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Caution
• We have a lot of new legislation. IRS has not issued binding guidance
on many items
• Be sure to remain alert for updates
• Be sure to do your due diligence on whatever you read or hear. With
the newness of the laws and the constant changes, errors or
misunderstandings can happen, and we are still waiting for IRS
interpretation of many provisions
• Remember to hedge with clients. There may be false or misleading
information in the media. Be honest and tell them WHAT WE KNOW
NOW and that there may be changes
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Unemployment Changes
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Unemployment Exemption for 2020 ONLY
• Unemployment exemption of $10,200 per person for 2020 tax returns
only. Not extended at this time.
• Phased out at $150K AGI, not counting unemployment. This threshold
was the same for all filing statuses, regardless of whether you're
married and file a joint tax return or not.
• IRS was supposed to fix returns filed prior to the law and software
change for both UC and APTC. Wait for the correction to see about
possible amendments.
• Refunds are being sent in batches, through the end of the summer.
2.8 million sent in June, and 5.5 million in July. Refunds are
continuing.
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Refunds
• Refunds will appear as tax refunds, IRS TREAS 310 (Note: 449 will
appear instead of 310 for refunds which have been offset for
delinquent debt) description field will show TAX REF.
• Letter CP21B will be sent explaining changes.
• https://www.irs.gov/newsroom/irs-issues-another-430000-refundsfor-adjustments-related-to-unemployment-compensation
• IRS Guidance on Joint Overpayments – clients in a non-community
property state can keep any overpayments (Q G10).
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Premium Tax Credit (PTC)
Changes
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Premium Tax Credit Change
• For 2020 ONLY, taxpayers did NOT have to repay excess Advance
Premium Tax Credit (APTC) payments. (Section 36B(f)(2)(B)(iii))
• For 2021 and 2022, new tables will be used to calculate the subsidy
(charts are in instructions to Form 8962) which will result in more
generous subsidies for lower income filers.
• In these tables, the 400% of poverty cap is lifted. Anyone with income
400% or higher will use 8.5% of income. Section 36B(b)(3)(A)(ii)(III)
• This may make Marketplace insurance more attractive for higher
earners.
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Premium Tax Credit Increase
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Premium Tax Credit/Unemployment 2021
• For individuals who receive unemployment benefits for any week in
2021, the applicable percentage is capped at 133% of the poverty
level.
• This means that the applicable percentage is ZERO, the amount the
taxpayer is required to pay for insurance is ZERO, and the PTC would
be equal to the second lowest cost Silver Insurance plan. § 36B(g)
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Examples
• A single 30-year-old making $30,000 can claim a credit of roughly $3,800
under ARPA, compared to $2,500 previously.
• A single 40-year-old making $40,000 who received unemployment benefits
at some point in 2021 will be able to claim a credit of roughly $5,400,
compared to $1,500 previously.
• A 64-year-old who projects an income of $51,000 — 400 percent of the
poverty line — receives a $8,368 premium tax credit. Under the cliff, if their
income was $500 over their projection, they would have to repay the
entire $8,368 credit. With the cliff eliminated, they only owe $47.
• A 60-year-old couple who project an income of $69,000 — 400 percent of
poverty — receive a $17,110 premium tax credit. Under the cliff, if their
income was $500 over their projection, they would have to repay the
entire $17,110 credit. With the cliff eliminated, they only owe $42.
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Economic Impact Payments (EIP)
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Economic Impact Payments (EIP)
• EIP 1 and 2 were reconciled on the 2020 Form 1040 as Recovery
Rebates. If errors were made in amount or someone did not receive
what they were entitled to, this must be dealt with on 2020 year tax
returns, or with IRS.
• IRS has detailed Questions and Answers for EACH Economic Impact
payment at https://www.irs.gov/coronavirus/economic-impactpayments
• There is also information on what to do if you did not receive EIP 1 or
2 and IRS rejects the payment on the 1040. Tracing will have to be
done on Form 3911. I strongly recommend getting transcript prior to
trace.
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EIP 3
• EIP 3 is an advance of a 2021 credit and will be reconciled on the
2021 tax return.
• Payments were sent in the spring, and “Plus Up” payments are being
sent now through the end of the year.
• New for EIP 3 – dependents are entitled to their own payment (given
to parent or whoever claims them as dependent).
• Mechanics are similar to EIP 1 and 2 where no repayment will be
required if income goes up in 2021, or if a dependent files their own
2021 tax return who is no longer a dependent (for example, college
student who graduates).
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EIP and Decedents
• Decedents who died prior to 1/1/2021 are NOT eligible for EIP 3
(decedents who died prior to 2021 are treated as if they do not have
a Social Security Number) (Section 6428B(g)(2)(B)).
• IRS has released inconsistent guidance with regard to EIP 1 and 2.
They now say that as long as you were alive at some point in 2020
you are eligible – Q A5. https://www.irs.gov/newsroom/questionsand-answers-about-the-first-economic-impact-payment-topic-aeligibility
• With regard to eligible individuals who died in 2020, the Recovery
Rebate Credit may be claimed on line 30 of their 2020 tax return if EIP
1 or 2 were not issued, or on the 2021 return for EIP 3 if deceased in
2021 and did not receive.
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EIP 3 “Plus Up”
• If someone is eligible for more based on 2020 returns but was paid
based on 2019, there will be a “Plus Up” payment as long as the
return is filed within 90 days of the due date according to the law.
• Since the due date of the 2020 returns was May 15, the law said
returns HAD TO BE FILED by 8/16/21 to get the Plus Up in 2021.
• If a return is filed after 8/16, the reconciliation will be made on the
2021 return using 2021 income. However, some have reported that
the plus up payments are still being calculated (through the end of
the year.)
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Example
• Terry is single, with 2019 AGI of $90,000.

• First round payment was $450 if based on 2019: $1,200 less $750 (5% of $15,000
($90K-$75K))
• Second round payment is $0: $600 less $750 (5% of $15,000)

• When Terry files for 2020 return, AGI is $75,000

• First round payment is increased by $750
• Second round payment increased by $600
• Result: $1,350 ADDITIONAL REFUNDABLE CREDIT (Maximum eligible $1800 less $450
received in first round)

• Terry will want to file 2020 return by 8/16/21, since he will NOT be eligible
for EIP 3 based on 2019 but WILL BE based on 2020 income (and who
knows about 2021?).
• If Terry did not file 2020 by 8/16, he may have to wait until he files his 2021
return to claim EIP 3 as a recovery rebate.
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For Client to Answer
• Did You Receive an Economic Stimulus Payment?
• Earlier in 2021 Congress authorized the third Economic Impact Payment (EIP – stimulus) in response to COVID-19.
Generally, if you are a U.S. citizen or U.S. resident alien and met certain income guidelines, you may have received an
Economic Impact Payment of $1,400 ($2,800 for a joint return) if you (and your spouse if filing a joint return). Anyone
claimed as a dependent on your return generated an additional $1,400 per dependent.
• You should have received Notice 1444-C or Letter 6475 showing the amount of the check, direct deposit or debit card
received. Many may have misplaced the letter, so we are asking you to provide us with the amount received below. Thank
you – this enables us to prepare a correct and complete return.
• __________ I received and have attached a copy of the Notice 1444-C/Letter 6475.
• __________ I do not have a copy of the Notice 1444/Letter 6475, but I did receive a stimulus payment in the amount of
$________.
• __________ I did not receive a stimulus payment.
• If IRS provides a website to check on the amount of the Economic Stimulus Payment, may our firm access that application
to verify the payment received? Please circle the appropriate response. YES NO
•

Signature/Date
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Child Tax Credit (CTC) Changes
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Child Tax Credit (CTC) Expansion
• ARPA increased the maximum dollar amounts of Child Tax Credit
(CTC) FOR 2021 ONLY (right now) for certain income levels from
$2,000 per child to:

• $3,000 for children between 6 and 17 (up from TCJA increase to $2,000)
• $3,600 for children under the age of 6 at end of year

• It now includes 17-year-olds (under 18 at end of year).
• It is now FULLY REFUNDABLE. Income (taxable or not) is not
necessary. All that matters is that they can take the child as a
dependent.
• There will be advance payments of CTC (AdvCTC) made for the
remainder of 2021.
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Other Credits/Rules Continue
• The existing $2,000 per child CTC continues to exist with the SAME
rules as before for higher income taxpayers.
• The $500 Credit for Other Dependents (ODC) amount HAS NOT
CHANGED, and it is NOT refundable.
• Reminder: Form 8332 allows the NON-CUSTODIAL parent to claim the
dependency exemption for the child and claim the child tax credit —
but NO other tax benefits associated with the child.
• The CUSTODIAL PARENT remains eligible to use that child for tax
benefits such as: head of household filing status, the earned income
credit, and taking the child and dependent care credit.
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Child Tax Credit Changes
• There are now TWO income phaseouts
• To receive the enhanced credit, MAGI must be below certain levels.
• Credit is reduced by $50 for each $1,000 (or fraction thereof) by
which MAGI exceeds the threshold
• This only applies to the enhanced credit. Families not eligible for
enhanced credit may still qualify for original credit of $2,000.
• MAGI is AGI from 2020 Form 1040 Line 11 (or 2019 Line 8b) PLUS
Foreign Earned Income from Form 2555 lines 45 or 50 and any
amounts excluded from AGI because it was earned from sources in
Puerto Rico or American Samoa.
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Income (MAGI) Phaseout Enhanced CTC
Filing Status

