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HR 4297 Update: Some Provisions of Interest to Individual Tax Payers 
By Emily C. Crosby, Andrew Short and Friedemann Thomma

The Tax Increase Prevention and Reconciliation Act of 2005 
(the “Act”)  was signed by President Bush into law on May 17, 
2006.  The Act addresses a number of provisions of particular 
interest to individual taxpayers, including AMT, capital gains 
and dividends, Roth IRA’s, and the “kiddie” tax, as well as to 
payees of tax-exempt bonds.

Amounts Excluded from Alternative Minimum Tax

In computing the alternative minimum tax (“AMT”) for in-
dividuals, the taxpayer’s AMT exemption amount is subtract-
ed from the taxpayer’s alternative minimum taxable income 
(“AMTI”).  The difference is multiplied by the applicable 
AMT tax rate.  The AMT exemption amounts are phased out 
for taxpayers with high AMTI.  For tax years beginning in 
2005, the AMT exemption amounts were: $40,250 for unmar-
ried individuals; $58,000 for married couples filing jointly and 
surviving spouses; and $29,000 for married individuals  filing 
separately.  The temporary increase of the AMT exemption 
amounts for 2005 expired and beginning in 2006 the AMT 
exemption amounts will be: $33,750 for unmarried individu-
als; $45,000 for married couples filing jointly and surviving 
spouses; and $22,500 for married individuals filing separately.

Under the Act, the AMT exemption amounts increase for tax 
years beginning in 2006 to $62,550 for married couples fil-
ing a joint return and surviving spouses, to $42,500 for an 
individual who is not married or is a surviving spouse and to 
$31,275 for married individuals filing separately.

Absent future legislation, the reduction in the AMT exemp-
tion amounts will apply for tax years beginning after 2006.  
Therefore in 2007, the AMT exemption amounts will be 
the same as they would have been in 2006 without the Act.  
However, a Senate amendment indicates that it is the sense 
of the Senate that protecting middle-class families from the 
AMT should be a higher priority for Congress in 2006 than 
extending a tax cut that does not expire until the end of 2008. 

Nonrefundable Personal Credits 

Certain nonrefundable personal credits (e.g., the dependent 
care credit, credit for the elderly and permanently and totally 
disabled, mortgage credit certificate credit, child tax credit, 

HOPE and Lifetime Learning credits, adoption credit, pre-
2007 saver’s credit, non-business energy property credit, and 
residential energy efficient property credit) allowed in a tax 
year are subject to limitations based on tax liability.

A special limitation in effect for 2000 through 2005 allowed 
such personal credits to offset both regular tax and AMT.  Un-
der the limitations that were in effect for tax years beginning 
in 2006, the personal credits (other than the adoption credit, 
child tax credit, and pre-2007 saver’s credit) could offset regu-
lar tax, but not AMT.  An individual’s total combined credits 
for 2006 were generally limited to the excess of his regular tax 
liability over his tentative minimum tax.

Through 2006, nonrefundable personal tax credits may be 
claimed to the full extent of an individual’s regular tax and 
AMT.

Capital Gains 

For taxable years beginning before January 1, 2009, the maxi-
mum rate of tax on the adjusted net capital gain of non-corpo-
rate taxpayers is fifteen percent (15%). For individuals in the 
ten-percent (10%) and fifteen-percent (15%) tax brackets, long-
term capital gains will be taxed at five percent (5%) for the 2006 
and 2007 tax years and at zero percent (0%) for 2008.  These 
rates apply for purposes of both the regular tax and the AMT.  

The Act extends the zero percent (0%) and fifteen percent 
(15%) rates on adjusted net capital gain through tax years be-
ginning before January 1, 2011. 

Qualified Dividend Income

Dividends received by non-corporate taxpayers from domestic 
corporations and qualified foreign corporations are taxed at the 
same rates that apply to capital gains subject to certain holding 
period requirements.  Thus, for taxable years beginning before 
2009, dividends received by an individual are taxed at rates of 
five percent (5%) (zero percent (0%) for taxable years begin-
ning after 2007) and fifteen percent (15%).

The Act extends the treatment of qualified dividends at the 
same rates that apply to capital gains through tax years begin-
ning before January 1, 2011.



