WHAT’S NEW FOR 20217

It's been a big year for tax
changes, mostly due to the
American Rescue Plan Act
(ARPA).

Did you get the 3rd Economic

Impact a)iment?

The EIP (a.k.a. “stimulus”) is
not taxable income, but you
still need to remember how
much you got. That's because
if your stimulus was too small
you can claim the balance as a
2021 tax credit. However,
don’t worry about having to
pay-back the stimulus. The IRS
says you can keep it even if you
don’t qualify based on 2021
income.

Did you get advance payments

of t|1_!|e CEI@ Tax Eredlt Et_'..[l cY?

In short, ARPA enhanced the

CTC by:

¢ Increasing the CTC for low/
middle income taxpayers.

* Expanding eligibility to chil-
dren age 17 (previously the
CTC was for ages 0-16).

+ Allowing taxpayers to receive
50% of their CTC in advance
monthly payments.

» Low income taxpayers can
claim the CTC regardless of
income level or tax liability
(a.k.a. “fully refundable”).

The CTC is not taxable income,
but you still need to remember
how much you got. In January
2022 the IRS will send letters
(Letter 6419) to the millions of
taxpayers that received ad-
vance CTC payments. Save this
letter. It reports the total re-
ceived and you will need that
for your 2021 tax return.

Most taxpayers will not have to
pay-back the CTC on their 2021
tax return. This is especially
true for folks whose 2021 situa-
tion (income, filing status, de-
endents, etc.) is similar to
020. Those whose situation
changed (significantly in-
creased income, fewer depend-
ents, etc.) might have to pay-
back some (or all) of the ad-
vance payments. Tax?aefers
with 2021 income (AGI) [ess
than $40,000/550,000/$60,000
$singleiHH/MFJ) are exempted
rom paying-back the advance
regardless of situation changes.

Did you have kids in daycare?
ARPA also made bold enhance-
ments to the Child and Depend-
ent Care Credit (CDCC). In
short, ARPA:

* Increased the maximum
amount of qualifgin% daycare
eggenses from $3000 to
$8000 per child under 13
years of age (maximum of 2
qualifying children).

* Increased the percentage of
qualifying expenses that count
for the creditogf your AGI is
under $183,000).

e Decreased the percentage of
gualifying expenses that count
for the credit (if your AGI is
over $400,000).

® Increased the maximum
amount that you can contrib-
ute to pre-tax dependent care
flexible spending accounts
from $5000 up to $10,500.

* Allows low income taxpayers
to claim the CDCC regardless
of income level or tax liability
(a.k.a. “fully refundable”).

Combined together, the in-
creased expense limit and credit
percentage makes a BIG differ-
ence for low/middle income
taxpayers with kids in daycare.
For example, the credit jumps
from $1200 to $8000 if you
make less than $125,000 with
two qualifying kids in daycare at
a combined cost of over $16,000
(with no pre-tax daycare flex
spending contributions).

Did you buy Affordable Care
Act (ACA) health insurance?
The Premium Tax Credit (PTC),
a type of health insurance subsi-
dy, was also enhanced for tax
year 2021. The amount of the
credit was increased and tax-
payers that make greater than
400% of the federal poverty lev-
el can now claim the PTC. As
always, those that purchased
ACA insurance will receive form
1095-A (you will need this form
for your taxes).

The enhanced PTC is also availa-
ble for 2022. Open enrollment
for 2022 plans begins Nov. 1st,
2021. Visit www.healthcare.gov
to get started (you may be redi-
rected to your state’s website if
they manage their ACA market-
place).

Are you age 72 or older?

on't forget to take your Re-
med Minimum Distributions
(RMDs) from retirement ac-
counts. The IRS let taxpayers
skip RMDs for 2020. However,
RMDs are back for 2021.

Did you give to charity?

ven if you don’t itemize you
can deduct up to $300 (5600 for
married filing jointly) in charita-
ble contributions. This rule
applies to monetary contribu-
tions only (not goods).

Did you receive unemployment
compensation?

Unemployment compensation is
taxable income for 2021. The

ability to exclude up to $10,200
of unemployment compensation

from taxable income was for
tax year 2020 only.

Were you gursuing a graduate
egree in 1
Un% ly, th

ortunately, the Tuition and
Fees deduction was eliminat-
ed. However, the Lifetime
Learning Credit still exists and
more middle-income taxpayers
can qualify due to increased
income phase-out thresholds.
Now you can make up to
$90,000/5180,000 (single/MFJ)
and claim the credit. Previous-
ly, it phased out completely
once modified AG| exceeded
$69,000/$138,000 (Single/
MFJ). The amount of the cred-
it did not change. It remains
20% of out-of-pocket tuition
paid (max tuition $10,000).

Did you have student loan
debt forgiven in 20217

ood news! Student loans for-
given in 2021 are no longer
taxable income. This provision
will expire on 12/31/25. Stu-
dent loans forgiven after that
will go back to being taxable.

Did you have grincigal resi-
e;n:e mortgage debt forgiv-

en?

The amount of forgiven mort-
age debt that can be excluded
rom taxable income went

down from $2,000,000 to

$750,000. You can still ex-
clude the higher amount if you
entered into a written agree-

E%ez%t to forgive the debt during

Are you a business owner?
Business meals from restau-
rants are 100% deductible for
2021 and 2022. They go back
to 50% deductible in 2023.

More taxpavyers will get the
Earned Income Tax greait
ARPA reduced the age where
‘childless’ taxpayers can claim
the EITC (from age 25 down to
19). ARPA also eliminated the
uFlper age limit for ‘childless’
EITC claimants.

ARPA also allows some leﬁally
married taxpayers that file
separately to claim the EITC.
This is allowed only in the case
where the married couple lives
apart for the last half of the
ear and the qualifying child
ives with the taxpayer claim-
ing the EITC for greater than
half the year.

Lastly, ARPA increases the in-
vestment income threshold for
the EITC to $10,000. Previous-
ly, if your investment income
was greater than $3650 you
could not claim the EITC.
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2021 was a year of
bold tax changes,
especially for
low/middle in-
come taxpayers
with dependent
children.

All of the follow-
ing were en-
hanced for 2021:

e Child Tax Credit

e Child and De-
pendent Care
Credit

e Earned Income
Tax Credit

e Premium Tax
Credit

These are only the
highlights of the
new laws affect-
ing tax year 2021.
Ask for help to
determine how
these (and other
tax rules) apply to
your specific situ-
ation.
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