Threshold

Married Filing Joint or QW

$150,000

Head of Household

$112,500

All Others

$ 75,000
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Advance Child Tax Credit (AdvCTC)
• An estimated 88% of families with children will be eligible.
• Letters sent to more than 36 million families outlining the advance
credit process – based on 2019 or 2020 federal tax returns or used
the non-filer tool to get an Economic Impact Payment.
• Payments began July 15 and continued for the rest of the year.
• If payment is made electronically, it will show up in the bank account
labeled CHILDCTC. Transactions will contain the company name of
“IRS TREAS 310” and text or entity description “CHILDCTC”.
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AdvCTC (continued)
• Advance payments are for anyone who qualifies for the CTC, not just
those who qualify for the Enhanced CTC.
• Clients have been sent Letter 6416/6416A alerting them. Sample
copies available at https://www.irs.gov/credits-deductions/advancechild-tax-credit-payments-in-2021
• IRS Partner Toolkit
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Special Rules/Offsets
• For AdvCTC, filer must have a main home in the United States for
more than half the year (the 50 states and the District of Columbia) or
file a joint return with a spouse who has a main home in the United
States for more than half the year
• The IRS will not apply child tax credit prepayments to unpaid tax
debts or child support
• IRS can apply 2021 tax refunds to such debts or child support.
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Example – Fred and Ginger
• Fred and Ginger have two children, Jack, 3, and Jill, 9.
• Their tentative child tax credit for 2021 will be $6,600 ($3,600 for Jack
plus $3,000 for Jill).
• Scenario 1: Fred and Ginger filed a joint return in 2020 with MAGI of
$145,000, so they are entitled to the full credit based on 2020. (If
they haven’t filed 2020 yet, IRS will use 2019).
• If 2021 is similar, they are eligible for $6,600.
• They will receive advance payments of ($6,600/12 =$550/month) x 6
= total of $3,300. They will receive the other $3,300 when they file
their 2021 return.
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Example – Fred and Ginger (continued)p Fred
and Ginger Continued
• Scenario 2: Fred gets a $25,000 bonus in 2021, such that their MAGI
is $170,000. They lose $50 for each $1,000 over the limit – ($170,000
minus $150,000)/1,000 or 20 x $50. They lose $1,000 and their CTC
would be $5,600. They will receive the remaining $2,300 when they
file their 2021 returns.
• Scenario 3: Ginger gets a new job and they wind up with MAGI of
$220,000 for 2021. They are now only eligible for the existing original
child tax credit of $2,000 per child, or $4,000.
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Advance Child Tax Credit (AdvCTC)
• Master IRS Page: https://www.irs.gov/credits-deductions/advance-child-tax-credit-payments-in2021
• Here is where clients can:
• Use a non-filer tool (which also works for EIP)
• Change bank account information for direct deposit
• Run a tool to see if they are eligible
• All of the FAQs start on this page
• IRC Section 7527A
• Calculator https://www.cnet.com/personal-finance/taxes/first-child-tax-credit-checks-in-9-daysheres-how-much-your-family-will-get/
• Publication 5449: IRS User Guide: Child Tax Credit Update Portal
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Updates to Information
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Advance Child Tax Credit
• Payments began July 15 and continue for the rest of 2021.
• Each payment will be 1/12 of the annual advance amount based on
2020 (or 2019 if 2020 not yet filed).
• Unenrolling or making other changes is possible via the IRS online
portal but is somewhat cumbersome.
• The deadline for unenrolling for that month’s payment is per the IRS
chart.
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When to Unenroll
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Child Credit Payments 2021
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Possible Payback
• Unlike the Economic Impact Payments, there IS a possible payback if
someone receives the Advance Child Tax Credit who does not qualify
when the 2021 tax return is filed.
• There will be a reconciliation form or worksheet (not yet released but
see draft Form 8812 instructions).
• Unlike EIP 1 & 2, there WILL BE a year end letter (Letter 6419) sent to
those who receive the advance payments. Be sure to alert your clients
in your year-end mailings and organizers.
• Note that both spouses will receive the year end letter for their
portion.
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Reconciliation at Year End
• Advance Payments will reduce the child tax credit but not below zero.
• If the aggregate amount of the excess advance payments is greater
than the allowable credit, the income tax will be increased by that
amount.
• There is a “safe harbor” (IRS calls this Repayment Protection) for
lower income people who will NOT have to repay their excess
payments.
• Reminder: people with higher incomes will have the second threshold
of the “original” CTC ($400,000 MFJ/$200,000 all others)
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Advance CTC Repayment Protection Limits
Filing Status

Threshold for 100% Protection

Complete Phase-Out

Married Filing Joint or QW

$60,000

$120,000

Head of Household

$50,000

$100,000

Others

$40,000

$80,000
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Repayment Information
• The full repayment protection amount is $2000 multiplied by

• The number of qualifying children IRS took into account in the initial estimate
MINUS
• The number of qualifying children for CTC actually allowed on the 2021 tax
return
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Example Payback
• Harry claimed 3 qualifying children (triplets age 3) on his 2020 return,
but his ex-wife Lauren claims two of them on her 2021 return, so
Harry can only claim one qualifying child.
• Harry may be eligible for $4,000 in repayment protection ($2,000 for
each excess qualifying child) depending upon income
• If he files as HOH and his 2021 MAGI is $50,000 or less, he does not
have to pay anything back of the excess $3,600 he received (2 x
$1,800).
• None of this affects Lauren’s child tax credit. She may qualify for the
two children she claims based on her situation (as much as $7,200).
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Phase Out of Protection
• Harry’s repayment protection phases out the higher his income is.
• If Harry files HOH in 2021 and his MAGI is $62,500, his protection is
reduced by 25% ($62,500 less $50,000 is $12,500 which is 25% of
$50,000). Therefore his potential $4,000 protection is reduced by
25%, so Harry only can exclude $3,000. Since Harry received an excess
of $3,600, he will pay back $600 with this return (as additional
income tax or a reduced refund.)
• If Harry’s income is over $100,000 and he claims HOH in 2021, his
repayment protection is eliminated, and he must pay back the entire
$3,600.
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Example Reduced Refund
• George and Tammy are married and have two children over age 5. They
had $220,000 of income and received a $500 refund for 2020.
• Their 2021 income is similar, too high for the enhanced child credit. But
they’ll still get original credits totaling $4,000—and receive half of that in
prepayments this year of about $333 a month (or $2,000).
• When they do their 2021 tax return, the $2,000 of prepayments won’t be
available to lower their tax bill. So instead of getting a $500 refund, they
could owe the IRS $1,500.
• How will taxpayers know if they’re getting payments only for the original
child credit, not the expansion? A tip-off is that the monthly payments are
likely to be about $167 for one child, $333 for two, $500 for three, and so
on.
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CTC Reconciliation Considerations
• Shared custody situations – this is a 2021 credit so plan accordingly
• BOTH SPOUSES must unenroll (one-half belongs to each spouse)
• Income near thresholds
• Only 2019 return on file and child aging out
• Children MUST have SSN
• US MUST be main home for more than half of the year
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CTC Reconciliation Considerations (cont.)
• Managed withholding to accommodate child tax credit
• Consider whether client normally gets refund/might owe – or uses to
pay back taxes or for other planning purposes – especially watch
those who only receive the “original” CTC
• Self-employed or others whose income fluctuates a lot
• People whose estimates took the CTC into account in calculations
• Remember tricks to reduce AGI: retirement plans, deductible IRAs,
HSA, Section 179, etc.
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Return Credit(s) Reconciliation
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3 Credits to Be Reconciled on 2021 Returns
1. 2021 Recovery Rebate Credit (EIP 3) – Letter 6475
(or 1444-C)
2. Child Tax Credit – Letter 6419
3. Premium Tax Credit – Form 1095-A
https://www.irs.gov/newsroom/get-ready-for-taxeseasy-steps-taxpayers-can-take-now-to-make-tax-filingeasier-in-2022
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Other Items to Request of Clients
• Copies of bank statement pages showing direct deposit amount from
IRS
• Consider having client provide transcript (or providing 8821/2848)
• Although for due diligence purposes you can rely on what the client
tells you if the information is not inconsistent with other info you
have, we have learned it is best to reconcile any advance payments
before you file the return.
• IRS’ ability to process responses to notices is markedly decreased, and
will take a lot of your time (or the client’s which may not make them
happy).
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Tax Practice Changes in Response
• Tax preparers may want to make lemonade out of lemons by adding
PAID services to client tax return preparation

• Filing 8821, Tax Information Authorization (or Form 2848, Power of Attorney
for select clients) ahead of time so that the preparer can receive IRS
correspondence
• A “notice fee” which covers a certain amount of preparer time for responding
to notices which have become much more plentiful on federal, state, and
local levels. I would limit the number of hours included in the fee, or set it
high enough that you won’t feel taken advantage of.
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Child and Dependent Care Credit
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Child and Dependent Care Credit
• Large expansion for 2021 only – Refundable for taxpayers who have
principal place of abode in US for more than one-half of the tax year
• The amount of work-related expenses is INCREASED
• from $3,000 to $8,000 for one qualifying dependent and
• From $6,000 to $16,000 for more than one qualifying dependent.

