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The American Rescue Plan Act Of 2021 
 
There’s a lot of stuff in the $1.9 trillion bill, but the items of most potential interests to my 
clients is the 2021 Recovery Rebates (a.k.a the Stimulus Checks) and some other interesting 
items.  A key point (discussed more on page 6 below) is that if your AGI was lower in 2020 
than 2019 and qualified you for a stimulus check, it is best to go ahead and file as soon as you 
can. 
 
Here’s a good summary of that part of the bill (from Michael Kitces): 
 

2021 Recovery Rebates (Stimulus ‘Checks’) 
The ‘Base Amount’ (not an official term) of a taxpayer’s 2021 Recovery Rebate, as authorized 
by the American Rescue Plan, is calculated by multiplying $1,400 times the total number of 
eligible individuals, which includes not just taxpayers themselves but also any dependents of the 
taxpayer. 

Example 1: Sue and Reed are a married couple who file a joint income tax return. 
They have a 20-year-old son in college, and a 15-year-old daughter in high school, 
both of whom are dependents. 

Accordingly, the ‘Base Amount’ of Sue and Reed 2021 Recovery Rebate is 4 × $1,400 
= $5,600. 

The criteria to determine the number of individuals eligible for the rebate is one of the key 
differences between the 2021 Recovery Rebate and its 2020 predecessors, as the ‘Base Amount’ 
for both of last year’s 2020 Recovery Rebates (under both the CARES Act and the Consolidated 
Appropriations Act) was calculated using only the number of taxpayers and the taxpayer’s 
children for whom a Child Tax Credit could be claimed. 

Accordingly, for the 2020 Recovery Rebates, only taxpayers and their children under 17 (a 
requirement to be able to claim the Trial Tax Credit in 2020) were considered when calculating 
the amount of the taxpayer’s 2020 Recovery Rebates. 

The decision to ‘swap’ “children for whom a Child Tax Credit can be claimed” with 
“dependents” for inclusion as an eligible individual in the American Rescue Plan creates a 
Recovery Rebate formula that is significantly more inclusive. 

In particular, the change is a big ‘win’ for parents with older dependent children (age 16 and 
older), such as those who are in their final years of high school or in college. 
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Additionally, taxpayers who claim elderly and/or infirm family members as dependents will also 
benefit from the revised criteria for Recovery Rebate eligibility. 

Example 2: Breanna is a single taxpayer. She lives with her four-year-old son and 
her 75-year-old mother, both of whom she claims as dependents. 

Accordingly, the ‘Base Amount’ of Breanna’s 2021 Recovery Rebate is 3 × $1,400 = 
$4,200. 

NEW (FASTER) INCOME PHASEOUTS FOR 2021 RECOVERY 
REBATE STIMULUS CHECKS 
While the inclusion of all dependents in the calculation of the Base Amount of the 2021 
Recovery Rebate will come as welcome news to many clients, another change from how the 
2020 Recovery Rebates were calculated is likely to be received much less favorably by others. 
More specifically, taxpayers will see their base 2021 Recovery Rebate phased out much more 
quickly under the American Rescue Plan than they did for their 2020 Recovery Rebates 
authorized under the CARES Act and the Consolidated Appropriations Act. 

Under both the CARES Act and the Consolidated Appropriations Act last year, a taxpayer’s base 
Recovery Rebate was reduced by $5 for every $100 they were over their applicable threshold. 
Accordingly, the phaseouts of the Recovery Rebates authorized by those laws were gradual. And 
the bigger a taxpayer’s base Recovery Rebate was (because, for instance, they had more 
qualifying children), the greater the amount of income it took to completely phase them out of 
receiving a Recovery Rebate (because the larger base amount meant there were more $5 
increments to be lost before it was reduced to $0). 

By contrast, the Recovery Rebates authorized by the American Rescue Plan are completely 
phased out over extremely narrow, uniform-by-filing-status phaseout ranges. In other words, 
taxpayers with the same filing status have the same phaseout range, regardless of the size of their 
base Recovery Rebate. 

