Federal Adoption Tax Credit for Special Needs
Adoptions Finalized in 2007, 2008 and 2009

Taken from the North American Council on Adoptable Children Website
at http://www.nacac.org/postadopt/taxcredit.html

Beginning in tax year 2003, families adopting a child sjilecial needs from foster care were allowed
access to the adoption tax credit without needing to documpensas. For tax year 2007, the tax
credit is $11,390 per child and you have this year and tietoext five additional years in which to
use it. If you finalized your adoption before 2007 ankbdbio claim the adoption tax credit, read our
other fact sheedmending Your Tax Return (not complete).

Accessing the Tax Credit
How do | know if my child is considered to have special nee@gcording to the IRS?

Children that are hard to place for adoption such as oldeirehjlminority children; sibling groups;
and children with medical conditions, or physical, mental,eandtional handicaps often are
determined to have special needs.

NACAC interprets the instructions for Form 8839 (the piilan Tax Credit form) this way: If you
receive adoption subsidy (assistance) for your child, thetbttprovides the subsidy has determined
that your child has special needs. Your adoption subsidgagent (or application and agreement) is
the evidence that the state has determined your child to have sypeaial

If your child does not receive an adoption subsidy, NACA&(ekbes the state has not determined that
your child has special needs and you will not be able to takerddit without documenting expenses
for the cost of the adoption.

The instructions found altttp://www.irs.gov/instructions/i8839/ch02.html#dOe Xiate:

Column (d)
A child is a child with special needs if all three of thedwiing statements are true.

1. The child was a citizen or resident of the United States ogsessions at the time the
adoption process began.
2. A state (including the District of Columbia) has determired the child cannot or should
not be returned to his or her parents' home.
3. The state has determined that the child will not be adoptedsiaksistance is provided to the
adoptive parents. Factors used by states to make this detgomimclude:
a. The child's ethnic background and age,
b. Whether the child is a member of a minority or siblingugr, and
c. Whether the child has a medical condition or a physical, memtamotional
handicap.



You may be able to claim a credit or exclusion for the adopfti@enchild with special needs even if
you did not have any qualified expenses. See line 24 aridgtiuctions for line 5.

If you check the box in column (d), indicating the child bpscial needs, be sure to keep evidence of
the state's determination in your records.

What will the federal Adoption Tax Credit mean for our family?

While every family’s taxes are different, we can provide infoiomatto help you figure out what the
credit means for you. How much, if any of the credit youwsmis based on: (1) your income
(families with federal adjusted gross income above $210,82@talaim the credit at all); and (2)
your total federal tax liability. In one year, you can use ashnhof the credit as the full amount of
your federal income tax liability. The amount of your tability (line 46 of Form 1040) is based on
your taxable income.

Many people believe the Federal Adoption Tax Credit won't thelm because they get a refund
every year, but that isn't necessarily true. A refund meanbaeipaid more federal income tax than
you needed to, so the IRS refunds the amount overpaid.aXteeedit is applied against your total tax
liability and could increase your refund. Here are some examfplasy the tax credit might benefit
your family.

« Family one is a couple who adopts a sibling group ofdiimiren with special needs. They
had $6,500 in federal income tax withheld from their paycemhd their tax liability is
$7,000, which means they would owe $500 in April. Wil adoption tax credit, they have
$22,780 in credits, and this year they could use up t®@8%G0the credit. They get a refund
of $6,500, and will have at least $15,780 of tax creditwyover for up to five additional
years.

« Family two is a single mother who adopts a sibling grotthree children with special needs.
She had $5,000 in federal income tax withheld from her paychieakber tax liability is
only $4,000, which means she would receive a refund of $1n08pril. With the adoption
tax credit, she has $34,170 in adoption tax credits, angéear she could use $4,000 of the
credit* She will get a refund this year of $5,000, and can camy $30,170 of tax credit to
carryover for up to five additional years.

« Family three is a couple with five other children who adepbling group of two children
with special needs. They had $1,000 in federal income ték&ld from their paychecks,
and their tax liability is $0, which means they would receivefund of $1,000 in April.

With the adoption tax credit, they have $22,780 in cred@iace they have no tax liability,
they are unable to use any of the possible $22,780 addatanmedit this year. They should
still claim the tax credit on their tax return because it mesti&dimed in the year the adoption
was finalized. The credit would carry forward for five addiibyears and would go into
effect if their tax liability is greater than zero in those fatyears.

Filling out Form 8839: Qualified Adoption Expenses
What do | do when the IRS asks for qualifying expenses dime 5?

The Instructions for Form 8839 found at:



http://www.irs.gov/instructions/i8839/ch02.html#dOeGtate:

Special needs adoptionlf you adopted a child with special needs and the adoptiommeefiaal in
2007, enter $11,390 on line 5, even if your qualified ddopexpenses were less than $11,390 (and
even if you did not have any qualified adoption expenses).

This means that you do NOT have to document qualified expentsse the credit if your child is
considered special needs or hard to place and receive adoptiaysubs

What if my tax liability is less than $11,3907?

Then you will also need to fill out the Credit Carryforw&rksheet in the Instructions for Form
8839. This documents the amount of the credit you can aawsaifd for up to five additional years
or until it is used up, whichever is sooner. You dbmeed to submit this worksheet.

Claiming the Child Tax Credit

If you can claim your child as a dependent, then you shostdi@bk into how to claim the Child Tax
Credit. In years that you are using the Adoption Tax Ceaditthe Child Tax Credit, you will need to
use the worksheet irublication 972, Child Tax Credit.

Note—if you checked Yes on line 13 of the worksheet you mhbg eligible to take the Additional
Child Tax Credit. The Additional Child Tax Credit is a refundable tax credit, which means you
may receive more money in a refund than your total tax liabity (unlike the Adoption Tax
Credit). To claim this credit, you will need to completd-orm 8812, Additional Child Tax.

Additional Questions

Finally, if you receive adoption subsidy (assistance) for gbild and have questions on whether it is
taxable income or if you can claim that child as a dependentéari/e the child tax credit), you
should read NACAC's fact shekdx | ssues Related to Adoption Assistance and Adoption.

If you have additional questions on the adoption tax cremfittact the North American Council on
Adoptable Children at 651-644-3036amoption.assistance@nacac.org

* The amount of the adoption tax credit may be reduced if you claim other credits such asthe
Education Credits or Retirement Savings Contribution Credit.



