FLEXLIFEFI - FLF TAX COURSE - EPISODE 7

CREDIT IT

Tax Credits, Refunds, and the Year-Round System That Claims Them - The Taxes You Control
Finale

“A deduction trims what gets taxed. A credit pays the bill - dollar for dollar.”

A PREMIUM LESSON - CHARTS - REAL EXAMPLES - ACTION STEPS - GLOSSARY
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Compute the difference between a $1,000 deduction and a $1,000 credit at every 2026 bracket, and explain why
credits land after tax is calculated.

Distinguish refundable from nonrefundable credits and explain why filing a return matters even when you owe zero.

Claim the 2026 household credit stack with exact verified amounts: Child Tax Credit $2,200, EITC up to $8,231,
education credits, Saver's Credit, and the new 50% child and dependent care rate - plus know which credits expired
for 2026.

Run the year-round system: the four estimated-tax dates, the 90/100/110 percent safe harbors, and the IRS record-
retention clock.

Read real IRS audit odds from the FY 2025 Data Book, build a documentation folder that survives a mail exam, and
vet a credentialed tax professional.

A Dollar Saved vs. a Dollar Deducted

Episode 7 opens where the whole series has been heading: the refund envelope on the kitchen table. Most of that
number does not come from over-withholding. It comes from credits. A deduction reduces the income that gets
taxed, so it is only worth your marginal rate - the top jar on the staircase you built in Episode 4. A credit skips the
staircase entirely and subtracts from the tax itself, dollar for dollar. One thousand dollars of deduction in the 12%
bracket saves you $120. One thousand dollars of credit saves you $1,000 - more than eight times as much at the
lowest 2026 bracket.

The order of operations is why. First the 2026 standard deduction comes off your income ($16,100 single, $24,150
head of household, $32,200 married filing jointly, per Rev. Proc. 2025-32). Then any above-the-line deductions.
What is left climbs the seven-rate staircase - 10%, 12%, 22%, 24%, 32%, 35%, 37% - and produces a tax bill.
Only then do credits arrive: nonrefundable credits pull the bill toward zero, and refundable credits keep going past
zero into refund territory. Deductions work at the bottom of the machine on fractional dollars; credits work at the top

on whole ones.

In my own founder filing system, the deduction folder and the credit folder are literally different colors, because they
answer different questions. Deductions ask: what did it cost me to earn this income? Credits ask: what has
Congress decided to pay people to do - raise kids, work at modest wages, study, save for retirement, adopt? If you

only remember one line from this course, make it the episode's: a dollar saved beats a dollar deducted.

THE SAME $1,000, FOUR WAYS (ILLUSTRATIVE)

One taxpayer finds a legitimate $1,000 deduction; another qualifies for a $1,000 credit. Here is what each is worth at 2026 rates.

$1,000 deduction at the 12% bracket $120 saved
$1,000 deduction at the 22% bracket $220 saved
$1,000 deduction at the 24% bracket $240 saved
$1,000 credit at any bracket $1,000 saved
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Refundable vs. Nonrefundable: Why You File Even at
Zero

There are two species of credit. A nonrefundable credit can push your tax bill to zero, but never below it - any
excess simply evaporates. A refundable credit keeps going: once your bill hits zero, the IRS sends you the
remainder as a refund. The refundable family includes the Earned Income Tax Credit, the additional (refundable)
portion of the Child Tax Credit, up to $1,000 of the American Opportunity Tax Credit, up to $5,120 of the adoption
credit in 2026, and the Premium Tax Credit. This is the machinery that lets a working family receive more from the
IRS in April than was withheld all year.

The catch is procedural, not mathematical: refundable credits are claimed only on a filed return. The IRS itself
estimates that about one in five EITC-eligible taxpayers do not claim the credit - for tax year 2024 the average EITC
was $2,916, with 23.5 million workers and families sharing about $68.5 billion. The most common reason for missing
it is simply not filing, usually because income was low enough that no return was required. No return, no refund. The
money stays in Washington.

So the finale's standing order is this: if you have earned income and qualifying kids - or you qualify for any

refundable credit - you file, even in a year you owe nothing. Filing is not a bill. Filing is the claim form.

A $1,500 CREDIT AGAINST AN $800 BILL (ILLUSTRATIVE)

Same taxpayer, same $800 tax bill, same $1,500 credit - run once as nonrefundable and once as refundable.

Tax before credits $800

Nonrefundable $1,500 credit: tax $0 (remaining $700 is lost)

Refundable $1,500 credit: tax $0 plus a $700 refund

Difference between the two outcomes $700

— Whether the leftover $700 vanishes or arrives as a check depends entirely on which species of credit it is - and on
whether you filed.

v~ File even when you owe zero. Refundable credits like the EITC and the additional Child Tax Credit are paid only to people
who submit a return.