• Maximum credit percentage increased from 35% to 50%
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Child and Dependent Care Credit
• 50% credit begins to reduce at $125,000 and is not fully phased out
until AGI exceeds $440,000. (decreases by one percentage point for
each $2,000 of additional AGI until it reaches 20% — the old
maximum — for AGI of $183,000.)
• Note that high income taxpayers over $440,000 will LOSE the Child
and Dependent Care Credit. Prior to 2021, there was no income cap.
• New FAQ Issued June 11 and updated late August
• https://www.irs.gov/newsroom/child-and-dependent-care-tax-creditfaqs
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Increase 2021 Versus 2020
• In 2020, Danielle pays $12,000 in eligible employment-related
expenses for child care for her two children. Danielle’s AGI is $95,000.
The maximum amount of expenses Danielle could use for calculating
the dependent care credit was $6,000, and her percentage was 20%
for a credit of $1,200. (20% was the 2020 max for AGI of $43,000+).
• In 2021, if she pays the same $12,000, she can count the entire
$12,000, and her percentage is 50%, for a credit of $6,000.
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More than One Qualifying Dependent
• As long as there are more than one qualifying dependent, it DOES
NOT MATTER how the expenses are broken down by dependent.
• Example: Jane has two children, Mary, 11, and George, 1. Jane spends
$18,000 for George’s child care in 2021 and nothing for Mary’s care.
• Jane can use all $18,000 (up to the limit of $16,000) on her Form
2441.
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Mary and George
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IRS Form 14815 Etc.
• IRS has Supporting Documents List to Prove Child Tax Credit and
Other Dependent Credit
• Form 14815
• Also remember the 886 series of forms on for HOH and Dependents
• https://www.eitc.irs.gov/tax-preparer-toolkit/tools-and-tips/form886-can-assist-you/forms-886-can-assist-you
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Dependent Care Assistance
• Again for 2021 only
• Maximum amount of excludable earnings from $5,000 to $10,500 for
MFJ ($5,250 MFS)
• Applies to FSA plans (salary reduction) or direct employer assistance
• Employers would need to amend their cafeteria or dependent care
flexible spending account plan to implement this change – such
amendments may be retroactive if adopted no later than December
31, 2021.
• Calculator https://curiousandcalculated.com/tools/dependent-carefsa-vs-dependent-care-credit-2021-calculator/
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Guidance on Dependent Assistance C/O
• https://www.irs.gov/newsroom/irs-issues-guidance-on-taxability-ofdependent-care-assistance-programs-for-2021-2022
• https://www.irs.gov/pub/irs-drop/n-21-26.pdf
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W-2 Box 10 Instructions Updated
• Report all amounts paid or incurred (regardless of any employee
forfeitures), including those in excess of your plan’s exclusion.
• Include any amounts over your plan’s exclusion in boxes 1, 3, and 5.
• IRS has removed the $5,000 cap and defaults to plan maximum.
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Earned Income Credit Changes
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Earned Income Credit Changes
• Temporary 2021 ONLY
•
•
•
•
•

Doubles the credit and the phaseout floor for childless claimants
Lowers the age requirement from 25 to 19 (except most students)
Homeless or other qualified former foster youth age lowered to 18
Eliminates upper age limit – allowed after age 65 without dependents
Allows 2021 filers to use earned income from 2019 if 2021 is less than 2019

57

Earned Income Credit Changes
• Permanent Changes

• Raises investment income limit from $3,650 to $10,000 for 2021 onward and
adjusted for inflation
• Changes for separated individuals
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Coronavirus Related Distributions (CRD)
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Coronavirus Related Distributions (CRD)
• CRD were only for 2020. They have not been renewed (and probably
won’t be – although disaster-related distributions may use the same
methods in the future.)
• Information in Notice 2020-50
• CRDs are reported on Form 8915-E for 2020.
• A new Form 8915-F will be used for 2021. This will be a multi-year
form, and will replace Form 8915-E.
• https://www.irs.gov/pub/irs-dft/f8915f--dft.pdf
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Draft Form 8915-F
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Quick Review of CRD
• Taxpayers who met the qualifications for CRD could take distributions
from IRAs and retirement plans and:
• Report the income over 3 years
• Have 3 years to recontribute the withdrawal

• The maximum CRD withdrawal was $100,000 per person
• Tax was paid by either

• Including 1/3 of the distribution in income each year 2020-2022 (default)
• Pay all tax in 2020 (election)
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Coronavirus Related Distributions (Cont.)
• Reporting in years 2 & 3 – If no election was made to tax the entire
amount in the year of the distribution, 1/3 of the withdrawal is taxed
in the year of the distribution and 1/3 of the withdrawal is taxed in
each of the remaining two years.
• This election is irrevocable. If the taxable amount is spread over 3
years, the taxpayer cannot change the method after the due date
(including extensions) for 2020. (According to the notice, it cannot be
made or changed after that date).
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Repayment of CRD – 3 Year Option
• If the individual who received a CRD makes one or more contributions
to a retirement plan up to the amount of the original withdrawals any
time during the three-year period beginning on the date after the
distribution date, then the receipt and repayment are treated as a
rollover transfer payment made within 60 days after the distribution.
• Therefore, these amounts paid back are treated as nontaxable
rollovers.
• Inherited IRA distributions cannot be rolled over (except surviving
spouse).
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CRD Tax/Payback Example
• Due to the coronavirus pandemic, singer Donna, age 62, is out of work
indefinitely. Therefore, she decides to take a CRD of $60,000 from her IRA
on May 15, 2020.
• Donna has until May 16, 2023 to recontribute the balance of this
distribution. Donna’s distribution was already penalty-free due to her age,
but she can benefit from the option of including the income from the
distribution ratably over a three-year period ($20,000 in income for 2020,
$20,000 in income for 2021, and $20,000 in income for 2022).
• Donna is able to repay the $60,000 balance to an IRA in July 2022. Donna
can then file amended tax returns for 2020 and 2021 to recover the taxes
she already paid on her withdrawal. Form 8915-E/F will be used.
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CRD Future Situations
• Deceased taxpayer – If a qualified individual dies before the full
taxable amount of the disaster distribution has been included in gross
income, the remainder must be included in gross income for the
taxable year that includes the individual’s death.
• For those who filed jointly in 2020 but do not file jointly in 2021 or
2022, the person who withdrew the money is responsible for the tax.
The 8915-E is an individual return.
• If someone who spread the tax moves between states, consult the
state’s rules for allocation.
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Repayment Within 3 Years
• 3 Year Period begins the day after the date of a disaster distribution
• Does not count for “one-rollover-per-year” rule. For purposes of the one-rolloverper year limitation for IRAs, a repayment is NOT considered a rollover
• Repayments made by due date of tax return reduce distribution amount. 1/3 of
any outstanding distribution will be taxed each year, but any amount repaid
before the due date of the tax return (including extensions) for the year of the
distribution will reduce the amount that must be included in income.
• If more than 1/3 of the distribution is repaid, the excess will be carried forward to
reduce the taxable portion of the distribution that must be included in income
the following year.
• Repayment after filing but before due date. If repayment was made by the due
date of the distribution year return (including extensions), amend the Form 8915E to reduce the amount of the distribution. HOLD OFF ON FILING (if possible) if
there is a chance client can repay any portion to avoid having to pay tax and then
file amended return.
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CRD Repayment Continued
• Repayment in later year – If income was spread over 3 years, and the
amount of the repayment exceeds the amount of the disaster distribution
taxable in that later year, the taxpayer can choose to carry the excess over
to the next year or carry it back to the 2020 tax return and file an amended
return.
• Generally, Form 1040-X must be filed within 3 years after the date the
original return was filed, or within 2 years after the date the tax was paid,
whichever is later.
• Repayment after electing to tax all income in distribution year – If the
taxpayer elected to include all of the qualified disaster distributions in
income in the year of the distribution, amend the Form 8915 for the year
of the distribution to reduce the amount of the distribution.
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Each Custodian Will Have Payback Procedure
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Example of Alternatives for CRD Payback
• John withdraws $30,000 from his IRA in 2020 in a CRD.
• He did not make an election to pay all tax in 2020, so 1/3 of the
amount will be reported 2020-2022.
• In November 2021, he recontributes $15,000 to a retirement account.

