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 $1,400 per taxpayer ($2,800 in the case of a joint return), plus $1,400 per 
dependent

 Dependents are defined by IRC § 152, which means the rebate was paid 
for any legal dependent, and not just children under the age of 17.
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Income Phase-out is more compressed, so fewer clients received 
payments. 
 $150,000 - $160,000, MFJ
 $75,000 - $80,000 – Singles
 $112,500 - $120,000, (H of H)

Income Cliff…
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On 2020 returns, parents with alternative custody arrangements were 
often each allowed to receive a payment for the same child. 
 The parent who claimed the child as a dependent in 2019 

received the credit, and 
 the parent who claimed that child in 2020 received a credit.
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Congress was aware of this issue and instructed Treasury to write 
guidance 
To date, IRS has not issued any applicable guidance.
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For 2021 only, “qualifying child” includes children under 18 (up from 
17), 

Child tax credit is expanded from $2,000 to up to $3,000 per child 
and up to $3,600 for children under six (up from $2,000).

Two income phase-outs. 
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The increased amounts are phased out by $50 for each $1,000 of 
modified AGI over the threshold amount, 
 $150,000 for MFJ, QW 
 $112,500 for HOH, and 
 $75,000 for all other taxpayers.

The $2,000 portion of the credit continues to phase out using 
the thresholds of $400,000 for MFJ and $200,000 for other 
taxpayers.
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Entire credit (not $1,400) is refundable in 2021.
Must have a principal place of residence in the U.S. for more than 

one-half of the year or be a resident of Puerto Rico.
No “earned income” requirement for low-income households.
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Calculated based upon 2020 return. If not on file, based upon 2019 
return.

 For those eligible for the entire amount of the enhanced 
credit, the monthly payment is $300 per child aged 5 or 
younger and $250 per child ages 6-17. 

 For those fully eligible for only the pre-ARPA credit amount 
$(2,000), the advance monthly payment is $167 per child. 

 Payment Dates: July 15, Aug. 13, Sept. 15, Oct. 15, Nov. 15 
and Dec. 15.

Could un-enroll through portal
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Child Tax Credit – Reconciliation



In January of 2022, IRS will provide taxpayers with Letter 6419 showing the 
advance payments they received. 

Taxpayers (?) will then reconcile their advance payments with their eligible 
credits on their 2021 return. 

The credit will be reduced, but not below zero, by the payments received 
throughout the year. 

Taxpayers with income above a certain income threshold must generally 
repay any excess advances as a tax. 
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Repayment is reduced or eliminated according to a “safe harbor” 
formula for taxpayers whose income does not exceed 200 percent 
of the following applicable income thresholds:
 $60,000 for joint returns or surviving spouses
 $50,000 for heads of household
 $40,000 for single taxpayers

Individuals with MAGI at or below these levels will have full 
repayment protection - however, they may still have to 
pay back some of the advance
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“Full repayment protection amount” equals $2,000, multiplied by:
 The number of qualifying children the IRS took into account in 

determining the advance child tax credit payments, minus
 The number of qualifying children properly taken into account in 

determining the allowed Child Tax Credit amount on your 2021 tax 
return.
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 Tom and Jerri filed a joint return in 2020 and properly claimed the 
child tax credit for three qualifying children. 

 The IRS calculated the advance credit based upon these three 
children. 

 When they file their 2021 return, Tom and Jerri have $75,000 MAGI 
and only one qualifying child. 

 Tom and Jerri have two excess qualifying children. 
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 Full repayment protection for Tom and Jerri would be $4,000 
($2,000/child). 
 Their income, however, is more than $60,000. Based upon their 

income, Tom and Jerri are 25% percent into the phase-out range 
for the repayment protection. 

 As such, their repayment protection amount is reduced by 25% to 
$3,000. 
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 They received $300/month ($1,800) for one of the children and 
$250/month for the other child ($1,500), for a total of $3,300 
advance payments for children that were not their qualifying 
children in 2021. 

 When they file their return, they will owe $300 as a repayment, after 
subtracting their $3,000 repayment protection.

 Had they made $120,000 or more in 2021, they would have owed 
the entire $3,300 as an additional tax.
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Parents who alternate claiming a child for the child tax credit will 
face a potential advance child tax credit repayment if 2021 is not 
their year to claim the child. 

 The parent entitled to claim the child in 2021 will be able to claim 
the full amount of the child tax credit for their child on the 2021 tax 
return, even if the other parent received the advance child tax 
credit payments. 

 The other parent should have unenrolled from receiving the 
advance payments, but their decision will not affect the other 
parent’s ability to claim credit. 
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Carbon Credit Update
Chapter 8, p. 199



Tax Reporting
A farmer receiving money or other property for the creation or sale of carbon 
credits has an accession to wealth that is taxable income. 
The activities required under these programs generally occur on crop ground that is 
farmed by an operator. 
Because the person creating the credits must generally make changes to farming 
practices or land use, it is usually the operator who has control of these activities 
and it is usually the operator that is entering into the contract. 
If the operator is a farm tenant, the company offering the contract will require an 
assignment of rights from the landlord.
The activities required to create the carbon credits or carbon offsets may generally 
be considered conducted in the trade or business of farming.
A farmer is not an investor, but an active participant in the creation of the credits 
that are sold. The credits are created for the purpose of selling them in the trade or 
business.
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Tax Reporting
Keeping these principals in mind, income received in exchange 
for the creation of carbon credits by a farmer should be ordinary 
income to the farmer. 

Gross receipts received under the contract should be included in 
the farmer’s income for the year in which they are actually or 
constructively received. 

Costs associated with the contract, such as verification costs or a 
service fee to an aggregator, should be reported as expenses in 
the year paid. The net income is earnings for self-employment tax 
purposes. 
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Ex. 8.1 – Carbon Credit Contract
• GH Gass, a cash-basis farmer, enrolled 500 acres of no-till 

cropland in a carbon-credit program for a five-year period. 

• Gass receives a 50% payment in year one, a 20% payment in 
year two, and a 10% payment in years three through five for the 
credits the carbon market entity sells.  

• Gass was responsible to pay a verifier before the first payment. 
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Ex. 8.1 – Carbon Credit Contract

Under these facts, 
 Gass reports his income, in the year it is received, on line 8 (other 

income) of his Schedule F. 
 He reports the amount he paid to the verifier on line 32 (other 

expenses) of Schedule F for this year in which he made the payment. 
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Barry and Michael 
will have the answers!


