Did you know that if you finalized an adoption in 2010, you may be eligible for a federal adoption tax credit of up to $13,170 and if you finalize an adoption in 2011, you may be eligible for a federal adoption tax credit of up to $13,360? Did you know that this tax credit is refundable for adoption finalized in 2010, and that if you adopted between 2005 and 2009 and have not yet been able to use the full amount of your credit you may claim the remainder as a refund on your 2010 federal taxes?
The North American Council on Adoptable Children (NACAC) recently held a series of webinars on the Federal Adoption Tax Credit. The webinars presented information about the tax credit in general, specific information on claiming the credit for the 2010 tax year, and amending past returns going back to 2002 if you were eligible for the credit at that time but did not claim it or were not able to use the full amount.
The Federal Adoption Tax Credit was first established in 1996 as an incentive for families to adopt children who were living in foster care and available for adoption. Since that time, eligibility for the credit has been expanded to families who adopt U.S. children from private agencies or attorneys and families who adopt children from countries other than the United States, with certain limitations. 
There are three primary conditions that impact whether a family is eligible to claim the Federal Adoption Tax Credit, and if they can, to what extent:

1. The type of adoption

2. The family’s modified adjusted gross income

3. The amount of qualified adoption expenses

Type of adoption: Eligible adoptions include domestic and intercountry adoptions of children from a state child welfare system or with the assistance of a private agency or attorney, with the exception of step-parent adoptions. The child must be under the age of 18 or physically or mentally incapable of caring for him or herself.
Modified adjusted gross income: For the 2010 tax year, families whose modified adjusted gross income is below $182,520 may be eligible to claim the full credit of $13,170 per child. Families with a modified adjusted gross income between $182,520 and $222,250 may still be eligible to claim a partial Federal Adoption Tax Credit. 
Qualified adoption expenses: Families must be able to document qualified adoption expenses in order to claim the Federal Adoption Tax Credit. Qualified adoption expenses include the following: 

· Reasonable and necessary adoption fees

· Court costs

· Attorney fees

· Traveling expenses (including amounts spent for meals and lodging while away from home)

· Other expenses directly related to and for which the principal purpose is the legal adoption of an eligible child

Families who adopted a child identified as a child with special needs qualify for the maximum amount of the Federal Adoption Tax Credit, even if they do not have qualified adoption expenses and did not pay anything for the adoption. In general, to qualify as a child with special needs, your child must have been adopted from a state child welfare system that has provided you with a written adoption assistance agreement, or adoption subsidy agreement. 

Expenses that you were reimbursed for from other sources cannot be included in your Federal Adoption Tax Credit claim; however some expenses that some employers cover through adoption assistance programs can be excluded from a family’s gross income.
In order to document your qualified adoption expenses, you must have documentation of your qualified adoption expenses on hand in the event of an audit and must submit the following documents along with your tax return:

	
	Domestic Adoption 
	Special Needs Adoption
	Intercountry Adoption (finalized in U.S.)
	Intercountry Adoption (finalized in a country governed by the Hague Convention)
	Intercountry Adoption (finalized in a country not governed by the Hague Convention)

	Court decree of finalization
	X
	X
	X
	
	

	Adoption Assistance Agreement (or Adoption Subsidy Agreement)
	
	X
	
	
	

	· A Hague Adoption Certificate (Immigrating Child),
· An IH-3 visa OR
· A foreign adoption decree, translated into English
	
	
	
	X
	

	· A foreign adoption decree, translated into English OR
· An IR-2 or IR-3 visa
	
	
	
	
	X


When you can take the credit depends to some degree on your type of adoption. Families who adopt domestically can claim a partial amount of the credit for qualified adoption expenses incurred prior to finalization in the year after they incur those expenses. Once they finalize their adoption, they can claim the remainder of the credit for which they are eligible for the tax year in which finalization took place. Intercountry adoptive families can claim the credit for the tax year in which they finalized their adoption; they are not able to claim any portion of the credit prior to finalization. 
In past years, the Federal Adoption Tax Credit was not refundable, but families could roll over any unused credit for which they were eligible for up to five years. For the 2010 and 2011 tax years, however, families are able to have the full amount of the credit for which they are eligible applied to their tax liability, with any remainder refunded to them.  Also, families who adopted between tax years 2005 and 2009 and had unused portions of the credit that they rolled over to subsequent years can now move any remainder into the 2010 tax year and have it refunded to them. Currently, it is expected that after the 2011 tax year, the credit will no longer be refundable and a family’s ability to claim the credit will revert back to being limited by the family’s tax liability.
Even if you have not previously claimed the Federal Adoption Tax Credit for a year in which you were eligible (going back to 2002), you may be able to amend your previous tax returns in order to claim at least a portion of the credit for which you were eligible. Details on how to do this are available from NACAC, along with more information about eligibility for the credit, how to file, when to file, and qualified adoption expenses. 
Finally, in partnership with NACAC, H&R Block is offering adoptive families a free Second Look Review, involving an H&R Block professional reviewing your previous years’ tax returns to see if there were any credits or deductions you missed and may still qualify for. They are also offering special pricing on amended returns and a $20 discount on 2010 tax return preparation. For more information on this special offer for adoptive families, contact NACAC.
For more information on the Federal Adoption Tax Credit:

“Claiming the Federal Adoption Tax Credit for Special Needs Adoptions” (NACAC)

http://www.nacac.org/postadopt/taxcredit.html 

“Federal Adoption Tax Credit for Special Needs Adoption” (NACAC)

http://www.nacac.org/taxcredit/taxcredit.html 

“Tax Issues Related to Adoption Assistance and Adoption” (NACAC)

http://www.nacac.org/adoptionsubsidy/factsheets/taxes.html 
“Topic 607: Adoption Tax Credit” (IRS)

http://www.irs.gov/taxtopics/tc607.html 

Contact Josh Kroll at NACAC:
Phone: 651-644-3036

Email: joshk@nacac.org
Web: http://www.nacac.org 

* This article is informational only and is not intended to be tax advice. We recommend that you consult with a financial advisor or accountant who is familiar with the Federal Adoption Tax Credit. 