70

John’s Alternatives for CRD Payback
1. John reduces his includable CRD of $10,000 in 2021 by $10,000 and
elects to carry the other $5,000 back to 2020 by filing an amended
return.
2. John reduces his includable CRD of $10,000 in 2021 by $10,000 and
elects to carry forward the $5,000 remainder to 2022.
3. John reduces his includable CRD of $10,000 by $7,500 in 2021 and
carries forward the remaining $7,500 to 2022.
• Tax planning may be necessary – and remember how long amended
returns are taking to process at this time.
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PA/NJ Treatment
• PA does not recognize Coronavirus Related Distributions, so the normal
rules of taxability of early withdrawals from retirement plans will apply –
potentially taxable only for taxpayers under 59.5 – using cost basis recovery
rules. Over 59.5 retirement plan withdrawals are not taxable in PA. Answer
3886
• Any rollovers with money that has been taxed on the state level would be
considered to be basis.
• PA treated this as a 2020 withdrawal and will have no effect on 2021 or
2022 returns.
• New Jersey does recognize CRD. See GIT1&2.pdf
• States vary in their treatment of CRD, so double check.
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Retirement Plan Changes
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Plan Adoption Date Extended
• Permits businesses to treat qualified retirement plans adopted before
the due date (including extensions) of the tax return for the taxable
year as having been adopted as of the last day of the taxable year
• Applies to plans adopted for tax years beginning after 12/31/19
• Note that this does not apply to employee deferrals, only employer
contributions
• The Form 5500 series has been updated with a box to indicate that a
plan was adopted retroactively.
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Selected Other Provisions
• Increase in credit limitation for small employer pension plan startup costs
from $500 per year for 3 years to greater of:
• $500 or
• the lesser of:

• $250 for each employee (not highly compensated), or
• $5,000.

• New §45T credit for small employers who implement/convert an automatic
contribution arrangement for a qualified employer plan:
• $500 for up to 3 tax years and part of general business credit.
• 401(k) and SIMPLE plans eligible.

• Both effective tax years beginning after 12/31/2019
• Both part of the General Business Credit and can be carried back one year
and any excess forward 20 years.
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Taxable Stipends Income for IRA
• Taxable fellowships and stipends are considered earned income under
Section 219(f)(1):
• Payments included in taxpayer’s gross income
• Aid the taxpayer in pursuit of graduate or postdoctoral study
• Effective for years after 12/31/19

• Need to be reported as taxable income. Stipends reported on W-2
were always eligible for IRA
• Be sure to input correctly so that this shows up on line 1 of Form
1040 with SCH to left of amount (double check software)
• Roth IRA may be considered if low or no taxable income
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Difficulty of Care Payments Income for IRA
• Difficulty of Care payments are excluded from income under §131
• These payments will now be treated as compensation for allowing
contributions to IRAs or defined contribution plans
• Contributions will be treated as Non-Deductible and create
“investment in the contract” (basis)
• Applies to contributions after 12/20/2019; provision allowing
excludable difficulty-of-care payments to be treated as compensation
for defined contribution plan purposes is effective for plan years
beginning December 31, 2015.
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Maximum Age for Traditional IRA Contributions
• A taxpayer with earned income can now contribute to a traditional
IRA with no age limit
• The prior age limit of 70 ½ in §219(d)(1) was repealed for tax year
2020 and beyond
• Spousal IRAs are also affected by this rule
• This would also allow “back-door” Roth IRAs where a non-deductible
contribution was made and later converted to a Roth IRA (also for
spouses) – but remember the “cream in the coffee” rule where some
may be taxable if existing deductible IRAs exist
• Effective for contributions made for tax years beginning after
12/31/19
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Coordination with QCD
• If a taxpayer age 70 ½ or older takes advantage of the Qualified
Charitable Distribution (QCD) provision that allows up to $100,000
per year to be transferred directly to a qualifying charity from an IRA,
and ALSO makes a deductible IRA contribution, they must reduce the
nontaxable portion of the distribution for that year by the amount of
their deductible IRA contributions made after 70 ½.
• Effective for distributions made for tax years beginning after 12/31/19
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Example: QCD Coordination
• Fred is over 70 ½ and makes deductible IRA contributions of $6,000 in 2020
and 2021 for a total of $12,000.
• Fred decides to donate a QCD of $1,000 to his church in 2022.
• Fred must include this $1,000 in his taxable income for the year of the QCD
(2022). He can then take it as a Schedule A deduction if he qualifies.
• If the next year (2023) Fred gives a $20,000 QCD, he must pay tax on
$11,000 (the original $12,000 made after 70 ½, less the $1,000 already
taxed in 2022).
• Fred may want to consider not making deductible IRA contributions if he
knows he will be doing QCDs.
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Additional 10% Penalty Exception
• 10% penalty for early withdrawal exception under new §72(t)(2)(H)
for “qualified birth or adoption distributions”.
• Applies to BOTH IRA and contributory retirement plans.
• Maximum aggregate amount per individual with respect to any birth
or adoption shall not exceed $5,000.
• “Qualified birth or adoption distribution” is any distribution made
during the one-year period beginning on the date the child is born or
which the legal adoption is finalized.
• Distributions would still be subject to income tax using normal rules
(so be sure provision is made for taxes).
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Per Child Per Parent Example
• Ashley gives birth to twins in June 2020
• Ashley takes a $10,000 distribution from her 401(k) plan in January
2021
• The entire $10,000 distribution is a qualified birth or adoption
distribution.
• Dad could also take $10,000 in penalty-free distributions from his
retirement or IRA accounts
• Both would be taxable, but would not be subject to 10% penalty
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10% Penalty Exception (Cont.)
• “Eligible Adoptee” means any individual (other than a child of the
taxpayer’s spouse) who has
• Not attained the age of 18 OR
• Is physically or mentally incapable of self-support

• Taxpayer can repay the qualifying distributions and the transfer is
treated as a 60-day trustee to trustee transfer (no matter how long a
period) provided the taxpayer is eligible to make rollover
contributions to the plan.
• Notice 2020-68
• IRS is to issue more information on the rollover provision.
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Qualified Birth or Adoption Distributions
• Name, age, and TIN of child or eligible adoptee must be provided on
the tax return for the year of distribution.
• Taxpayer can repay the qualifying distributions and the transfer is
treated as a 60-day trustee to trustee transfer (no matter how long a
period) provided the taxpayer is eligible to make rollover
contributions to the plan.
• Notice 2020-68
• IRS is to issue more information on the rollover provision.
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Form 5329— Qualified Birth/Adoption
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RMD Age Increased to 72
• The date for required minimum distributions (RMD) is raised to the
year taxpayer turns 72 – an increase from the current 70 ½
• This was done by striking “age 70 ½ ” and inserting “age 72”, so the
“Required Beginning Date” will still be April 1, but of the year AFTER
taxpayer turns 72.
• Thus the option to take two withdrawals in the year AFTER taxpayer
turns 72 is still available.
• Qualified Charitable Distributions (QCD) can still be made after owner
turns 70.5.
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RMD Date Changed to 72 (Cont.)
• This change is effective for 2021.
• Therefore, anyone born 1949 or earlier will be 72 by 12/31/21 and
must take a distribution in 2021 (unless they choose to take by April 1
of the following year for their first distribution).
• New life expectancy tables have been published by IRS but are
effective for 2022. The existing tables will be used for 2021.
• IRS Uniform RMD Worksheet 2021
• https://www.irs.gov/retirement-plans/plan-participantemployee/retirement-topics-required-minimum-distributions-rmds
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SECURE Act Ramifications
• Anyone born in 1949 or earlier turned 72 in 2021 and must take an RMD for
2021.
• The choice to wait until April 1 of the year following the year turned 72 is still
available (with the 2022 RMD also required, so two distributions will be required
in the following year).
• For 2021 we still have a bit of a confusing rule: If you were born after June 30,
1949, you must start taking RMDs by April 1 of the year after you turn 72. If you
were born on July 4, 1949 your 72nd birthday is July 4, 2021. You must take the
RMD by April 1, 2022. You must take another RMD on Dec. 31, 2022 and on Dec.
31 each year after that.
• If you were born before July 1, 1949, you had to start taking your RMDs by April 1
of the year after you hit age 70 ½ (six months after your 70th birthday). The
CARES Act enacted in March 2020 suspended all RMDs for 2020. If you would
normally have taken an RMD on Dec. 31, 2020, you must take one by Dec. 31,
2021.
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2021 RMD for Those Born in 1949
Reaching Age 72 in 2021
72nd Birthday