The 2026 Household Credit Stack - Exact Numbers

Here is the stack with 2026 amounts verified against Rev. Proc. 2025-32 and the 2026 Form 1040-ES. Child Tax
Credit: $2,200 per qualifying child under 17, of which up to $1,700 per child is refundable; it starts phasing out
above $200,000 of income ($400,000 married filing jointly), and the child now needs a work-valid Social Security
number issued before the return's due date. EITC: maximum $664 with no children, $4,427 with one, $7,316 with
two, $8,231 with three or more; the credit disappears entirely at $70,244 of income for joint filers with three or more
kids, and no EITC is allowed if investment income tops $12,200. Education: the American Opportunity Tax Credit
pays 100% of the first $2,000 of qualified expenses plus 25% of the next $2,000 - up to $2,500 per student for four
tax years, 40% refundable up to $1,000 - while the Lifetime Learning Credit offers up to $2,000 per return,
nonrefundable, for any year of postsecondary study; starting in 2026 both require valid SSNs, and the AOTC
requires the school's EIN on Form 8863.

Two more workhorses: the Saver's Credit pays 50%, 20% or 10% of the first $2,000 you put into a 401(k) or IRA

NV ATalaNTaYTa!

FlexLifeFl - flexlifefi.com We didn't wait for retirement to start living.



The Year-Round System: Quarterlies, Safe Harbors, and
the Folder

Credits are claimed in April, but they are earned - and documented - all year. If you expect to owe at least $1,000
beyond your withholding (side income, freelance, the business income this adult track keeps returning to), the IRS
wants estimated payments four times a year. For 2026 the dates are April 15, June 15, and September 15, 2026,
and January 15, 2027 - and you may skip the January payment if you file your full 2026 return and pay the balance
by February 1, 2027. A mailed payment counts by its postmark; online, your IRS account at IRS.gov shows every
payment and five years of history.

You never have to guess the amount, because the safe harbors convert uncertainty into arithmetic. You avoid an
underpayment penalty if your withholding plus estimates reach 90% of this year's tax or 100% of last year's tax,
whichever is smaller - and if your prior-year adjusted gross income topped $150,000 ($75,000 married filing
separately), the prior-year target becomes 110%. Income that arrives unevenly can use the annualized installment
method on Form 2210, Schedule Al. Miss the harbors and the underpayment charge runs at the IRS interest rate -
7% for the quarter beginning July 1, 2026, adjusted quarterly.

The paper side is the founder's folder ritual from the episode's closing shot: every kid's SSN, every 1098-T, every
childcare receipt with the provider's EIN, every retirement contribution, filed the week it happens. Keep returns and
support for three years as a baseline; six years if you ever under-report gross income by more than 25%; seven
years for worthless-security or bad-debt claims; four years for employment tax records; and forever if a year went
unfiled. Records for property last until the limitations period expires for the year you dispose of it. The folder is not

bureaucracy - it is next April's refund, pre-assembled.

THE SAFE-HARBOR AUTOPILOT (ILLUSTRATIVE)

A freelance designer's 2025 return showed $9,200 of total tax on an AGI under $150,000. Her 2026 income is growing and
unpredictable. She wants zero penalty exposure without forecasting.

2025 total tax (prior-year safe harbor base) $9,200

Required annual payment (100% of prior year) $9,200
Each quarterly payment ($9,200 / 4) $2,300
Due dates Apr 15, Jun 15, Sep 15, 2026; Jan 15, 2027
If prior-year AGI had exceeded $150,000 110% = $10,120, or $2,530 per quarter

— Four known checks buy a penalty-free year no matter how good 2026 turns out; any extra tax is simply settled,
without penalty, at filing.

v~ Withholding counts toward the safe harbor too. A W-2 spouse raising withholding late in the year can cure a shortfall,
because withholding is treated as paid evenly across the year.

Audit Odds, Documentation, and Your Professional

Fear of the audit keeps people from claiming credits they have earned, so look at the verified numbers. In the FY
2025 IRS Data Book, tax year 2021 individual returns - the most recent year outside the normal three-year statute -
show 0.3% examined overall. Between $25,000 and $500,000 of total positive income, coverage runs about 0.2%; it
climbs to 0.9% at $1 million to $5 million and 6.6% at $10 million or more. Returns claiming the EITC were
examined at 0.7% - roughly twice the average, and almost always by mail, which is why the folder from the last
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THE NUMBERS, VISUALIZED

What $1,000 Saves You in 2026: Deduction vs. Credit, by Bracket

@ $1,000 deduction @ $1,000 credit

10% 12% 22% 24% 32% 35% 37%
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A deduction is worth only your marginal rate; a credit is worth face value at every 2026 bracket. Even a top-bracket filer gets $370 from
a $1,000 deduction versus $1,000 from the same-size credit.
Source: Rev. Proc. 2025-32 (2026 tax rate tables under IRC Section 1) - Internal Revenue Service (2025) - https://www.irs.gov/pub/irs-drop/rp-25-32.pdf

Odds of an IRS Exam: Tax Year 2021 Individual Returns by Total Positive Income
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Tax year 2021 is the most recent year outside the normal 3-year statute of limitations. Middle-income coverage is about 2 in 1,000;
returns claiming the EITC were examined at 0.7%, which is why credit documentation matters most at modest incomes.

