contribution to the plan.

IRS Publication 970, Tax Benefits for Education, can help eligible parents and sudents understand
the special rulesthat apply and decide which tax break to claim. The publication is available at
IRS.gov or by calling 800-TAX-FORM (800-829-3676).

Top Ten Facts About the Child and Dependent Care Credit

If you paid someone to care for a child, spouse, or dependent, you may be able to reduce your tax by
claiming the Child and Dependent Care Credit on your federal income tax return. Below are the top ten
things you need to know about claiming a credit for child and dependent care expenses.

1

10.

The care must have been provided for one or more qualifying persons. A qualifying person is your
dependent child under age 13. Additionally, your spouse and certain other individual s who are
physically or mentally incapable of self-care may also be qualifying persons. Y ou must identify
each qualifying person on your tax return.

The care must have been provided so you — and your spouse if you are married — could work or
look for work.

Y ou — and your spouse if you are married — must have earned income from wages, salaries, tips,
other taxable employee compensation or net earnings from sel f-employment. One spouse may be
considered as having earned income if they were a full-time student or they were physically or
mentally unable to care for themselves.

The paymentsfor care cannot be paid to your spouse, to someone you can claim as your dependent
on your return, or to your child who is under age 19, even if he or sheisnot your dependent. You
must identify the care provider on your tax return.

Y our filing status must be single, married filing jointly, head of household or qualifying
widow(er) with a dependent child.

The qualifying person must have lived with you for more than half of 2008.

The credit can be up to 35 percent of your qualifying expenses, depending upon your income.

For 2008, you may use up to $3,000 of the expenses paid in a year for one qualifying individual or
$6,000 for two or more qualifying individuals.

The qualifying expenses must be reduced by the amount of any dependent care benefits provided
by your employer that you exclude from your income.

If you pay someone to come to your home and care for your dependent or spouse, you may be a
household employer. If you are ahousehold employer, you may have to withhold and pay social
security and Medicare tax and pay federal unemployment tax. For information, see Publication
926, Household Employer's Tax Guide.

Five Facts about the Foreign Ear ned | ncome Exclusion

If you are living and working abroad you may be entitled to the Foreign Earned Income Excluson. Here
are some important facts about the exclusion:
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1. The Foreign Earned Income Exclusion: United States Citizens and resident aliens who live and work
abroad may be able to exclude all or part of their foreign salary or wages from their income when filing
their U.S. federal tax return. They may also qualify to exclude compensation for their personal services or
certain foreign housing costs.

2. The General Rules: To qualify for the foreign earned income exclusion, a U.S. citizen or resident alien
must have atax homein aforeign country and income received for working in a foreign country, otherwise
known as foreign earned income. The taxpayer must also meet one of two tests: the bona fide residence test
or the physical presence test.

3. The Exclusion Amount: The foreign earned income exclusion is adjusted annually for inflation. For
2008, the maximum exclusion is up to $87,600 per qualifying person.

4. Claiming the Exclusion: Theforeign earned income exclusion and the foreign housing exclusion or
deduction are claimed using Form 2555, which should be attached to the taxpayer’ s Form 1040. A shorter
Form 2555-EZ is available to certain taxpayers claiming only the foreign income exclusion.

5. Taking Other Credits or Deductions. Once the foreign earned income exclusion is chosen, aforeign
tax credit or deduction for taxes cannot be claimed on the excluded income. If aforeign tax credit or tax
deduction istaken on any of the excluded income, the foreign earned income exclusion will be considered
revoked

Seven Factsto Help You Understand the Alter native Minimum Tax

1. Tax laws provide tax benefits for certain kinds of income and allow special deductions and credits for
certain expenses. These benefits can drastically reduce some taxpayers' tax obligations. The Alternative
Minimum Tax attempts to ensure that anyone who benefits from these tax advantages pays at least a
minimum amount of tax.

2. Congress created the AMT in 1969, targeting a small number of high-income taxpayers who could claim
so many deductions they owed little or no income tax.

3. Because the AMT isnot indexed for inflation, a growing number of middle-income taxpayers are
discovering they are subject to the AMT.

4. You may have to pay the AMT if your taxable income for regular tax purposes plus any adjustments and
preference items that apply to you are more than the AMT exemption amount.

5. The AMT exemption amounts are set by law for each filing status.
6. For tax-year 2008, Congress raised the alternative minimum tax exemption to the following levels:
o  $69,950 for amarried couple filing ajoint return and qualifying widows and widowers

e  $46,200 for singles and heads of household
o $34,975 for amarried person filing separately
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7. Taxpayers may find more information about the Alternative Minimum Tax and how it impacts them by
referring to IRS Form 6251, Alternative Minimum Tax —Individuals, available on IRS.gov or by calling
800-TAX-FORM (800-829-3676).

AreYour Social Security Benefits Taxable?

How much, if any, of your social security benefits are taxable depends on your total income and marital
status. Generally, if social security benefits were your only income for 2008, your benefits are not taxable
and you probably do not need to file a federal income tax return.

If you received income from other sources, your benefits will not be taxed unless your modified adjusted
gross income is more than the base amount for your filing status. Y our taxable benefits and modified
adjusted grossincome are figured in aworksheet in the Form 1040A or Form 1040 Instruction booklet.

Before you go to the instruction book, do the following quick computation to determine whether some of
your benefits may be taxable:

o Fird, add one-half of the total social security you received to al your other income, including any
tax exempt interest and other exclusions from income.

e Then, compare thistotal to the base amount for your filing status. If thetotal is more than your
base amount, some of your benefits may be taxable.
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