Before July 1, 2021

On or After July 1, 2021

2021 RMD Deadline

December 31, 2021

April 1, 2022
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New Life Expectancy Tables
• Separately from the other items, IRS published new life expectancy
tables.
• These updated tables take effect in 2022.
• https://public-inspection.federalregister.gov/2020-24723.pdf
• We are still waiting for IRS guidance on some nuances such as 72(t)
calculations.
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Table For Withdrawals Required for 2021 and Prior
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Table Effective For 2022 Withdrawals 01/01/2022
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Example: RMD and RBD Year Attain 72
• Bruce Springsteen turns 72 on 9/23/2021 (born 9/23/1949). His 2021
divisor is 25.6. If his IRA is worth $100,000 on 12/31/20, $100,000/25.6
and his RMD for 2021 is $3,906.25, which he should take prior to 12/31/21.
• If Bruce waits until March 2022 to take his first RMD, the 12/31/21 IRA
balance is NOT reduced for the 2021 RMD that was not taken. His
12/31/2021 balance is $102,000, so he must take his 2022 RMD by
12/31/22: $102,000/26.5 (using the NEW 2022 table – the old divisor was
24.7) or $3,849.06. The total he withdraws in 2022 is therefore $7,755.31.
• Note that Bruce must use the old tables for his 2021 withdrawal even if
withdrawn in 2022. He can use the 2022 tables for his 2022 withdrawal.
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Inherited IRA RMD Calculation
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Two Sets of Inherited IRA Rules
• One for Deaths Before 2020
• One for Deaths January 1, 2020 and later
• Rules apply to Traditional IRAs, SEPs, SIMPLE IRAs, and Roth IRAs
(Workplace Retirement Plan (WRP) rules are similar but not totally
the same)
• Existing rules will continue to apply to beneficiaries of decedents who
died 12/31/2019 and prior until the deaths of those beneficiaries,
when new rules will kick in
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RMDs for “Designated Beneficiaries” (DB)
• The SECURE act requires most qualified plan and IRA balances to be distributed to
beneficiaries by the end of the 10th calendar year following the date of death. We
are waiting for IRS to issues regulations interpreting these changes.
• The act removes the “stretch” of being able to take withdrawals from inherited
accounts using life expectancy tables in most cases.
• Effective for distributions with respect to employees (that is, plan owners) who
die after 12/31/19 EXCEPT:
• Plans maintained pursuant to a collective bargaining agreement have an effective date of
January 1, 2022 (unless the collectively bargained agreement terminates sooner).
• Governmental plans, such as 403(b) and 457 plans sponsored by state and local
governments, and the Thrift Savings Plan sponsored by the Federal government are not
impacted until January 1, 2022.
• Annuities in which individuals have already irrevocably annuitized over a life or joint life
expectancy, or in which an individual has elected an irrevocable income option that will begin
at a later point, are exempt entirely (and who will follow the already-binding contractual
provisions of the annuitized contract).
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RMDs for “Designated Beneficiaries” (DB)
• For deaths AFTER 12/31/2019:
• The SECURE act requires most qualified plan and IRA balances to be
distributed to beneficiaries by the end of the 10th calendar year
following the date of death.
• The SECURE act removes the “stretch” of being able to take
withdrawals from inherited accounts using life expectancy tables in
most cases (for deaths 1/1/2020 and later).
• The RMD for a designated beneficiary is 10 years after the year of
death. There are no distribution requirements before that date.
• There are special rules for spouses and narrowly defined “Eligible
Designated Beneficiaries”.
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Inheriting an Inherited IRA
• There is no longer an opportunity to continue life expectancy payouts for a
successor beneficiary if the original inheritor dies January 1, 2020 or later
(discussed in more detail later).
• Prior to 2020, the successor beneficiary would continue over original
beneficiary’s life expectancy.
• Now, the new 10-year payout rules kick in when the original beneficiary
dies.
• If you are the beneficiary of an inherited IRA, be sure to check the
agreement of the custodian and do a direct transfer to another custodian if
appropriate.
• Once a spouse rolls an IRA into their own IRA, it is no longer treated as
“inherited” and the normal rules apply – their beneficiary is treated as the
“first” beneficiary.
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Example
• Jane, age 58, inherits an IRA when her father dies in 2012. Jane
chooses to take distributions over her life expectancy, reduced by one
each year.
• Jane names her son George, aged 38, as the successor beneficiary.
• If Jane died in 2018, George could continue to withdraw from the IRA
using Jane’s life expectancy.
• However, if Jane dies in 2021, George will only have 10 years from
Jane’s death to empty the account.
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How To Calculate RMD for Inherited IRA
• For deaths before 01/01/2020, the designated beneficiaries who
directly inherit the retirement plan and who qualify calculate their
withdrawal by using the following information:
• Date of birth of beneficiary
• Date of death of decedent
• Value of account at 12/31 in the year after decedent's death
(decedent or beneficiary would have taken decedent’s year of death
distribution)
• These rules also apply to non-spouse eligible designated beneficiaries
who inherited in 2020 or later.
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Example 2018 Death
• Chuck was born 7/2/1960. His father Fred died 6/1/2018. (Fred was
born in 1934, and therefore was taking RMDs when he died).
• Fred had an IRA worth $145,000 on 6/1/18, and named Chuck as his
sole designated beneficiary.
• Fred’s 2018 RMD was either taken by Fred or Chuck as beneficiary,
calculated on FRED’s life expectancy and account value at 12/31/17.
• In 2019, Chuck had to begin his lifetime RMDs on the inherited IRA.
• Non-spouse beneficiaries cannot recalculate their life expectancy.
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Chuck’s 2019 RMD Calculation
• Chuck sees that the 12/31/18 value of his inherited IRA is $150,000.
• He consults Table 1 in Publication 590-B and finds that his life
expectancy (a 59 year old) is 26.1.
• He divides $150,000 by 26.1 to get his RMD of $5,747.
• If there had been a 2020 RMD requirement (which was waived by
COVID relief) he would have used 25.1 as his life expectancy.
• Inherited IRAs continue to subtract 1 whole year each year. The
number you start with is fixed by year of death of the decedent and
how old the beneficiary is.
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Chuck’s 2021 RMD
• For 2021, Chuck must use 24.1 (the original 26.1 minus 2 years since
year after death).
• If the 12/31/2020 value was $160,000, his RMD is $6,639 and must
be withdrawn by 12/31/21.
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Chuck’s 2022 RMD
• IRS has now updated the life expectancy tables for 2022.
• Chuck must now “reset” his life expectancy.
• He will look up his life expectancy as IT WOULD HAVE BEEN in 2019
when he was 59.
• This number is 28.0.
• He then subtracts 1 for each year since then (2019, 2020, and 2021,
or 3)
• His number for 2022 is 25.0 (28.0 minus 3).
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Section of New Life Expectancy Table
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Chuck’s 2022 RMD
• If Chuck’s Inherited IRA is worth $160,000 at 12/31/21, his 2022
withdrawal is $6,400 (compared to $6,926 using the old 23.1 life
expectancy divisor.)
• Note that if Chuck does not reset his life expectancy, he will take more
than required, so there is no 50% penalty to be concerned with.
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What Happens if Wrong Table Used?
• What happens if someone uses the existing 2002 tables for 2022
distributions? The answer is nothing, because the individual would
have taken out more than required for 2022 – there’s no problem
with increasing your taxable income when it’s not required. However,
clients will appreciate you bringing this to their attention.
• What happens if someone uses the new final regulations effective for
2022 in 2021? This could be a problem – the distributions are smaller,
which can lead to a shortage, subject to a 50% penalty on Form 5329.
• The IRS can waive the penalty and often does, but it’s preferable to
do it right the first time. Remember the statute on Form 5329 doesn’t
begin to run until that form is filed by a taxpayer.
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Quick Hits
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Deadline for 2021 Taxes
• Form 1040 will be due April 18, 2022; April 19 in Massachusetts and
Maine
• Extended deadline will be October 17, 2022
• New federal holiday: Juneteenth – date of holiday is June 19th;
officially observed Monday June 20 for 2022
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Virtual Currency Question Modified
• All taxpayers must check the appropriate box on the top of Form 1040.
• This makes adding this question on this to your client questionnaire/interview
sheet important. YOU MUST ASK EVERYONE WHO FILES A TAX RETURN FOR A
YES/NO ANSWER, similar to the foreign account questions.
• A transaction involving virtual currency includes:
• The receipt or transfer of virtual currency for free (without providing any consideration),
including from an airdrop or hard fork;
• An exchange of virtual currency for goods or services;
• A sale of virtual currency; and
• An exchange of virtual currency for other property, including for another virtual currency

• A transaction involving virtual currency does not include the holding of virtual
currency in a wallet or account, or the transfer of virtual currency from one wallet
or account the taxpayer owns or controls to another.
110

Virtual Currency Question
• 2021 Question on draft 1040, “At any time during 2021, did you
receive, sell, exchange, or otherwise dispose of any financial interest
in any virtual currency?”
• Compare to 2020 Question, “At any time during 2020, did you receive,
sell, send, exchange, or otherwise acquire any financial interest in any
virtual currency?“
• The general consensus is that the 2021 question is clearer.
• IRS FAQ https://www.irs.gov/individuals/internationaltaxpayers/frequently-asked-questions-on-virtual-currencytransactions
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IRS ERC Guidance Notice 2021-49
• IRS Issued guidance on the Employee Retention Credit August 4.
• It contains guidance for the final months of ERC
• Clarifies that controlling shareholders are not eligible for ERC due to
related individual rule under 267(c) (only those with no close living
relatives would be eligible (no living ancestors, lineal decedents, inlaws, siblings, aunts/uncles, niece/nephew)
• Notice 2021-49
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ERC Ended 3Q 2021 For Most Employers
• The Infrastructure Investment and Jobs Act (HR 3684 -- IIJA) terminated the
Employee Retention Credit (ERC) for most employers. Wages paid by 9/30/21 for
work performed through 9/30/21 would still be eligible.
• The IIJA continues to allow ERC for “recovery startup businesses” through the end
of the fourth quarter.
• A “recovery startup business” must meet these tests:
• Began carrying on trade or business after 2/15/2020
• Average annual gross receipts for three-taxable-year period ending with the taxable year that
precedes the calendar quarter for which the ERC is determined does not exceed $1 million

• https://www.irs.gov/forms-pubs/early-termination-of-the-employee-retentioncredit-for-most-employers
• https://www.irs.gov/newsroom/irs-issues-guidance-regarding-the-retroactivetermination-of-the-employee-retention-credit
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PPP Loan Forgiveness Timing
• Rev. Proc. 2021-48, released on November 18, 2021, gives taxpayers the option to treat the taxexempt income from the forgiveness of PPP loans as received or accrued:
• When eligible expenses are paid or incurred;
• When an application for PPP loan forgiveness is filed; or
• When PPP loan forgiveness is granted.

