TAX LAW CATEGORY NAME:   Adoption Benefits
SCENARIO NUMBER: 9
Customer Question:   I just need help with this Form 8839. Can you help?
Background Facts:  

· TP is doing his 2008 return.

· TP is a US citizen.

· TP has no earned exclusions.

· TP’s marital status is single.

· TP’s MAGI is $86,800.

· TP does not have unused credits from prior years.

· The child involved is age eight years.

· The child is not the spouse’s child.

· Child has valid SSN.

· The child has always been a US citizen.

· The child does not have special needs.

· TP paid $12,500 of qualifying expenses.

· TP participated in an employer sponsored plan and received reimbursements from that plan.

· TP also receive funds from the federal HHS program.

· TP paid these expenses during 2008.

· The adoption was finalized in November of 2008.

· TP has taken an exclusion from income under an employer plan for this same child two years ago.

Summary:  
· Tax period: 2008
· Taxpayer’s Citizenship or Alien Status: Yes

· Exclusion of Income: No

· Marital status: Single

· Modified adjusted gross income: 86800
· Unused adoption credits from previous years: No

· Child under age of 18 at end of the tax year: Yes

· Spouse’s child: No

· Child has SSN, ATIN, or ITIN: Yes

· Child was citizen or resident of the U.S. or its possessions when adoption process began: Yes

· Child has special needs: No

· Paid or incurred expenses directly related to legal adoption of eligible child: Yes

· Expenses paid or reimbursed by an employer plan: Yes

· Expenses paid with funds received from federal, state or local programs: Yes

· Adoption expenses amount: 12500
· Year expenses were paid: 2008
· Adoption final: Yes

· Year adoption become final: 2008
· Took credit or exclusion in a prior year for the same child: Yes

Response:
· You qualify for the Adoption Credit. Your credit may be limited by your tax liability and other non-refundable credits.

· Reduce your qualified expenses by any amount paid by funds from federal, state, or local programs.

· The expenses you paid in 2008 qualify for the credit in 2008 because the adoption became final in 2008.

· You qualify to take the employer provided adoption benefit income exclusion. Expenses, paid or reimbursed by an employer plan, require Part III of Form 8839 to be completed before Part II of the form. You must reduce your qualified expenses on Part II by the amount paid or reimbursed by your employer plan.

· In calculating the adoption credit, the maximum amount of qualified expenses may not exceed $11,650, for each child.

· The amount of your adoption credit or exclusion is limited for each effort to adopt an eligible child. Therefore, it must be reduced by the amount of qualifying expenses taken into account in previous years for the same adoption effort.

· In calculating the adoption credit or exclusion, the maximum amount of qualified expenses may not exceed $11,650, for each adoption effort.

· If you can take both a credit and exclusion, the dollar limit applies separately to each effort. A credit or exclusion for the same child requires information from the prior year’s Form 8839 in order to complete the current year Form 8839.

· Attach Form 8839 to your Form 1040.

· If you are also claiming the child tax credit, you will need to complete the Publication 972, Line 11 Worksheet as you complete Form 8839. You should compute your credits as follows:

· Complete the Child Tax Credit Worksheet in Publication 972 through line 10.

· Complete the Line 11 Worksheet in Publication 972 through line 12.

· Complete the applicable credit(s) mentioned above.

· Finish the Child Tax Credit Worksheet.