Source: IRS Data Book, Fiscal Year 2025 (Publication 55-B), Table 3-1 - Internal Revenue Service (2026) - https://www.irs.gov/pub/irs-soi/25db-3-01-ex.xIsx
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The Envelope Machine

7

Six hundred dollars? Where did this
even come from?

Warm sunlit kitchen, morning. Maria, an adult freelance
designer in a denim shirt, stands at the counter holding an
opened envelope and a refund check, eyebrows raised.
Ledger, a friendly mid-30s accountant with wire-rim glasses,
navy cardigan, and a gold calculator tie-clip, leans at the
counter's end with a forest-green ledger book. Decorative
line patterns only, no readable text anywhere.

Not magic. Credits. Let me show
you the machine.

1. Most refunds are not returned withholding. They are credits -

claimed on purpose.

A deduction trims the base. A credit
pays the bill.

Ledger's tidy home office, bookshelves and a standing desk.
Ledger holds out both palms like a balance scale, left hand
low and light, right hand sinking under an invisible weight.
Maria watches from a chair, arms crossed, half-convinced.

Decorative papers face away from camera, no readable text.

So one thousand off tax beats one
thousand off income.

2. A deduction works at your marginal rate. A credit works at face

value.

(Four dates, one folder, every receipt.)

Maria's small home studio, drafting table pushed against the
window. Maria pins four evenly spaced markers along a wall
calendar's year strip and drops a receipt into a fat green
folder. Ledger stands beside the corkboard, tapping the
fourth marker approvingly. Calendar and papers show only
decorative line patterns, no readable text.

That folder is next April's refund,
filed early.

3. Four estimate dates, one evidence folder, fifteen minutes a month -
the whole year-round system.
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Filed in twenty minutes. Nothing
missing.

The same warm kitchen, next spring, afternoon light. Maria
slides a completed folder across the counter to Ledger, both
relaxed, two mugs steaming. A fresh envelope stands
propped against the fruit bowl. Decorative patterns only, no
readable text.

The system did the work. You just
kept it running.

4. The finale's lesson: the refund was never luck. It was a system, run
all year.

We didn't wait for retirement to start living.




Build Your Year-Round Tax Calendar

Time: 45-60 minutes, once - then 15 minutes a month - You need: Wall or phone calendar - One folder (paper or digital) labeled with the
tax year - Last year's Form 1040 (find the total tax line) - Current pay stubs and any 1099 or side-income records - The IRS estimated-
tax dates: Apr 15, Jun 15, Sep 15, 2026 and Jan 15, 2027

1. Mark the four estimated-tax dates on the calendar, plus filing day in April 2027. If you expect to owe less than $1,000
beyond withholding, the dates are just checkpoints - mark them anyway.

2. Open last year's return, find total tax, and divide by 4. That is your prior-year safe-harbor quarterly payment (multiply the
annual figure by 1.10 first if last year's AGI topped $150,000).

3. Label the evidence folder and seed it now: each child's SSN card location, childcare receipts with the provider's EIN,
Form 1098-T plus the school's EIN, retirement contribution confirmations, and any adoption or education records.

4. Set a repeating 15-minute monthly money date: drop the month's receipts in the folder, log side income, and glance at
year-to-date withholding in your IRS online account.

5. After any job change, raise, or big freelance month, run the IRS Tax Withholding Estimator and adjust your W-4 or your
next quarterly payment the same week.

6. In October, book a session with a credentialed preparer (CPA, EA, or attorney - check the IRS directory) if the year
added a business, a house, a child, or a state move.

Check yourself

You are in the 22% bracket. What is a $1,000 deduction worth, and what is a $1,000 credit worth?
The deduction saves $220 (its value depends on your marginal rate). The credit saves the full $1,000, because credits
subtract after tax is computed.

Your tax before credits is $800 and you qualify for a $1,500 credit. What happens if the credit is nonrefundable versus
refundable?

Nonrefundable: tax drops to $0 and the remaining $700 is lost. Refundable: tax drops to $0 and the IRS refunds the $700 -
but only if you file a return.