• Additionally, Rev. Proc. 2021-49, released together with Rev. Proc. 2021-48, clarifies how these
basis adjustments apply to owners of the following entities with forgiven debt:
• Partnerships; S corporations; and Parent corporations of a consolidated group.

• Rev. Proc. 2021-49 provides similar basis guidance for EIDL grants, targeted EIDL advances,
Shuttered Venue Operator Grants, Restaurant Revitalization Grants, and principal and interest
payments made by the SBA on a borrower’s behalf.
• Rev. Proc. 2021-50, also released together with Rev. Proc. 2021-48, states that this relief is
available retroactively to any tax year for which the taxpayer paid eligible expenses with the PPP
loans. Taxpayers may file amended returns, and partnerships may make these adjustments on an
amended return rather than an Administrative Adjustment Request as long as the amended
partnership return and K-1s are filed on or before December 31, 2021.
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FFCRA Expansion FAQ Posted June 11
• COVID-19-Related Tax Credits Extended for Paid Leave for Periods
Beginning April 1, 2021, through September 30, 2021.
• There are now a set of FAQs from prior to April 1, and one for April
through September.
• This provision has not been extended past 9/30/21 at this time.
• https://www.irs.gov/newsroom/tax-credits-for-paid-leave-under-thefamilies-first-coronavirus-response-act-for-leave-prior-to-april-1-2021
• https://www.irs.gov/newsroom/tax-credits-for-paid-leave-under-theamerican-rescue-plan-act-of-2021-for-leave-after-march-31-2021
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How to Repay SE/Household Tax Deferral
• The CARES Act allowed self-employed individuals and household employers to defer
the payment of certain Social Security taxes on their Form 1040 for tax year 2020 over
the next two years. Half of the deferred Social Security tax is due by 12/31/21, and the
remainder is due by 12/31/22.
• Individuals can pay the deferred amount any time on or before the due date. They:

• Can make payments through the Electronic Federal Tax Payment System or by credit or debit card,
money order or with a check.
• Should make separate payments from other tax payments to ensure they are applied to the
deferred tax balance on the tax year 2020 Form 1040 since IRS systems won't recognize the
payment for deferred tax if it is with other tax payments or paid with the current Form 1040.
• Should designate the payment as "deferred Social Security tax."

• Individuals making deferred Social Security tax payments in EFTPS should select 1040 US
Individual Income Tax Returns and deferred Social Security tax for the type of payment.
They must apply the payment to the 2020 tax year where they deferred the payment.
• https://www.irs.gov/newsroom/how-self-employed-individuals-and-householdemployers-repay-deferred-social-security-tax
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ACA Survives SCOTUS Challenge
• California v. Texas, No 19-840 (US Supreme Court 6/17/2021)
• Plaintiffs did not have standing to challenge Section 5000A’s minimum
essential coverage provision.
• Net investment income tax (NIIT) and the rest of the law is here to
stay
• Protective claims will be ignored.
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Health Care Ministries Still Not Deductible
• Proposed regulations issued 6/10/2020 would allow deduction of Christian
Health Care organizations payments as a medical expense, and as selfemployed health insurance https://www.federalregister.gov/d/202012213/p-39
• These regulations were not finalized as of 11/30/2021.
• “Taxpayers generally may not rely on proposed regulations for planning
purposes, except if there are no applicable final or temporary regulations in
force and there is an express statement in the preamble to the proposed
regulations that taxpayers may rely on them currently. If there are
applicable final or temporary regulations in force, taxpayers may only rely
on proposed regulations for planning purposes in the limited circumstance
if the preamble to the proposed regulations contain an express statement
permitting taxpayers to rely on them currently, notwithstanding the
existence of the final or temporary regulations.” (Internal Revenue Manual
32.1.1.2.2 )
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Penalties Increased By SECURE Act
• Increase in minimum failure to file penalty to lesser of $435 or 100%
of tax (adjusted for inflation). Applies to returns due after 12/31/19.
• Increase in failure to file penalties for retirement plan returns from
$25 to $250 per day and maximum from $15,000 to $150,000.
Applies to returns due after 12/31/19. MAKE SURE your clients with
retirement plans are aware of this, ESPECIALLY solo 401(k) plans.
• Solo 401(k) plans must file Form 5500-EZ when assets are $250,000
or more at year end (in all solo 401(k) plans) or the final year of the
plan. Be sure to make a tickler to remind your clients.
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Business Meals 100% Deductible 2021-2022
• For 2021 and 2022, business taxpayers will be able to deduct 100% of meals
where food and beverage provided by a restaurant.
• The term “restaurant” means a business that prepares and sells food or
beverages to retail customers for immediate consumption, regardless of whether
the food or beverages are consumed on the business’s premises.
• A restaurant does not include a business that primarily sells prepackaged food or
beverages not for immediate consumption, including a grocery store; specialty
food store; beer, wine, or liquor store; drug store; convenience store; newsstand;
or a vending machine or kiosk.
• The 50% limitation continues to apply to the amount of any deduction otherwise
allowable to the taxpayer for any expense paid or incurred for food or beverages
acquired from those types of businesses (unless another exception in Sec.
274(n)(2) applies).
• https://www.irs.gov/pub/irs-drop/n-21-25.pdf
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IRS Holds Per Diem Meals 100% Deductible
• IRS released Notice 2021-63 that indicates the meals portion of any
qualified per diem will be considered 100% deductible. This simplifies
recordkeeping for taxpayers.
• The ruling applies to both reimbursements to employees and
amounts properly claimed under the per diem rules by self-employed
individuals in accordance with Rev. Proc. 2019-48.
• The bottom line is the qualified portion of a per diem will be 100%
deductible for those days occurring after December 31, 2020 and
before January 1, 2023.
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Other Exclusions from Income
• CAA21 made the following excluded from income and treated as
other tax-exempt income for partnership and S corporation basis
purposes:

• Emergency Financial Aid Grants to students – IMPORTANT: does NOT impact
education credits under §25A (American Opportunity Credit/Lifetime
Learning Credit)
• Emergency EIDL grants and EIDL advances
• Debt forgiveness under CARES Act §1109(d)(s)(D)
• Subsidy for loan payments under CARES Act §1112(c) – SBA 7(a) loans
• Shuttered Venue Operator Grants
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Charitable Deduction for Non-Itemizers
• For 2021, those who do not itemize deductions are eligible for a $300
($600 MFJ) deduction for cash contributions.
• The penalty for overstatement of this deduction is increased to 50%
from 20%.
• The CARES Act waived the 60% of AGI limit for cash charitable
contributions in 2020 and allowed up to 100% of AGI. The CAA
extended this through 2021.
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2020 Form 1040-SR, Line 10b
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2021 Form 1040
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Tax Extenders – Made Permanent
• § 213 Medical expense deduction floor permanently set at 7.5% of
AGI without regard to age
• § 45G railroad track maintenance credit; reduced from 50% to 40%
• § 139B gross income exclusion for certain benefits provided to
volunteer firefighters and emergency medical responders
• § 179D deduction for energy efficient commercial buildings (adjusted
for inflation after 2020)
• § 5051 Reduced excise tax rates for small brewers and distillers
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5 Year Extensions (to 2025)
• § 45D new markets tax credit
• § 45S employer credit for paid family and medical leave (note this credit is different than the
payroll tax credits for paid sick and family leave FFCRA)
• § 51 work opportunity credit
• § 108(a)(1)(E) gross income exclusion for discharge of indebtedness on a principal residence;
note that the amount of exclusion is lowered to $750,000 ($375,000 for married individuals
filing separately) from $2 million ($1 million for married individuals filing separately)
• § 127(c)(1)(B) exclusion for certain employer payments of student loans (CARES Act Provision)
• § 168(e)(3)(C)(ii) seven-year recovery period for motorsports entertainment complexes
• § 181 special expensing rules for certain film, television and live theatrical productions
• § 954(c)(6) look-through treatment of payments of dividends, interest, rents and royalties
received or accrued from related controlled foreign corporations under the foreign personal
holding company rules
• § 1391(d) empowerment zone designation
• § 4611 Oil Spill Liability Trust Fund financing rate
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2 Year Extenders (to 2022)
• § 25D residential energy-efficient property credit (the Act also makes
qualified biomass fuel property expenditures eligible for the credit)
• § 45Q carbon oxide sequestration credit (through 2025)
• § 48 energy investment tax credit for solar and residential energyefficient property
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1 Year Extenders (to 2021)
• § 25C 10% credit for qualified nonbusiness energy property (windows,
doors, etc.)
• § 30B credit for qualified fuel cell motor vehicles
• § 30C 30% credit for the cost of alternative (nonhydrogen) fuel vehicle
refueling property
• § 30D 10% credit for plug-in electric motorcycles and two-wheeled vehicles
• § 35 health coverage tax credit
• § 40(b)(6) credit for each gallon of qualified second-generation biofuel
produced
• § 45(e)(10)(A)(i) production credit for Indian coal facilities
• § 45(d) credit for electricity produced from certain renewable resources
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1 Year Extenders (to 2021) Continued
• § 45A Indian employment credit
• § 45L energy-efficient homes credit
• § 45N mine rescue team training credit
• § 163(h) treatment of qualified mortgage insurance premiums as qualified residence
interest
• § 168(e)(3)(A) three-year recovery period for racehorses two years old or younger
• § 168(j)(9) accelerated depreciation for business property on Indian reservations
• § 4121 Black Lung Disability Trust Fund increase in excise tax on coal
• § 6426(c) excise tax credits for alternative fuels and § 6427(e) outlay payments for
alternative fuels
• The American Samoa economic development credit (P.L. 109-432, as amended by P.L.
111-312)
130

