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MAKING SENSEOFTHE ()
CHILD TAXCREDIT ~
CHANGESFORTHOSE
WESERVE

July9,2021,10a.m. to11:30a.m.

MaryAnnDavid JustinSchwegel
LegalServicesofGreaterMiami,Inc. GulfCoastLegalServices,Inc.

Incollaborationwiththe Florida ProsperityPartnership




Agenda

A Introductions

A GoverningLaw

A GuideforDivorcedor SeparatedParents

A AdvancePaymentsand Clawback Provisions

A OutlookforFuture AdvanceChild TaxCredit




Introducingthe SpeakersandtheLITC

Program

A Mary Ann David is a Senior Attorney at A Justin Schwegel is the LITC director at

Legal Services of Greater Miami, lishe

has been the director of its Low Income
Taxpayer Clinic for the past 12 yeakss.

David has been a regular presenter at the
IRS Tax Forums and at the LITC Conferences
and has ceauthored chapters in Effectively
Representing Your Client Before the IRS.

Gulfcoast_egal Services, Inc. He is an
attorney and has LLMs in international
economic law (Sciences Po) and agricultural
and food law (Arkansas). He has published
on tax implications of the CARES Act in
Procedurally Taxing and the CUNY Law
Review.



2020CTC
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A TheTCJAincreasedthe CTCfrom$1,000t0$2,000(upto$1,400
refundable).

A Refundable Creditforqualifyingchildrenwasbasedontheformula(MAGI
minus$2,500)x0.15upto$1,400.




2020CTC, continued

A OnlytaxpayerswithMAGIlover$2,500received ACTC

A Amarriedfamilywith3childrenwouldneed MAGI ofatleast$30,500
toclaimtheentire$4,200ACTC.

A Thesamefamilywouldneedto makeatleast$53,293totakethefull
$6,000 CTC benefit.

A Phaseoutprovisions
A $400,000forMFJ
A $200,000forothers




AmericanRescue Plan

A ChangestotheCTCfor2021  Only

A Increasedagelimittounder18asof12/31/2021

A Increasedtheamountto$3,000($3,600ifunderage6)

A Removedearnedincomerequirement(bringingalmost6 millionchildreninto
thetaxsystem)

A Fullyrefundable

A 50%payableinadvance,startinginJuly2021 (optionto Opt Out),payable
toaccountona2020taxreturn,2019taxreturnorinformationfromSSA, VA,
etc. orbypapercheck,calculatedusingmostrecentprocessedreturn,
recalculatedifmorerecentreturnisreceived/processed
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2021 CTCElgibilityRequirements
A QualifyingChild
A MainhomeintheU.S. foratleastone -halfof2021

A Income(MAGI)lessthan$75,000/$112,500/$150,000(phase
$200,000/$400,000)

A FiledataxreturnorotherwiseprovidedinformationtothelRS

-outsto




FIGURE 1

American Rescue Plan Act Expands 2021 Child Tax Credit
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Source: Urban-Brookings Tax Policy Center calculations.

Note: CTC = Child Tax Credit. Proposal makes credit fully refundable; prior law limited the refundable portion to $1,400.
lllustration assumes all income comes from earnings, taxpayer is head of household, and child meets all tests to be a CTC-
qualifying dependent. Credit for married couples begins first phase out at $150,000 of income until credit reaches pre-2021
level; begins second phase out at $400,000 of income. Under prior law, credit for other dependents applied to dependents
ages 17 and up.
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Qualifying Child

A Age

A Relationship

A Residency

A ValidSocial SecurityNumber*

A Dependent(notnecessarilyofthetaxpayer)

*Parent/TPwithITIN




Qualifyingrelativeforotherdependentcredit

A Relationshiptest

A Incometest(personmustmakelessthan$4,300in2020)
A Supporttest(TP mustprovide>50% ofsupport)

A NotaqualifyingchildofanotherTPtest

A ValidSocial SecurityNumbernotrequired.
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meettheresidencytest

A ChildofaFriend/Girlfriend/BoyfriendorFiancewhohasnofiling
requirement,wherethischildliveswiththetaxpayer

A Afullyrefundable$3,000CTCgivesformer nonfilers anincentivetofiletoclaim

the CTCinstead ofallowinganothertaxpayertoclaimthe $500 otherdependent
credit.

A Beonthelookoutforthissituation. ltcouldmeana$2,500 -$3,100differencefor
families.



