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V///@ Topics

* Introduce how the American Rescue Plan Act (ARPA) of 2021
affects returns claiming refundable credits

+ Explore how ARPA rules impact your clients’ eligibility for the
earned income tax credit (EITC) and enhanced child tax credit
(CTC)

* Review due diligence requirements for the EITC, CTC, AOTC
and head of household filing status and discuss how ARPA
impacts the requirements

« Explain how to avoid common errors related to due diligence and
claiming the applicable tax benefits

» Share IRS’ online resources for paid preparers




V///%g Due Diligence Tax Benefits

Earned Child Tax American Head of

Inme Tax Credit (CTC) Opportunit Househol
Crcoedit Additional y Tax Credit d Filing
Child Tax Status
Credit (ACTC)
(EITC) Credit for Other (AOTC) (HOH)
Dependents
(obc)

W%@ Tax Return Preparer Toolkit

EITC.IRS.gov or IRS.gov/toolkit
* In IRS.gov, search: “toolkit”

+ In commercial search engines, enter:
- Tax preparer toolkit or Tax toolkit or Preparer toolkit




W///ﬁg Due Diligence Requirements Review

As a paid tax return preparer, you must:

Complete and Compute the

5 : ‘ Ask all the Keep records
subrggﬁl;orm c;?ldt'l:satf’::;d Iright questions for three years

W Ii% Due Diligence Requirements Review (cont.)

Compute ‘
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and submit the credits

right records for
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m Earned Income Tax Credit — Basic Rules
IRS

Must have Eamed income and Must be a U.S.

Sarmed NBome AGI must be below citizen or resident

applicable limits all year

For 2021 only, can If married, must file joint _ Investment | ¥ New,
use 2019 eamed return unless *treated income must not beginning in
income, if higher as* or considered be greater than tax year 2021

g unmarried *$10,000* Y

Form 2555, Must have valid SSN qualifying child of

Must not file Client cannot be EITC
another taxpayer

Foreign Earmed
Income

m EITC — New Rule for Separated Spouse

IRS
s
W .
ve,é\“:\;@a‘ Client who is separated spouse Joint Return
\“@101\ = bfequla_}%dpausr::sr::med Does not file joint

return

Separation from Spouse

Client does not have same principal
place of abode as their spouse for
last 6 months of tax year

or Client resides

: with their
Has a decree, instrument or agreement qualifying child

with their spouse and is not a member for more than
of same household by end of tax year | half the year

Residency
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W f% Childless EITC - Basic Rules

Age must
be within
applicable |
limits / Cannot be
dependent

of another Must live in
person i U.S. for
more than
GELRGE
year
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m Childless EITC — Only for 2021 Returns
W IRS ?

. - Credit

Age Limits | r/ Amount
Modified \ More Than
Doubles

Earned Higher
Income ' Income for

Limit | Credit
Increases 4 Phase-out
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W f% Childless EITC Only for 2021 Returns — Age

18 :
Qualified Homeless Youth Maximum
Qualified Former Foster Age

Youth

None

Minimum |SS l )
(was under 65)

Age (was 25)

24
Specified Students
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W f% EITC with a Qualifying Child — Basic Rules

Child must have ?ergemger
valid SSN ie-breaker

Child meets o
relationship,
age, Child cannot be

residency and used by more
joint return " than one

tests person to claim
- EITC
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W i EITC - Qualifying Child

Relationship

Son, daughter, adopted
child, stepchild, foster child
or a descendant of any

Sibling or their
descendants,
including by marriage

Joint Return

Did not file a joint return
(or files jointly only to claim a
refund and neither child nor
the child's spouse required
to file)

Age

Younger than client (or client’s
spouse if joint return), and

Under age 19 at end of year, or
full-time student under age 24

Can be older than client and
any age if permanently and
totally disabled

Residency

Lived with client (or client’s
spouse if joint return) for more
than half the year in the U.S.

extensions

If issued to get federally funded benefit, SSN is not valid for EITC

+ SSN must be issued on or before due date of return, including

Generally, your client can be eligible for childless EITC if none of
their children meet ‘valid SSN'’ requirement.

