IRS TAX TIP 2004-1

What’s New for 2003?

These changes are discussed in more detail in Publication 553, Highlights of 2003 Tax Changes, and Publication 17,Your Federal Income Tax For Individuals. 
Tax Rate Reductions. The maximum taxable income subject to the10% rate has increased to $7,000 of taxable income for single taxpayers and married filing separately ($14,000 for married taxpayers filing jointly and qualifying widow(er)s); the 15% rate for married couples covers up to $56,800 of taxable income. The tax brackets of 27%, 30%, 35%, and 38.6%, have been reduced to 25%, 28%, 33%, and 35%, respectively.

Standard Deduction. The basic standard deduction for married taxpayers filing jointly and qualifying widow(er)s has increased to $9,500 (twice that of single filers). The standard deduction for married taxpayers filing separately has increased to $4,750 (the same as that of single taxpayers).

Maximum Rate on Net Capital Gain Reduced. The maximum tax rate on net capital gain (i.e. net long-term capital gain reduced by any net short-term capital loss) has been reduced from 20% to 15% (and from 10% to 5% for taxpayers in the 10% and 15% tax rate brackets) for property sold or otherwise disposed of after May 5, 2003 (and installment sale payments received after that date). The reduced rate applies for both the regular tax and the alternative minimum tax. The higher rates that apply to unrecaptured section 1250 gain, collectibles gain, and section 1202 gains have not changed.

Maximum Tax Rate on Dividends Reduced. The same 15% (or 5%) maximum tax rate that applies to net capital gain also applies to dividends paid by most domestic and foreign corporations after December 31, 2002. Certain dividends from regulated investment companies (such as mutual funds), real estate investment funds, and certain foreign corporations do not qualify for the reduced rates.  The 2003 Form 1099-DIV, Dividends and Distributions, and the 2003 Instructions for Form 1099-DIV were reissued to add a box for the reporting of qualified dividends subject to the reduced rates.

Child Tax Credit. The maximum child tax credit has increased from $600 to $1,000 per child. Beginning on July 25, 2003, advance payment checks of up to $400 per child- based on 2002 tax return information - will be mailed to taxpayers who claimed the child tax credit for 2002. The advance payment reduces the amount of the child tax credit allowed for 2003. Any advance payment that is more than the child tax credit for 2003 does not have to be paid back.

Alternative Minimum Tax. The alternative minimum tax exemption amount has increased to$40,250 for single taxpayers and taxpayers filing as head of house- hold; $58,000 for married taxpayers filing jointly and qualifying widow(er)s; and $29,000 for married taxpayers filing separately. 
