Important Tax Law Changes for 2003

Exemption Amount Increased.  The amount each taxpayer can deduct for each exemption has increased from $3,000 to $3,050.

Standard Deduction Amount Increased.  The standard deduction (for taxpayers that do not itemize deductions on Schedule A (Form 1040)) is higher in 2003 than it was in 2002.  In addition, the standard deduction for married taxpayers filing jointly is twice the amount for single filing status.



Married Filing Jointly &

$9,500



Qualifying Widow(er)







Head of Household


$7,000



Single




$4,750



Married Filing Separately

$4,750

Increase in 10% Tax Bracket.  The 10% tax bracket increased from $6,000 to $7,000 ($12,000 to $14,000 for joint filers).

Increase in 15% Tax Bracket for Married Filing Jointly Status.  The 15% tax bracket increased to twice that for single filers.

Marginal Tax Rates Reduced.  The rates are reduced to 25%, 28%, 33%, and 35% retroactively effective January 1, 2003.

Capital Gains Rate Reduced.  The rate is reduced from 20% to 15% (from 10% to 5% for taxpayers in the 10% and 15% brackets) effective on or after 6 May 2003 through 31 December 2008.  In 2008, the capital gains rate will drop to 0% for lower-income tax taxpayers.  The lower rates will apply to both regular tax and alternative minimum tax.
Certain Dividends Taxed at Capital Gains Rates.  The same rates apply to both foreign and domestic companies’ dividends.  Lower income taxpayers will pay 5% on dividends paid between 1 January 2003 and 31 December 2007 and 0% in 2008.  Taxpayers in tax brackets above 15% would pay 15% on dividends paid between             1 January 2003 and 31 December 2008.

Standard Mileage Rate.  The standard mileage rate for the cost of operating a car in 2003 is 36 cents a mile for all business miles.  The 2003 rate for use of a vehicle for medical care and moving expenses is 12 cents a mile.

Household Employer’s Income Reporting Requirement.  In 2003, household employers are required to issue a Form W-2 to employees whose earnings are $1,400 per year or more.

Lifetime Learning Credit.  Beginning in 2003, the amount of qualified tuition and related expenses you may take into account in figuring your lifetime learning credit increases from $5,000 to $10,000.  The credit will equal 20% of qualified expenses, with the maximum credit being $2,000.

Student Loan Interest Deduction.  Beginning in 2003, the modified adjusted gross income ranges for phasing out the student loan deduction may be adjusted annually for inflation.
Child Tax Credit Increased.  The child tax credit has been increased to $1,000 for 2003.  An early refund of the 2003 Child Tax Credit was issued to eligible taxpayers who claimed the child tax credit on their 2002 tax return and had a qualifying child that was born after 1986.  Taxpayers that received an “early refund” Advance Child Tax Credit payment must include the amount received when calculating the 2003 Child Tax Credit.

Earned Income Credit (EIC) Limits.  For 2003, the investment, earned income, and adjusted gross income for the EIC are:

Investment income is $2,600 or less.

Total earned income must be at least $1 but less than:


•  $33,692 ($34,692 if married filing jointly) with more than one qualifying child;

•  $29,666 ($30,666 if married filing jointly) with one qualifying child; and

•  $11,230 ($12,230 if married filing jointly) with no qualifying child.

Adjusted gross income less than:

•  $33,692 ($34,692 if married filing jointly) with more than one qualifying child;

•  $29,666 ($30,666 if married filing jointly) with one qualifying child; and

•  $11,230 ($12,230 if married filing jointly) with no qualifying child.

Child and Dependent Care Credit.  Significant changes to the child and dependent care credit take effect in 2003.


The credit amount can be as much as 35% (previously 30%) of qualifying expenses.


The maximum adjusted gross income amount that qualifies for the highest rate increases to $15,000 (previously $10,000).


The limit on the amount of qualifying expenses increases to $3,000 for one qualifying individual and $6,000 for two or more qualifying individuals.


The amount of income that is treated as having been earned by a spouse who is either a full-time student or not able to care for himself or herself increases.  This amount increases to $250 a month if there is one qualifying individual and $500 a month if there are two or more qualifying individuals.

Tax Benefit for Adoption.  The adoption credit and the exclusion from income of benefits under an adoption assistance program for the adoption of a child with special needs is $10,160 regardless of the amount of qualified adoption expenses.  The modified adjusted gross income limit will be adjusted annually for inflation.
Traditional Individual Retirement Account (IRA) Income Limits.  The amount of income taxpayers can have and not be affected by the deduction phase-out increases.  The amounts vary depending on filing status and impacts taxpayers that have a traditional IRA and are covered by a retirement plan at work.  For further information, go to the website at www.irs.gov. 

Deemed IRAs.  For plan years beginning after 2002, a qualified employer plan (retirement plan) can maintain a separate account or annuity under the Plan (a deemed IRA) to receive voluntary employee contributions.  An employee’s account can be treated as a Traditional IRA or a Roth IRA.
The Health Coverage Tax Credit (HCTC).  The HCTC was introduced by the Trade Act of 2002 to assist certain taxpayers.  Potentially eligible taxpayers receive a HCTC Program Kit in the mail.  This credit is primarily available to workers who have lost their jobs due to the effects of international trade and taxpayers over the age of 55 who receive benefits from the Pension Benefit Guaranty Corporation.  Calculation of the credit is outside the scope of volunteer programs, such as VITA.  For further information, go to the website at www.irs.gov. 

Increase in the Alternative Minimum Tax Exemption.  Increased to $40,250 for Single and Head of Household taxpayers; $58,000 for Married Filing Jointly and Qualifying Widow(er)s; and $29,000 for Married Filing Separately taxpayers.

For further information on the above changes or any other aspects of Federal Income Tax, please go to the website at www.irs.gov or call to make an appointment at the Arnold AFB Legal Office at (931) 454-7814.
