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Tax News You Can Use… 
 

New law expands benefits 
for taxpayers 

 

The new Worker, 
Homeownership, and 
Business Assistance Act 
of 2009 contains several 
key provisions affecting 
individuals and business 
owners. Here’s a brief 
summary. 

 

Homebuyer’s credit 
 

Under prior law, an eligible first-time homebuyer could 
claim a maximum credit of $8,000 for a principal 
residence purchased before December 1, 2009. But the 
credit began to phase out for single filers with a modified 
adjusted gross income (MAGI) above $75,000 and joint 
filers above $150,000. 
 

Under the new law, the credit is available for home 
purchases made before May 1, 2010, (July 1, 2010, if a 
binding contract exists before May 1). Also, the phase-out 
threshold increases to $125,000 of MAGI for single filers 
and $225,000 for joint filers. The homebuyer credit may 
be elected on a 2009 tax return for a qualified purchase in 
2010. 
 

Not just for first-timers: If you buy a home after 
November 6, 2009, and have owned and used the previous 
home as your principal residence for five consecutive 
years in the last eight years, you may claim a credit of up 
to $6,500. New limit for everyone: No credit is allowed 
for purchases after November 6, 2009, if the price exceeds 
$800,000. 
 

NOL carryback 
 

Normally, a business can carry back a net operating loss 
(NOL) for only two years before carrying it forward for up 
to 20 years. A prior law change allowed a carryback for 
three, four, or five years to qualified small business for 
NOLs in tax years beginning or ending in 2008. 
 

The new law extends the longer carryback regardless of 
the size of the business. This election is generally 
available for NOLs incurred in either 2008 or 2009. 
 

Caveat: Under the new law, an NOL carried back to the 
fifth year is limited to 50% of the taxable income for the 
year. Any remaining NOL may offset income in the 
remaining four years. 
 

Other provisions 
 

Unemployment benefits are extended for up to 14 weeks 
(20 weeks for individuals in states with high 
unemployment rates). But the tax exclusion for the first 
$2,400 of unemployment benefits received in 2009 isn’t 
extended. 

 Finally, the new law includes several revenue-raisers to 
pay for the favorable changes, such as expanded use of 
e-filing by small tax return preparers, an extension of the 
FUTA surtax, and increased penalties for failing to file 
partnership and S corporation returns. 
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Tax News You Can Use (continued)… 
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I  G e t  Q u e s t i o n s … 
 

Question #1: Client comes in office in mid-
November with their October investment account 
statement in hand and pointing to the market 
decline for the month of $1,709, says, “Monty, 
would I be better off just putting this money in a 
bank CD?” 
Facts:  Let’s go back a couple months and get 
some perspective. In August the account gained 
$766, in September it gained $2,248, in October it 
lost $1,709 and for November (by the date they 
came in my office) it had gained $3,418. On a 
percentage basis, over the past three months (plus a 
little), this account has earned 4.29%. 
The Alternative: Three-month bank CDs are now 
earning between .025% and 1.49%. The banks 
quote these rates in APY (annualized percentage 
yield), so what you actually earn in three months is 
one-fourth of that rate. So, taking the 1.49% rate as 
an example, you could have earned 0.3725% in the 
past three months. 
Conclusion: I’m not opposed to having some of 
your assets in bank CDs—this is part of the firm 
foundation of your financial pyramid you should be 
building. For this type of money (bank CDs, 
annuities, life insurance cash values), you are more 
concerned about the return OF your money, than 
the return ON your money. Above this layer, in 
your financial pyramid, you need your money to be 
growing and working hard for you. At this upper 
level, would you rather have 4.29% or 0.3725% 
over the past three months? 

Warning:  It’s not really just that simple…  
you should also take into consideration that 
the U.S. Dollar has fallen in value about 

5% during that same time. Money sitting in a 
fixed-rate bank CD will lose purchasing power 
over time. Also, consider that interest earned on 
bank CDs is taxed each year at ordinary income tax 
rates, whereas investment earnings (dividends and 
capital gains) may be taxed at the lower capital 
gains rates. 

 Question #2:  Client sends me this email: 
“Monty, I’m locked into an equity-indexed annuity 
and they give me the choice of linking it to the S&P 
500 or NASDAQ. Right now, I have the choice of 
changing indexes if I want. Which index do you feel 
may do better over the 
next year? By the way, I 
have six more years 
before I can take money 
out without a stiff 
penalty.” (I paraphrased 
some to get to the heart 
of it.) 
 

My Reply:  Historically, small caps (Russell 2000) 
have returned about 2% above the large caps (S&P 
500), in compound annual returns, going back to 
1926. Even in times of inflation (like 1974-75 and 
1979-81), which I think we’ll be going into, small 
caps did well. The Nasdaq also follows a similar 
pattern to the Russell 2000, but perhaps a bit more 
volatile and a little higher return. In the last six 
months (ending 9/30) the S&P 500 was up 34.0% 
and the Nasdaq Composite was up 38.9%. These 
smaller growth companies do generally take the 
lead when coming out of a recession. 
So, for the next year, I would expect the Nasdaq to 
perform better than the S&P 500—if these were 
normal economic times. I personally don’t think 
we’re in “normal economic times.” I think all the 
Fed activity of the past year was a Band-Aid, and 
we will eventually suffer for it. The problem is that 
you get to make this change (choosing an index) 
once per year and then you’re locked in. What 
happens—happens. Under these circumstances you 
have no ability to alter your investment strategy or 
implement an exit plan. That being the case, I 
would lean towards keeping your portfolio more 
conservative (risk adverse)… meaning, that I 
would keep it in the S&P 500 and not move it to 
the Nasdaq. 

 


