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The Parent Tax Credit

Most parents can take advantage of at least one form of parent tax credit to help soften the expense of raising a

child

This article provides an overview of some of the benefits that are available to parents in the for m of tax credits.

You have already gone through what may have been the happiest, yet longest day of your life -- the day your little angel (or
monster, depending on the hour of the day) came into the wor ld. However, as the euphoria fades away, the reality starts
to sink in. When it comes right down to it, being a parent can be quite expensive. Not only do kids require new fur niture,
food and healthcare, but they will also need more clothes and diapers that you can probably imagine right now.

Not to fear, though, the federal government has your back when it comes to the expenses related to your child care. This
ar ticle will focus on the parent tax credit, which is really two different kinds of tax credits: the dependant exemption and the
child tax credit.

Dependant Exemption

As you probably know, the Internal Revenue Ser vice allows each person that pays income tax to exempt a portion of their
income that is not taxable. In 2010, this amount is $3,650 for you, and if you file as a married couple, you get to double
this amount (you each get to take one exemption, meaning a total exemption of $7,300).

When your little bundle of joy comes into the wor ld, the federal government allows you and your spouse to claim one more
dependant exemption for each child you have . This exemption is allowed for each child that a couple has under the age of
19 (as long as the child is actually dependent upon you, as their parents). In addition, you may be able to claim a depen-
dency exemption for a child over the age of 19 if the child is a full time student and meets a few other requirements.

You may be wonder ing, and with good cause, exactly how much you will be able to claim as the dependency exemption for
your parent tax credit. This will depend upon how much money you and your spouse make in a year. For a married couple
in 2009 that filed a joint tax return, they will receive $3,650 per dependant as long as their combined income is not more
than $250,200. If the couple collectively makes more than this, the exemption will be reduced, but not below $2,433 per
exemption. The ceiling for earnings var ies depending upon your filing status. If you are single and file alone, the ceiling is
$166,800. Any ear nings past this will reduce the amount of the dependency exemption.

Claiming a dependency tax exemption is pretty easy. All you have to do is complete line 6c of your 1040 or 1040A. You will
need to provide a Social Security number or Adoption Taxpayer Identification Number for your child as well. Then just be
sure to complete the rest of your tax return proper ly and fully.

Child Tax Credit

In addition to the dependant exemption, you may also be able to claim a child tax credit as another parent tax credit. This
tax credit is designed to help parents that have low incomes support their families, and is therefore only available to peo-
ple that make less than a certain amount of money. As it currently stands, the base tax credit is $1,000 for each qualifying
child (under the age of 17), but this amount is reduced if your reported income exceeds a certain amount. In 2009, the
threshold income level for a joint return was $110,000, and the child tax credit was reduced by $50 for each $1,000 (or
fraction thereof) that the reported income exceeded the threshold level.

To make this math easier to understand, it is helpful to look at a few examples.

First, let us assume that Fred and Amy have three children under the age of 17, and their reported income on their joint
retur n was $100,000. This income is below the threshold of $110,000, which means that Fred and Amy will be able to
claim a $3,000 tax credit on their income taxes (3 children x $1,000 tax credit per child).



Now, let us assume the same situation as above , except that now Fred and Amy repor t $130,000 as their income on their
joint return. Because their income is greater than the threshold amount, Fred and Amy will not be able to claim the full
$3,000 child tax credit. Instead, they will have to reduce the credit by a cer tain amount. $130,000 (repor ted income) -
$110,000 (threshold income) = $20,000, the amount that Fred and Amy’s income exceeds the threshold income amount.
Fred and Amy will lose $50 for each $1,000 their income exceeds the threshold level, meaning that Fred and Amy will lose
$1,000 of their child tax credit (20 x $50 = $1,000), so they will only be able to claim a $2,000 child tax credit.

You can figure out the amount of child tax credit you can claim by visit the Internal Revenue Ser vice as www.irs.gov and
filing out the IRS For m 972.

http://www.irs.gov/
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