16
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f@ EITC Due Diligence

Earned income Qﬂﬂ!ﬂﬂﬂ&h‘ﬂa
Relatlonshlp

AGI
Valid SSN
Filing status
Form 2555
Investment income

Residency
Joint return
Valid SSN
Tie-breaker rules

Common Errors:

Client not a qualifying child
Child doesn’t meet relationship or

Lived in U.S. more than half of year residency tests
U.S. citizen or resident all year Income and expenses — over or under-
Childless — Client not a dependent reporting, especially on Schedule C
Childless - Age limits (modified for 2021) Filing status incorrect
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EITC - Preparer Toolkit Resources
IRS EITC.IRS.gov

§MIRS | Earned Income Tax Credit & Other Refundable Credits

EITC Central

‘ Hot Topics for Return Preparers Tools and Tips
Preparer Due Diligence Handling Processing Errors
- Due Diligence Training Module Handling the Most Common Due

Niligence Situations

landling the Most Common Errors

Form 886-H-EIC Toolkit
Form 886 Can Assist You
Tools and Tips
Publications 4687
Child Related Tax Benefit
Comparison Form 8867
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W % Child Tax Credit — Basic Rules for Qualifying Child

Isa U.S.
Has the citizen,

Is claimed For 2021

asa . only, is age
dependent 17 or under

required national or
SSN resident
alien
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W % Child Tax Credit — Qualifying Child

Relationship

Son, daughter, adopted,
step or eligible foster child
or descendant of any

ISibling or their descendant

Age Residency

For 2021 only, is age Lived with client more
17 or younger than half the year

Joint Return Support

Did not file joint return Did not provide over
half of own support
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CTC - Taxpayer Identification Numbers

Casl. SOy lﬂ-..]

ITIN
ATIN

Client's taxpayer ID number, and spouse’s if filing jointly, must
be issued on or before due date of return, including extensions

Child’s SSN must be issued before due date of return, including

extensions
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W % Child Tax Credit — Only for 2021 Returns

$3,000 per child
-0r —
$3,600 per child
under age 6

(was $2,000)

refundable if
lived in U.S. for
more than half
the year

( Full CTC is

Increased credit amount
in excess of $2,000 per
child phases out when

MAGI exceeds:

$150,000 Married Joint or

Qualifying Widow(er) |
Head of Household  /

Married Separate
or Single

Remaining
credit of $2,000
per child is not
reduced until
MAGI exceeds:
$400,000 Mamed Joint

$200,000 Other Filers g
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@ Child Tax Credit Example — Tax Year 2021

Wages /| MAGI | $40,00 $220,000
(]
00 $6,600 $6,600
» HOH
- Two Increased Credit | $2 600 $2,600
dependent FSRGEEINCI)
children,
ages 10
and 3 MAGI Phase-Out $125,000 - $112,500 =
of $12,500
+ All have Increased Credit rounded up to $13,0
valid SSN
o 7Sl Reduction $650
* HelnUuE MAGI Phase-Out $220,000 - $200,000 = $20,000
of % 5%
Remaining Credit Second reduction $1,000
Refundable CTC
23
23

@ Advance CTC Payment for 2021 Returns

Perim
payments of : Between July
if the - tion electronic funds ezl

. transfer when
estimated possible 2021

Information Modified total
from taxpayer may may change

change total advance future payment
amount amount

IRS s y Notioe$

for child if IRS knows written notice by total advance

child died before January 31, payments
2021 202 made
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m Advance CTC Payment — Reconciliation
W IRS .

R

On 2021 : Tax is
return, increased by
reconcile advances in
advance excess of
payments to allowable
allowable CTC

Failure to
reduce CTC
or increase

tax for
excess
advance
treated as
math error

25
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¥V Advance CTC Reconciliation -
IRS Repayment Limitation

Full repayment protection if
main home in U.S. and
MAGI does not exceed:

Repayment
protection decreases
to $0 as MAGI

$60,000 Married Joint or
Qualifying Widow(er)

$50,000 Head of Household

$40,000 Married Separate or
Single

reaches double the
threshold amount

-
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W %@ CTC/ACTC Due Diligence

Support Relationship

Required SSN Age*

U.S. citizen, national or
residentalien i

Residency
.4 Joint return
|1 s
4

Claimed as a dependent

Fully refundable — Lived in U.S.
more than half year*

Reconcile advance CTC*

Common Errors

Child doesn’t meet relationship
or residency tests

* Temporary rule enhancement for 2021 returns
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w Credit for Other Dependents —
RS Basic Rules for Qualifying Person
Tl by Cannot be used IsaUS.
denendent to claim the citizen, national
- or resident alien
Examples:

+ CTC child (for 2021) over age 17

support

+ CTC child with an SSN not valid for employment or an ITIN or ATIN

» Relative who depends on your client for more than half their financial

« A person not related to your client but lives with client for entire year

28
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W f% Credit for Other Dependents — Qualifying Person

CTC child who doesn’t have required SSN or,

. . Gross
Relationship Income
Son, daughter, adopted,
step or eligible foster child U ndL‘_r
or descendant of any exemption
Sibling, half sibling or amount
descendant of any
Parent, their direct ancestor
or sibling, step-parent
—OR -