ActionTable

A Requiredtofilebuthavenotfiled
20190r2020

A Notrequiredtofileandhavenot
usedtheNon -Filertooltoclaimthe
EconomiclimpactPayments(will
alsoreleaseanymissingEIP)

A Informationprovidedbutneedto
makechangestoaddress,bank
accountinformation, children,
maritalstatus ORtooptoutof
monthlypayments

A File2020ASAP*

A UsethelRSChildTaxCreditNon -
FilerSignUpTool*

A UsethelRSChild TaxCreditUpdate
Portal

* Weekendfreetaxpreparation/CTCsignup
daysinMiami!
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CTCNon-FilerSign-UpTool*: Requirements
A Fullname

A Currentmailingaddress

A Emailaddress

A Dateofbirth

A ValidSS#(orotherTPID#)forTPandDependents

A Bankaccountnumber,typeandroutingnumber,ifapplicable

A IPPIN,ifyoureceivedone

* Checkback, LITCsmaybeabletoassistif TPdoesnothave acomputer/electronicaccess,also

CTCNavigators, CBPPtraining nextweek




CTCUpdatePortal*

A VerifyenrollmentforadvanceCTC

A Opt outofadvancepayments, aboutl15days advancenotice (useCTCtooffset
tLjJII)\(IIIIEaI\tI)IIRLIgE re -enroll afterlate September2021, EACHSPOUSEMUST

A Updatebankaccountinformation
A Checkthestatusofpayments (future option)

A Updateaddress(early August),dependents, marital status,income (late
summer)

A Spanish (future option)
A Smartphoneaccessible

* lYonnlneedanexstlngIRS usernameoriD.meaccountoryouwillhavetocontactthe IRS by
telephone
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IRS Noticesto Taxpayers

A Outreachlettersenttoeveryfamilywhoappearedtoqualifyfortheadvance
payments

A CustomizedletterstoeligiblefamilieswhofiledreturnsorusedtheNon -Filer
portalforEIP,confirmingeligibility,amountofthe paymentsandpayments
beginJuly 15,2021 (Letter6417)*

A InJanuary2022,thelRSwillsendLetter6419 providingthetotalamountof
advanceCTCpaymentstoTPsduring2021

* Nocurrentabilitytodispute negative determinations orexpedite pendingdeterminations
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Advance CTCand Treasury Offset Program

A 26USC6204istheT.O.P. Itallowsthe Secretaryof Treasurytousetax
overpaymentstooffsetcertaindebts,suchasdeficienciesforothertax
years,debtsowedtootherfederalagencies,childsupportarrears, etc.

A Advance CTC ® Anypaymentmadetoanyindividualunderthissectionshall
notbesubjecttoreductionoroffset
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CTCHypos.

A Motherand Daughter(7 . Y.0. )havenocontactW|th Fatherandhvewﬂh

A Howisthe CTCpaidout? Whowillgetadvance CTCifitexistsnextyear?

A1t "7 ‘ -ptudenit20yearold Sonishitandpermanentlydisabledbya
drunkdriver. FathertakesSonbackintohishometotakecareofhim.

A HowmuchistheCTC?
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A Howshouldtheyfile?
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GuideforDivorced
or Separated
Parents




SpecialRulesforDivorcedParents,*IRC152(e)

A UnlikeEICrules,anoncustodialparentcanclaimdependencyexemptionfor
qualifyingchild

A Custodialparentmustsignareleaseofthe QC,IRSForm8332
A Noncustodialparentmustattachthe Form8332tohis/hertaxreturn**
* Divorced,separatedorliveapartlastsixmonthsoftheyear

** FilingaForm8332 (orequivalentwrittendeclaration) afterthe taxreturnwillnotdisqualify the

noncustodial parentfromclaimingthe child provideditisobtainedbeforethethreeyear
assessmentstatute expires




CommonScenarios

A Scenariol;

Divorcedparentsalternate claimingchildrenforpurposesofthe Child Tax
Credit Y theparent(ParentA)whoclaimedthechildrenonher2020taxreturn
willautomaticallybeenrolledintheadvance CTCpayments.

ParentAwillneedtounenrollinthe CTCUpdate Portalbecausesheisnot
entitledtotheCTConher2021taxreturn. ParentBwillthenneedtoregister
ontheCTCSign -UpTool.

IfParentAdoesnotunenroll, ParentBwillnotbeabletoregister. No
mechanisminlawtoresolve competingclaimsduring2021. ParentBwillhave
toclaimtheCTConhis2021taxreturn. ParentAwillhaveaCTC
overpaymenttobediscussed later.
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CommonScenarios

A Scenario2;

IntheirMarital SettlementAgreement, CTCgoestothe parentwiththechild
supportobligation(ParentA),eventhoughthechildrenresidewithParentBfor
morethansixmonthsduring2020. ParentAwho,accordinglywillhave

claimedthechildrenonhis2020taxreturn,willautomaticallybeenrolledand
receivetheadvance CTCpayments.

ParentAwillclaimtheremaining CTConhis2021taxreturn.

ParentBwillnotbeentitledtoorreceiveanyCTC.