Change to Education Provisions
• § 222 Tuition and Fees Deduction is REPEALED starting in tax year
2021
• To replace, phase out limits are INCREASED for Lifetime Learning
Credit § 25A to MATCH THE American Opportunity Tax Credit:
• 2020 AGI Limits:

• $118,000 to $138,000 MFJ
• $59,000 to $69,000 all other statuses

• 2021 AGI Limits:

• $160,000 to $180,000 MFJ
• $80,000 to $90,000 all other statuses
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Section 127 Plans Expanded for Student Loan
Payments
• Employers can give employees $5,250 per year in tax-free student
loan payments through 2025
• Must be part of a Section 127 Plan
• Cannot be discriminatory towards highly compensated
• No more than 5% of education assistance to 5% shareholders,
spouses, or dependents (combined).
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Student Loan Forgiveness Exclusion
• ARPA expanded the student loan debt exclusion to exclude from gross
income certain discharges of student loans for years 2021-2025.
• The expanded student loan discharge exclusion applies to:

• Private education loans.
• Loans provided expressly for postsecondary educational expenses, regardless
of whether provided through the educational institution or directly to the
borrower, if such loan was made, insured, or guaranteed by the United States,
a state or local governmental entity, or an eligible educational institution.
• Loans made by an educational organization qualifying as a 50% charity or a
certain refinancing programs.
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Student Loan Interest Rate/Payment Suspend
• The federal student loan interest rate was 0% from 3/13/2020
through 5/31/2022 (recently extended). You may have clients who
had student loan interest deductions in prior years with none in 2021.
• Tax refund and wage garnishment for defaulted student loans were
suspended for the same period.
• Student loan borrowers who made student loan payments, had
refunds taken or had wages garnished after 3/13/2020 can have these
payments refunded if loan servicer is notified.
• Reminder: Up to $10,000 of lifetime 529 withdrawals can be used to
pay off student loans (as qualified expenses)
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Lowered Threshold for 1099-K Effective 2022
• Through 12/31/21, there was a two-pronged test to determine who
received 1099-K
• More than $20,000 charges and
• More than 200 transactions

• Effective 1/1/22, the threshold has been lowered -- ARPA amends the
two-step de minimis standard and instead creates a single standard
with a single $600 reporting threshold (regardless of the number of
transactions) beginning in 2022.
• Third Party Settlement Organizations will be required to file a Form
1099-K for participating payees receiving over $600.
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1099-K Reporting (cont.)
• This threshold mirrors the Form 1099-MISC and Form 1099-NEC
reporting requirements for payments of compensation of $600 or
more.
• You may want to bring this to client’s attention if they may be issued
the form, since MANY more people will be receiving the forms in
2023.
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NEW! S Corporation Basis Form
• IRS has released a draft of a proposed Form 7203, “S Corporation
Shareholder Stock and Debt Basis Limitations”
• The form is designed to replace the worksheets in the K-1
instructions, and would be required to be attached when the basis
statement was attached previously.
• Stay tuned.
• https://www.irs.gov/pub/irs-dft/f7203--dft.pdf
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Who Must File 7203 (with Form 1040)
• Form 7203 is filed by S corporation shareholders who:

• Are claiming a deduction for their share of an aggregate loss from an S
corporation (including an aggregate loss not allowed last year because of
basis limitations),
• Received a non-dividend distribution from an S corporation,
• Disposed of stock in an S corporation (whether or not gain is recognized), or
• Received a loan repayment from an S corporation.
• IRS adds: It may be beneficial for shareholders to complete and retain Form
7203 even for years it is not required to be filed, as this will ensure their bases
are consistently maintained year to year.
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Newly Expanded Schedule 1
• Schedule 1 in draft form has 2 pages, with line 8 (other income)
broken down to lines 8a to 8p plus an 8z line for everything else, and
line 24 (other adjustments) similarly broken down
• Schedule 2 (Additional Taxes) is now also 2 pages, with line 17 (other
additional taxes) broken down to lines 17a to 17q plus 17z for
everything else.
• Schedule 3 also adds some lines.
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Schedule 1 Line 8
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1099-NEC Resized (into Thirds)
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1099-MISC Changes for 2021
• 1099-MISC has been changed from “Miscellaneous Income” to
“Miscellaneous Information”.
• Form 1099-MISC, Box 11 is added – it includes any reporting under
section 6050R regarding cash payments for the purchase of fish for
resale purposes, from an individual or corporation who is engaged in
catching fish.
• EITHER Box 2 of Form 1099-NEC or Box 7 of Form 1099-MISC can be
used to indicate Payer Made Direct Sales Totaling $5,000 or More. If
filed on 1099-NEC, they are due by 1/31; if on 1099-MISC 2/28.
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Electronic Filing of 1099s
• The Taxpayer First Act of 2019, enacted July 1, 2019, authorized the
Department of the Treasury and the IRS to issue regulations that
reduce the 250-return requirement.
• Those regulations are not finalized. The 250 form threshold continues
to apply for 2021 forms.
• If the regulations are finalized, the lower thresholds will be effective
for tax years 2022 and beyond, with first filing requirements in 2023.
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Due Dates for Information Returns
Form

Recipient Due Date

IRS Due Date (Paper)

IRS Due Date (E-file)

1099-NEC

01/31/2022

01/31/2022

01/31/2022

1099-MISC (no data in
box 8 or 10)

01/31/2022

02/28/2022

03/31/2021

1099-MISC (with data in
box 8 or 10)

02/15/2022

02/28/2022

03/31/2021

144

1096 Address
• For those PA filers who file on paper, the address to mail has changed
to a street address in Ogden UT. Carefully check the instructions for
the correct address, or e-file.
• The 2022 draft instructions add this caution, “Caution: Your name and
TIN must match the name and TIN used on your 94X series tax
return(s) or you may be subject to information return penalties. Do
not use the name and/or TIN of your paying agent or service bureau.”
This would be good advice for paper or electronic filing.
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2022 Changes to 1099-MISC & NEC
• The drafts of forms 1099-MISC and 1099-NEC show that they will be
continuous forms starting in 2022, and only be updated when there
are changes to the form.
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PA 1099-NEC/MISC Filing
• Pennsylvania requires filing for amounts of $600 or more in Box 2 of
Form 1099-MISC (Oil & Gas Royalties) and Box 1 of Form 1099-NEC,
or if there is any PA withholding. Answer ID 2901 Answer ID 2904
• PA requires e-filing of these forms for 10 or more forms, or if the
entity is required to electronically file employer withholding (10 or
more W-2 forms).
• If you e-file forms 1099 separate from the REV-1667 to report
employee withholding, PA now REQUIRES a separate 1099 ID number.
• Be sure to apply for the number using PA-100 as soon as possible so
that you get it in time for filing.
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New PA 1099 ID Number
• Although any entity can obtain a PA 1099 ID number, it is only
REQUIRED for entities that:

• 1. Already have a PA employer withholding and file REV-1667 for the year
• 2. File 1099-MISC or 1099-NEC separately from the REV-1667

• Apply for number using PA-100
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PA-100 Procedure for Additional PA ID
• Choose “Adding Additional Taxes”
• Employer Withholding, 1099MISC/NEC
• Fill out all information
• Under Section 9 Part 1:
•
•
•
•

NO
NO
YES
YES
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PA 1099-NEC/MISC Filing (cont.)
• Many practitioners have found online filing to be a time and money
saver.
• Be sure your service submits to the states you must file in. In 2020 IRS
combined federal/state filing was not available for 1099-NEC.
• Publication 1220 says there will be federal/state combined filing for
2021 forms, but there are a few items that need to be ironed out. BE
SURE TO CHECK the states you are filing in.
• 1099-NEC: Nonemployee Compensation State Reporting - Sovos