Those phaseout ranges are as follows: 

• Single Filers and Married Filing Separate: $75,000 – $80,000 
• Head of Household: $112,500 – $120,000 
• Married Filing Joint: $150,000 – $160,000 

Example 3: Recall Sue and Reed from Example 1, who are filing a joint income tax 
return claiming two dependents, and who have a 2021 base Recovery Rebate of 4 × 
$1,400 = $5,600. 
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If Sue and Reed have Adjusted Gross Income (AGI) of less than $150,000, they will be 
entitled to the full base Recovery Rebate amount of $5,600. 

If, on the other hand, they have an AGI of $160,000 or more, they will be completely 
phased out of receiving any 2021 Recovery Rebate. And of course, if their income 
falls between $150,000 and $160,000, their base Recovery Rebate will be phased out 
proportionally. 

Since Sue and Reed have an AGI of $156,000, which is ($156,000 – $150,000) ÷ 
($160,000 – $150,000) = 60% through the phaseout range, they will lose 60% of their 
base Recovery Rebate. 

Accordingly, they would be entitled to a Recovery Rebate of $5,600 minus ($5,600 × 
60%) = $2,240. 

100%+ MARGINAL TAX RATES VIA RECOVERY REBATE INCOME 
PHASEOUTS 
The extremely narrow, almost cliff-like phaseout ranges created by the American Rescue Plan 
have the potential to produce some pretty unusual, and perhaps unintended, consequences. For 
instance, certain taxpayers may be better off (i.e., they may have more after-tax income) by 
earning less just to have a lower AGI! Or viewed another way, certain taxpayers can actually 
face a marginal tax rate of more than 100% over the phaseout range! 

Example 4: Scott and Hope are married and file a joint return. They have three young 
children (all dependents) and take care of Scott’s parents, who they also claim as 
dependents. 

Accordingly, Scott and Hope have a base Recovery Rebate of 7 × $1,400 = $9,800. 

Now, suppose Scott and Hope have an AGI of $150,000 and claim the standard 
deduction. Prior to the application of any credits (such as the Child Tax Credit), the 
couple would have a 2021 Federal tax bill of $24,497. Since their AGI 
does not exceed the minimum Recovery Rebate phaseout threshold for married filing 
joint taxpayers ($150,000 to $160,000), they would be entitled to their full $9,800 
Recovery Rebate credit, reducing their net tax liability to $18,975 – $9,800 = 
$$9,175. 
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Imagine, however, that right before the end of the year, Scott receives a $10,000 
bonus, such that their AGI jumps from $150,000 to $160,000. Normally, earning 
$10,000 more would be good news. But not here. 

In this situation, the additional $10,000 of income increases Scott and Hope’s tax bill, 
prior to the application of any credits, to $21,175 (an increase of $2,200). 
Accordingly, by virtue of the bonus, Scott and Hope have an additional $10,000 
(Scott’s bonus) – $2,200 (the increase in tax caused by the additional bonus income) 
= $7,800 in net, after-tax dollars. 

Sounds good… until you realize that by jumping from $150,000 of AGI to $160,000 of 
AGI, Scott and Hope’s base Recovery Rebate is fully phased out! That loss of $9,800 
of credits means that, in effect, Scott’s your-end bonus actually cost the couple $9,800 
(the full Recovery Rebate credit with no bonus) – $7,800 (the net after-tax bonus, with 
no Recovery Rebate credit) = $2,000! 

Or viewed another way, the couple earned another $10,000 of income, but their tax 
bill rose from $9,175 to $21,175, which is a $12,000 tax increase, or a marginal tax 
rate of 120% on Scott’s bonus! 

2021 RECOVERY REBATE PAID NOW BASED ON PRIOR YEAR’S 
AGI, BUT STILL A 2021 CREDIT 
Given the changes to the way a taxpayer’s Recovery Rebate is phased out, it is more important 
than ever to understand the mechanics behind the way the Recovery Rebate is paid or potentially 
‘trued up’ on a client’s income tax return at the end of the year. 