RelationtoEIP

A EIP1land2werepaidoutona2019taxreturn,or2018ifno2019
A EIP3waspaidoutona2020taxreturn,or2019ifno2020

A Forparentsthatalternatethedependencyexemption, EIPthatwaspaidout
toParentAonapriortaxreturn(say2019)butclaimedbyParentBona
currenttaxreturn(say2020),ParentAdidnothavetoreturnEIPonthe
currenttaxreturn(2020)andParentBwasabletoclaimtheRRConthe
currenttaxreturn(2020) A duplicatepayments

A Advance CTCwilloperatesimilarly: ACTCwillgotoparentclaimingchildren
on2020,sayParentC. IfParentDclaimschildrenon2021andshedidnot

receive ACTC,shewillclaimtheentire CTCon2021 A one-halfduplicate
payments
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Advance Payment s
and Clawback
Provisions




Advance CTC The Safe Harbor RIRevised IRC Sec.
24(1)(2)

A Protects recipients of Advance CTC from repaying overpayments of Advan@ed@ii Error
notice)

A Satk harbor is $2,000 multiplied by the excess number of qualifying chitdiem into account
when calculating the Advance CTC payment.
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$40,000 for single/MFS, $50,000 for HOH and $60,000 for MFJ by the ratio that income exceeds
the threshold amount.

A Formulaforsinglefilers:

ﬁ A $2,000(x) Y $2,000[(y - $40,000) + $40,000)]
= ﬁ A Wherex=numberofexcesschildrenandy=MAGI.
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Examplel

A Mother and Father live together, are unmarried and have an infant Child born in 2020. Father
makes $30,000. Mother makes $52,000, filed HOH and cla@niaion 2020 tax filings.

A Mother receives $1,800 in advance CTC payments and $1,400 EIP in 2021. In 2021 Mother file:

as single. Father files as HOH and claims the child noting that he received no ACTC and no advar
payment of EIP (and so claims RRC on 2021 taxes).




Examplel

~ \\ o ~ ~ hd

N} A2 (02 6KAOK Y2uKSNJQa )\)/OZYS SEOSSRa
$2,000 =$600.$2,0000cnn [ PmInnand® az2zdKSNXQa al FS
received $1,800. Consequently mother has to repay $400. There is no provision

reducing the ACTC to the father who claimed the child in 2021 so he receives $3,600.



Examplel

A EIP: eligibility criteria for advance payment of EIP are based on prior tax submissions. The
relevant language of the Recovery Rebate Credit provisions for the $1,400 payment are the same
as those for the payments issued in 2020.

A The IRS has already provided the guidance below:

[If] for example, you received $500 for your child whom you claimed on your 2018 or 2019 tax
NBgdzNy¢ L 2 dz R2 y2u OflAY (UKS OKAfR 2y e2dzNJ +
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for the same child on his or her 2020 tax return.

A Consequently, Mother need not return the $1,400 advance payment of the RRC. Father can
claim the $1,400 as a RRC on 2021 tax filings because he did not receive advance payment. Motf
and father collectively have received $2,800 for RRC and $5,000 in Child Tax Credit.



Examplel

A Byswitchingwhoclaimsthechild, Motherand Fathergaina$1,400stimulus
payment,$1,400inadvance CTCprotectedbythesafeharbor,and$1,875in
earnedincomecredit. Theyloseroughly$100because$5,000more oftheir
combinedincomeistaxedat12%r ratherthan10%.

A Thisnetsthefamily$4,575.
A Whataboutwithholding?




Example2

A Father and Stepmother have a combined AGI of $75,000 and they file taxes married filing jointly
They claim 14 year old child 16 year old child in 2020. They receive $3,000 in advance payment o
CTC in 2021 and $2,800 in advance payment of the Recovery Rebate Credit for the children.

A Per a shared custody arrangement under which Mother and Father alternate years claiming
their children, Mother and Stepfather claim both children on 2021 taxes and get $6,000 in CTC plu
$2,800 in Recovery Rebate Credit.



Example2

A Father and Stepmother have a ACTC safe harbor of $2,000 per child ($4,000) which is reduced
their income exceeds the threshold amount of $60,000 for married filing jointly. The safe harbor
amount is reduced by the ratio that their combined income exceeds $60,000 divided by $60,000.

A Here their income exceeds $60,000 by $15,000. $15,000/$60,000 = 0.25. $4,000 times 0.25 =
$1,000. $4,000 minus $1,000 = a safe harbor amount of $3,000. Father and Stepmother have a
safe harbor amount of $3,000 and they received $3,000 in advance payments. Consequently they
need not repay the ACTC.

A As noted above, they also need not repay the $2,800 in economic impact payments.
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A SingleMother(SM)made$107,500in2020,filesas
HOHandclaimsher8yearoldchild. Shereceives
$1,500inACTCin2021.

A SMreceiveda$5,000raiseatworkandInOctoberof
2021,shewon$20,0000nascratch -offlotteryticket
herbrotherboughtherforherbirthday,whichdrives
hermodified AGlupto$132,500.
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$1,000herMAGIlexceedsthe$112,500threshold
amountforaheadofhouseholdfiler,or$1,000inthis
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$1,000andis$2,000. Examp|63
A SMonlyreceived$1,500inACTCandconsequently
claimsanadditional$500o0nher2021taxes.