150

New Jersey E-File Mandate for W-2 & 1099
• Reminder: Beginning with Tax Year 2020, the NJ Division of Taxation is
requiring mandatory electronic filing for W-2s and 1099s. The
mandate includes Forms NJ-W-3, W-2, W-2G, 1094/1095, and all
types of 1099s.
• For electronic filing options, see publication NJ-WT, New Jersey Gross
Income Tax Withholdings Instructions
• https://www.state.nj.us/treasury/taxation/git/efilemand.shtml
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New 1065 and 1120-S Forms
• NEW Schedules K-2 and K-3. The new Schedule K-2 and Schedule K-3
replace prior lines 16 and 20 (1065) and 14 (1120S) and certain other items
on Schedules K and K-1.
• The new schedules are designed to provide greater clarity for shareholders
on how to figure their U.S. income tax liability with respect to items of
international tax relevance, including claiming deductions and credits.
• NEW Schedule K, line 16p (1065) and 16f (1120S). Line 16p and 16f are
added for foreign taxes paid or accrued with respect to basis adjustments
and income reconciliation.
• New item D added to Part I of Schedule K-1 (1120S) for use in reporting the
corporation's total number of shares for beginning and end of year.
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IRS Adds Clarification to 1065 SE Instructions
• IRS has added language to the 1065 instructions regarding selfemployment tax for limited partners.
• “However, whether a partner (including a member of an LLC treated as a
partnership for federal income tax purposes) qualifies as a limited partner
for purposes of self-employment tax depends upon whether the partner
meets the definition of a limited partner under section 1402(a)(13);
whether a partner is a limited partner under state limited partnership law
is not determinative. Relevant to this determination is whether the partner
merely invested in the partnership and is not actively participating in the
partnership’s business operations; a partner who is performing services for
a partnership in their capacity as a partner and that is, based on the facts
and circumstances, acting in the manner of a self-employed person is not a
limited partner for self-employment tax purposes. See Renkemeyer,
Campbell & Weaver, LLP v. Commissioner, 136 T.C. 137, 150 (2011) .”
• Also see Castigliola, Vincent J., et al. v. Commissioner on the same point.
153

Clients Should Check Decennial Report Status
• PA requires a decennial (every 10 year) report to be filed with the
Department of State if no filings have been made in that period.
• Corporations generally do not have to file as the Department of Revenue
sends them the corporate officer report filed with the corporate return
(REV-1605).
• All other entity types may need to file including charities, limited liability
companies (including single-member LLC), limited partnerships, etc. There
is a similar form for insignias and marks.
• There is a fee of $70.
• https://www.dos.pa.gov/BusinessCharities/Business/Resources/Pages/Dec
ennial-Filing.aspx
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Decennial Reports (cont.)
• If the association fails to file the Decennial Report by 12/31/2021, it
will no longer have exclusive use of its name. The association will
continue to exist but the name will be available to any other business.
• There are lists online at the Department of State website of the
associations who must file in PDF form.
• There was a postcard sent to entities in February 2021 regarding this.
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Payment P.O. Boxes Closing in 2022
• IRS is closing several individual payment P.O. boxes (or Lockbox addresses)
in the San Francisco, CA, and Hartford, CT areas beginning Jan. 1, 2022.
• Payments are currently being forwarded to Louisville, Ky., and Cincinnati,
Ohio, through Dec. 31, 2021. However, payments mailed to these closed
payment locations after Jan. 1, 2022, will be returned to sender.
• To help ensure timely receipt, IRS encourages you to avoid mailing to these
closing addresses as there could be mail delays. Please check Where to File
on irs.gov for active addresses, before mailing your payments. If you
receive an IRS payment letter, send your payment to the address located in
the letter.
• See Publication 3891, Lockbox Addresses for 2021, for more information
• https://www.irs.gov/filing/closing-of-po-box-addresses-could-affect-yourclients
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Paper W-12 Address Change/PTIN Fee
• If you file for your PTIN on paper, the updated Form W-12 has a new
address. Since it already takes 4-6 weeks using paper, you wouldn’t
want to count on it having to be forwarded.
• W-12 Instructions
• The PTIN fee for 2021 is $35.95.
• PTINs need to be obtained/renewed prior to preparing 2021 returns.
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W-4 P Now Split to W-4P and NEW W-4R
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W-4R Similar to Old W-4P
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Bills to Keep an Eye On
• H.R. 4214, The Tax Deadline Simplification Act – simplifies the quarterly installments for
estimated income tax payments by individuals – the second quarter due date would
change from June 15 to July 15, and the third quarter from September 15 to October 15
to have all quarterly payments due 15 days after the end of the quarter.
• Taxpayer Protection and Preparer Proficiency Act, a bill sponsored by
Representatives Jimmy Panetta (D-CA) and Tom Rice (R-SC). Key measures in
the bill include the following:
• Gives Treasury authority to regulate paid tax return preparers.
• Clarifies that the authority being provided is to reinstitute the IRS’s 2011 paid preparer
regulatory program.
• Gives the IRS authority to revoke an incompetent or fraudulent preparer's Preparer Tax
Identification Number (PTIN).
• Clarifies that certain non-signing preparers – those persons who prepare returns under
the supervision of an attorney, CPA or enrolled agent– are not required to obtain a PTIN.
• Requires a GAO study on the sharing of information between the Treasury Department
and State authorities regarding PTINs issued to paid return preparers and preparer
minimum standards.
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Working With Clients and IRS
• Be sure to ask for Letters 1444-C/6475 and 6419
• Consider offering a Tax Notice Service fee or Audit Protection fee to
your invoices
• Consider either having client apply for online account or obtain Form
2848 or 8821 for either every client or selected complex clients (for
example, clients who make estimated payments)
• IRS will be requiring individuals to use ID.ME in the future (rather
than the online account). Be prepared for glitches.
• Add language to engagement letter regarding cutoffs for (all)
information and extension requests. Do NOT file extensions without
client permission.
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Links to Further Information
• Year-End Materials: http://tiny.cc/2021YE
• Main IRS Page on EIP: https://www.irs.gov/coronavirus/economicimpact-payments
• https://www.cnet.com/personal-finance/third-stimulus-calculatorestimate-your-payment-while-you-wait/
• https://www.taxpayeradvocate.irs.gov/news/nta-blog-update-onoffset-of-recovery-rebate-credits-the-irs-has-agreed-to-exercise-itsdiscretion-to-stop-offsets-of-federal-tax-debts/
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More Information
• https://www.cnet.com/personal-finance/new-irs-letter-tax-audit-orchild-tax-credit-confirmation-what-to-know-why-to-keep-an-eye-onthe-mail/
• https://www.cnet.com/personal-finance/child-tax-credit-starts-july15-will-you-get-300-per-kid-each-month/
• https://www.cbpp.org/blog/rescue-plans-premium-tax-creditimprovements-help-now-and-at-next-tax-filing
• https://www.cms.gov/newsroom/fact-sheets/american-rescue-planand-marketplace
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More Information
• EIP 1 FAQ https://www.irs.gov/coronavirus/economic-impact-paymentinformation-center
• EIP 2 FAQ https://www.irs.gov/coronavirus/second-eip-faqs
• EIP 3 FAQ https://www.irs.gov/newsroom/questions-and-answers-aboutthe-third-economic-impact-payment
• Recovery Rebate FAQ https://www.irs.gov/newsroom/recovery-rebatecredit-frequently-asked-questions
• Get My Payment FAQ https://www.irs.gov/coronavirus/get-my-paymentfrequently-asked-questions
• https://www.consumerfinance.gov/about-us/blog/guide-covid-19economic-stimulus-checks/
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Section 139
• https://www.irs.gov/newsroom/covid-19-related-employee-retentioncredits-special-issues-for-employees-income-and-deduction-faqs
• https://www.bipc.com/covid-19-section-139-employer-provided-tax-freedisaster-relief-benefits
• https://www.wilaw.com/tax-wealth-advisor-alert-irc-section-139-howemployers-can-make-tax-free-payments-to-employees-for-covid-19expenses/
• https://www.forbes.com/sites/anthonynitti/2020/03/23/little-known-taxlaw-allows-employers-to-make-tax-free-payments-to-employees-to-covercovid-19-expenses
• https://www.taxnotes.com/research/federal/irs-guidance/revenuerulings/irs-issues-guidance-on-taxation-of-disasterpayments/dkt7?h=2003-12
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Questions?
• Questions? followup@speakingoftaxes.net
• Be sure to sign up for the PSTAP email discussion list (listserv) if you are a
member. To sign up, send an email to pstap-on@mail-list.com with your
PSTAP ID number (if known). You can switch to daily digest to receive only
once per day if you prefer.
• Mary Lew Kehm’s Upcoming Speaking Engagements
http://www.speakingoftaxes.net/
• Like us on Facebook https://www.facebook.com/speakingoftaxes/
• PSTAP Website www.pstap.org
• Thank you for attending. Please tell your colleagues about our
presentations.
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