�

StayCurrent

Unearned Income of Children

Under the so-called “kiddie tax,” the unearned income of cer-
tain minor children that exceeds $1,700 (for 2006) is taxed at 
the parents’ highest marginal tax rate if taxing the income at 
that rate results in a higher tax.  Under pre-Act law, the kiddie 
tax applied to a child who had not attained the age of fourteen 
at the close of the tax year and who had a living parent at the 
close of the tax year. 

The Act increases the age to which the kiddie tax rules apply 
to a child who has not yet attained age eighteen before the 
close of the tax year.  However, the kiddie tax does not apply 
to a child who is married and who files a joint return for the 
tax year.

The provision applies to taxable years beginning after Decem-
ber 31, 2005.

Roth IRAs

Taxpayers that contribute to a regular individual retirement 
account (“IRA”) are entitled to a tax deduction on such con-
tributions, earnings grow tax free, and withdrawals are subject 
to tax at ordinary income rates.  Withdrawals are subject to 
significant restrictions.  In a Roth IRA, taxpayers are entitled 
to no tax deduction for contributions, earnings grow tax free 
and there is no tax, and fewer restrictions, on qualifying with-
drawals. 

Under pre-Act law, only taxpayers with $100,000 or less in 
modified adjusted gross income can convert a regular IRA 
into a Roth IRA.  A taxpayer making the conversion gen-
erally is taxable on distributions, but once it is in the Roth 
IRA, earnings and withdrawals are not subject to income 
tax.  Roth IRA conversions appeal to taxpayers who ei-
ther think their tax rate will go up in retirement, or be-
lieve that the value of their account will rise significantly, 
and thus are willing to make an upfront tax payment when 
they convert in order to reap large tax savings in later years. 
 
Beginning in 2010, taxpayers with more than $100,000 of 
modified adjusted gross income also will be able to convert a 
regular IRA into a Roth IRA.  To make such conversions more 
attractive in 2010, the new law permits taxpayers who convert 
in 2010 to spread the income and resulting tax payments on 
the converted funds over two years (2011 and 2012). 

Information Reporting on Tax-exempt Bonds

Generally, a person who makes an interest payment of at least 
ten dollars must file an information return with the Internal 
Revenue Service (“IRS”) setting forth the aggregate amount of 
interest paid for the calendar year and the name, address, and 
Taxpayer Identification Number of each person to whom in-
terest is paid.  Under pre-Act law, interest paid on tax exempt 

bonds was exempt from the information reporting require-
ment.  However, the exception did not apply to the recipi-
ents of tax-exempt interest, who were required to report the 
amount of tax-exempt interest received or accrued on their 
tax returns.
 
The Act eliminates the exemption for interest payments made 
after December 31, 2005.  Therefore, interest payments on 
tax exempt bonds are subject to information reporting in the 
same manner as interest paid on taxable obligations.  The Act 
does not specifically state that payors of tax-exempt interest 
may meet the information reporting requirement by filing 
IRS Form 1099-INT, the form used to report payments of 
taxable interest, but the IRS is expected to issue further guid-
ance to payors of tax-exempt interest in this respect.

Taxpayers are required to report the tax-exempt interest re-
ceived or accrued on their tax returns.  Although the interest 
is not subject to federal income tax, it is taken into account 
for other calculations, such as the taxable portion of Social 
Security or the AMT preference for tax-exempt interest from 
private activity bonds. 

Payors of tax-exempt interest should be aware that, in addition 
to the information reporting requirement, payors will also be 
subject to certain recordkeeping requirements and penalties 
for failure to file such information returns.  The information 
reporting requirement imposed on payors of tax-exempt inter-
est may also extend to financial institutions, brokers, or other 
person which collect tax-exempt interest for a payee (or other-
wise act as middlemen between the payor and the payee). 
 
If you have any questions about TIPRA’s impact on indi-
vidual tax payers, or about the Tax Increase Prevention 
and Reconciliation Act of 2005 in general, please do not 
hesitate to contact:

Andrew M. Short  212-318-6018 
andrewshort@paulhastings.com

Friedemann Thomma  212-318-6283
friedemannthomma@paulhastings.com

Emily C. Crosby  404-815-2368
emilycrosby@paulhastings.com
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