Under the American Rescue Plan, there are as many as three ‘checkpoints’ that the IRS will use 
to determine if an individual is entitled to a 2021 Recovery Rebate. 

In some cases, a taxpayer may receive the full amount of the Recovery Rebate at ‘Checkpoint 1’ 
provided their 2019 or 2020 tax return is filed, and their AGI is equal to or less than the phaseout 
threshold, thereby essentially rendering the additional ‘Checkpoints’ 2 and 3 meaningless (at 
least for them). 

Others will fail Checkpoint 1 (because their income was above the phaseout threshold on their 
2019 and 2020 tax returns) and have to wait until the Additional Payment Determination Date in 
‘Checkpoint 2’ (explained below), or until after they file their 2021 tax returns ‘Checkpoint 3’ to 
receive some or all of their 2021 Recovery Rebate. Still, others may receive portions of their 
2021 Recovery Rebate at each of the three Checkpoints! And, of course, some high-income 
clients will not receive any Recovery Rebate at any ‘Checkpoint’. 
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‘CHECKPOINT 1’: MOST RECENT AGI ON FILE WITH IRS (WHEN 
THE IRS FIRST PROCESSES 2021 RECOVERY REBATES) 
Like its predecessors, 2021 Recovery Rebates will be paid in advance (e.g., by direct deposit into 
a client’s bank account, through a check or debit card mailed to the client’s address on file with 
the IRS, etc.) based on the most recent AGI information the IRS has on file, which can be 
determined by tax returns filed for 2020 (if already filed) or 2019 (for most taxpayers who have 
not yet filed 2020 returns). This is effectively ‘Checkpoint 1’. 

Given that we’re still relatively early in the 2021 tax filing season, most taxpayers have not yet 
filed their 2020 tax returns. Accordingly, the most recent AGI information that the IRS has on 
file for most clients will be their 2019 AGI. Nevertheless, there will be some early-filing clients 
for whom 2020’s AGI will be the most recent on file (and who, as a result, will jump right to 
‘Checkpoint 3’ after ‘Checkpoint 1’, as explained further below). 

Either way, if the most recent AGI on file with the IRS is equal to or less than the lower limit of 
the client’s phaseout range (e.g., $75,000 for single filers, $150,000 for joint filers), the IRS will 
send the client the full amount of their base Recovery Rebate. Accordingly, such clients need not 
worry about ‘Checkpoint 2’ or ‘Checkpoint 3’! 

For clients with AGI within the phaseout range (who will be paid a ratable portion of their base 
Recovery Rebate) or above the phaseout range (who will receive no Recovery Rebate at this 
time), subsequent checkpoints represent another bite at the Recovery Rebate ‘apple’. 

‘CHECKPOINT 2’: THE ADDITIONAL PAYMENT DETERMINATION 
DATE (FOR THOSE TAXPAYERS WHO HAVE NOT FILED THEIR 
2020 TAX RETURNS YET) 
For many taxpayers who have yet to file their 2020 tax returns, their AGI in 2020 may be 
significantly less than their AGI from 2019 (in no small part due to the pandemic for which the 
American Rescue Plan is supposed to provide relief). This reduction in AGI would potentially 
allow them to receive a (larger) 2021 Recovery Rebate, which will be determined once their 
2020 tax returns have been filed. Accordingly, the American Rescue Plan introduces something 
called the Additional Payment Determination Date. 