Your 2025 AGI was $180,000. What percentage of your 2025 tax must your 2026 withholding plus estimates reach to
lock the prior-year safe harbor?

110% (because prior-year AGI exceeded $150,000). Otherwise the safe harbor is the smaller of 90% of the current year's tax
or 100% of the prior year's.

How long must you keep tax records if you under-reported more than 25% of your gross income, and what is the
everyday baseline?

Six years in the over-25% omission case; the everyday baseline is three years. Worthless-security or bad-debt claims stretch
to seven, employment tax records to four, and an unfiled or fraudulent year has no limit.
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Tax credit
An amount subtracted directly from your tax bill after it is

computed - worth face value at every bracket.

Tax deduction
An amount subtracted from income before tax is computed -

worth only your marginal rate.

Refundable credit
A credit that can push your tax below zero, with the excess paid to

you as a refund (EITC, additional CTC, part of the AOTC).

Nonrefundable credit
A credit that can reduce your tax to zero but no further; any

unused amount is generally lost for the year.

Child Tax Credit (CTC)

For 2026, up to $2,200 per qualifying child under 17 - up to $1,700
of it refundable - phasing out above $200,000 of income ($400,000
filing jointly).

Earned Income Tax Credit (EITC)
A refundable credit for workers with low-to-moderate income;

2026 maximums run from $664 (no children) to $8,231 (three or
more).

American Opportunity Tax Credit (AOTC)
Up to $2,500 per student per year for the first four years of

college; 40% (up to $1,000) is refundable. From 2026 it requires
the student's SSN and the school's EIN.

Saver's Credit
10%, 20% or 50% of the first $2,000 you contribute to a
retirement account ($4,000 joint), up to $1,000 per person, for

incomes under the annual limits ($80,500 joint for 2026).

Marginal rate

The rate on your last dollar of taxable income - one of 10, 12, 22,
24, 32, 35, or 37 percent in 2026 - and the value of each deduction
dollar.

Estimated tax

Quarterly prepayments (Form 1040-ES) on income with no
withholding; generally required if you expect to owe $1,000 or
more at filing.

Safe harbor
Prepayment targets that block the underpayment penalty: 90% of

this year's tax, or 100% of last year's (110% if prior-year AGI
topped $150,000).

Period of limitations

The IRS clock for a tax year - normally 3 years, 6 if income was
under-reported by more than 25%, unlimited for fraud or an unfiled
return - and the schedule your record-keeping follows.

o TAX_EPOQ7 'CREDIT IT - Tax Credits And Why A Dollar Saved Beats A Dollar Deducted', adult script v1 FINAL (house canon mapped to video
TAX_EP07_ADULT_BUSINESS_EXPANDED_v3_1080p.mp4; the adult-tier EP13-24 book slots are a separate later series - the 7th book, EP19
BUSINESS IT, does not map to this video) — FlexLifeFi / CashQuest vault (2026).
file:///Users/jonathanwildy/Desktop/CashQuest_Backup_Vault/_FINAL/_LEGACY_ARCHITECTURES/tax_INS_FLF_scripts/TAX_EP07_SCRIPT_v1_FINAL_2026

05-06.md

o Adult Tier TAX EP13-24 PDF Books Manifest (mapping verification source) — FlexLifeFi / CashQuest vault (2026).
file:///Users/jonathanwildy/Desktop/CashQuest_Backup_Vault/_FINAL/adult_tier TAX_EP13_24_2026-05-

11/_ADULT_PDF_BOOKS_MANIFEST.md

« Rev. Proc. 2025-32: tax year 2026 inflation adjustments (rate tables; CTC $2,200 / refundable $1,700; EITC table incl. $8,231 max and $12,200
investment-income limit; adoption credit $17,670 / $5,120 refundable; standard deduction) — Internal Revenue Service (2025).

https://www.irs.gov/pub/irs-drop/rp-25-32.pdf

« IRS releases tax inflation adjustments for tax year 2026, including amendments from the One, Big, Beautiful Bill — Internal Revenue Service

(2025). https://www.irs.gov/newsroom/irs-releases-tax-inflation-adjustments-for-tax-year-2026-including-amendments-from-the-one-big-

beautiful-bill

« Form 1040-ES (2026), Estimated Tax for Individuals (payment due dates; $1,000 threshold; 90/100/110 safe harbors; expired credits list; CDCC
50% rate; SSN/EIN rules; ACTC $1,700; Feb 1, 2027 skip rule) — Internal Revenue Service (2026). https://www.irs.gov/pub/irs-pdf/f1040es.pdf

« Estimated taxes (who must pay; safe harbor summary) — Internal Revenue Service (2026). https://www.irs.gov/businesses/small-businesses-self-

FlexLifeFl - flexlifefi.com

We didn't wait for retirement to start living.