Member of household
all year

Citizenship

U.S. citizen,
national or
resident alien

, 1s over age 17

Support
Client
provides over
half of
financial
support

Joint Return

Cannot file
joint return
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m ODC - Taxpayer Ildentification Numbers
W IRS i

Al SEC ¥
peie - ----..' Mg,

ID numbers for client, their spouse if filing jointly and
dependent must be issued on or before due date of return,
including extensions

30
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W @ ODC Due Diligence
Relationship

Support Joint return

Taxpayer ID number Qualifying child — Residency
and age

Qualifying relative — Gross
income

Common Errors:

Dependent doesn’t meet
U.S. citizen, national or citizenship or relationship
resident alien tests

Claimed as a dependent Qualifying child doesn’t meet
residency test
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w CTC and ODC - Preparer Toolkit Resources
IRS EITC.IRS.gov

§WIRS | Earned Income Tax Credit & Other Refundable Credits

EITCCentral  Tax Preparer Toolkit Partner Toolki Other Refundable Credits

Hot Topics for Return Preparers
For Advance CTC resources, enter:

“advance CTC" in IRS.gov or
commercial search engine

Preparer Due Diligence

Due Diligence Training Module

or
i URL.: irs.gov/credits-
Tools and Tips deductions/advance-child-tax-
q T —— credit-payments-in-2021
Comparison
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f@ AOTC Due Diligence

Client, spouse or dependent

First 4 years of postsecondary
school
Taxpayer ID number by return due
No more than 4 tax years per date, including extensions

student

Form 1098-T No Form 1098-T

Student enrolled at least half time Expenses don't qualify or aren’t
considered paid by client

pursuing recognized credential
No felony drug conviction Credit claimed for student for more
than 4 tax years
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AOTC - Preparer Toolkit Resources

IRS EITC.IRS.gov

@A IRS | Ear ome Tax Credit &

What You Need to Know about AOTC and LLC

Thve Arewrracian Opportarety Tas Crvet (ATC) and he Libetime Learng Crrdt
L pape s e Las sty doftar hor doflas for gualiberd

Resources - Tax Credits for

Mot Topics for Refundable
oy
Crodin peasc, Therss crodita cam hetp offaet the cout of higher Education
Tam Farums  Fit the Latest news for
- - ubundable cradits o 0 L
ADTC and LLC
et atiom Creiits Prosti ty

Fublications

« Publicaton ¥19
Benetas lor Feucaton

Ao Commen ADTC Errars
AOTC ey Mesaages
| Tae

Compars Educstion Cradits
Enaw the Questens to Aik
about Aefundsble Credity

+ Form 10981 (7] Tuiten
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m Head of Household Due Diligence
W IRS 4

Client unmarried or
considered unmarried
at end of year

Client lived in home with a
qualifying person for
more than half the year
—Oor —

Supported separate home for
dependent parent

Client paid over half
the cost of
keeping up a home

Common Errors:

Client didn’t pay more than half the
home upkeep cost
Client didn’t live with a qualifying
person more than half the year

Filing status should be
married separate
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W f% Child and Dependent Care Credit for 2021 Returns

Maximum eligible
expenses for one
qualifying
individual $8,000
(was $3,000)

Maximum
eligible expenses
for two or more
qualifying
individuals
$16,000

(was $6,000)

>~ Credit amount is
refundable if taxpayer’s
principal abode for more
than half the tax year is in
the U.S.
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W % Premium Tax Credit (PTC) for 2021 Returns

Taxpayer’s

household Generally,
income may increased
exceed 400% credit

of the federal amounts
poverty line
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W % PTC for 2021 — Unemployment Compensation

Your client who receives or is approved to receive unemployment compensation:

With household
Is treated as income of no more Other FTC

an applicable  / than 133% of requirements
taxpayer | federal poverty . still apply,
for PTC | line including:
eligibility (except for If married, must file a

determining joint return
affordability of (unless rules for
employer- victims of domestic
sponsored violence or
insurance) abandonment apply)
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Use the return preparer toolkit
as a due diligence resource

Know the rules for tax benefits
subject to due diligence

Review your procedures to
ensure you comply with the
four requirements
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W f% Key Points (continued)

Separated spouse can be treated
as unmarried (new)

Can use 2019 earned income, if
higher (for tax year 2021 only)

Childless EITC age rule modified
(for tax year 2021 only)

40
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W f% Key Points (cont.)

For 2021 only:
Child can be age 17 or younger

Enhanced credit amounts: $3,000 or
$3,600 under age 6

Full credit refundable if lived in U.S.
more than half the year

Reconcile advance payments on 2021
return

Certain overpaid advances may be
protected from repayment
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