In short (and applicable to the majority of taxpayers whose most recent AGI information on file 
with the IRS is still their 2019 AGI), individuals filing their 2020 tax return prior to the 
Additional Payment Determination Date will have their Recovery Rebate amount recalculated 
based on the newly reported 2020 AGI. And if using 2020 AGI produces a higher Recovery 
Rebate compared to the amount initially calculated using 2019’s AGI, the IRS will send 
an additional stimulus ‘check’ to the taxpayer after filing their 2020 return to ‘true up’ the 
difference in the appropriate 2021 Recovery Rebate. 
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Per the American Rescue Plan, the Additional Payment Determination Date is the earlier of: 

• 90 days after the 2020 calendar year filing deadline; or 
• September 1st, 2021 

Ned Note: 

At first glance, the above provision might seem a little odd. After all, doesn’t the IRS know that 
90 days after April 15th, 2021 is earlier than September 1st, 2021? In short, it appears that 
Congress is hedging its bets in case the IRS extends the 2020 calendar year tax filing deadline, as 
it did in 2020 for 2019 income tax returns. Accordingly, if the tax filing deadline does get pushed 
back, as many organizations, including the AICPA, have called for, September 1st, 2021 will 
represent a drop-dead date for the Additional Payment Determination Date. 

Advisors should pay particularly close attention to clients who had temporarily low incomes in 
2020. For instance, some low-earning clients may have been temporarily out of work or had 
hours reduced due to the pandemic that have now been restored. Business-owner clients may 
have seen dramatic decreases in profits for 2020, which are now largely expected to recover for 
2021. 

While October 15th, 2021 remains the extended filing deadline for these individuals to file their 
2020 tax returns, there is a potentially huge incentive to file that tax return much sooner. If 2020 
represented a ‘blip on the radar’ and was indeed an unusually low-income year for a client, it 
may represent the only year with an income low enough for them to qualify for a Recovery 
Rebate Credit. 

If that return is filed by the Additional Payment Determination Date, they will receive a 2021 
Recovery Rebate credit based on that income. If, however, they file their 2020 return after the 
Additional Payment Termination Date, they will forfeit the opportunity to use ‘Checkpoint 2’ 
and 2020’s unusually low income, and instead, will go directly to ‘Checkpoint 3’. 

In other words, for those whose 2020 income was, in fact, lower than their 2019 income, 
allowing them to get a bigger stimulus check, they can either simply file their 2020 tax return 
by the normal (April 15th) deadline or, if an extension is necessary, file within 90 days 
thereafter (or September 1stif later). Don’t wait until the maximum October 15th deadline for 
an extension and risk missing Checkpoint 2 (especially if income will be higher again in 2021, 
as discussed further below). 

‘CHECKPOINT 3’: FILING OF A TAXPAYER’S 2021 TAX RETURN 
While prior years’ (2019 and/or 2020) AGI are being used to determine how large a 2021 
Recovery Rebate a taxpayer should receive in advance, the credit remains a 2021 income tax 
credit. 
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Accordingly, the third and final ‘Checkpoint’ used to determine if an individual will receive a 
2021 Recovery Rebate Credit is the filing of their 2021 income tax return. 

If an individual’s 2021 AGI is lower than the (2019 and/or 2020) AGI(s) used to calculate the 
2021 Recovery Rebate paid to them in advance, and that income is low enough to produce a 
larger 2021 Recovery Rebate credit, the credit (or remaining amount not already received) will 
be applied on their 2021 income tax return. 

Accordingly, such a taxpayer will receive a larger income tax refund or will see the amount 
owed on their 2020 tax return reduced. 
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NO CLAWBACK OF 2021 RECOVERY REBATE CREDIT PAID AT 
ANY ‘CHECKPOINT’ 
One critically important planning consideration is that the ‘Checkpoints’ described above 
represent a one-way opportunity to increase the amount of a taxpayer’s 2021 Recovery Rebate 
Credit. 

Any amounts correctly paid based on the taxpayer’s income on file with the IRS at the time of 
payment can be kept by the taxpayer. There is no clawback on a taxpayer’s 2021 tax return of 
previously paid 2021 Recovery Rebate amounts, even if the taxpayer’s 2021 income is high 
enough to completely phase them out of receiving such credit. Which makes it especially 
important for those with income that was lower in 2020 to ensure they file in time to satisfy 
Checkpoint 2 (by the earlier of 90 days after their tax filing deadline, or September 1st, but not by 
just waiting until the latest possible due date for their extension!). 


