
REFUNDABLE CREDITS



Refundable Tax Credits

•A refundable tax credit is considered a payment made by the taxpayer.

•Refundable credits can reduce the tax liability to zero, pay for other taxes, 
and amounts greater than income tax are paid to the taxpayer as a refund.

• Taxpayers with no income tax liability who are eligible for refundable tax 
credits should file a return even if they are not required to file.

• Jeremy has federal income tax of $2,600.  Jeremy can claim a $2,000 
nonrefundable Child Tax Credit and a $1,500 refundable Earned Income 
Tax Credit.  The total amount of credits Jeremy qualifies for ($3,500) is 
higher than Jeremy’s income tax ($2,600). 

• Jeremy can claim the full amount of the Child Tax Credit, which reduces his 
tax liability.  Jeremy can also claim the full amount of the Earned Income 
Tax Credit, which reduces his tax liability to $0 and pays the remaining 
$900 as a refund.



Additional Child Tax Credit

• Taxpayers who cannot use the maximum nonrefundable Child Tax Credit, may be able 
to claim the refundable Additional Child Tax Credit.

• The Child Tax Credit is worth up to $2,000 per qualifying child as a nonrefundable 
credit.

• The Additional Child Tax Credit has a maximum value of $1,700 per qualifying child.

• Qualifications for the Additional Child Tax Credit and the definition of a qualifying 
child match the qualifications for the Child Tax Credit (covered in Module 6 
Nonrefundable Credits).

• To claim the Additional Child Tax Credit, taxpayers must have more than $2,500 in 
earned income or have three or more qualifying children.

• To claim the credit, use Form 8812.  This form collects information about income, tax 
liability, and the number of eligible children to figure the Child Tax Credit and 
Additional Child Tax Credit.



Earned Income Tax Credit (EITC)

• The EITC is a tax benefit that can serve as a financial supplement for low to 
moderate income taxpayers with earned income, particularly those 
individuals with children. 

• The two main factors when calculating the EITC are income and family size.

• To claim the credit, use Schedule EIC.  This form collects information about 
income and the number of eligible children to figure the amount of the 
credit.

• Filers without qualifying children can claim the credit without Schedule 
EIC and report the credit directly on Form 1040.

We are sometimes so anxious to get this credit for our clients that we fail 
to remember that there has to be EARNED INCOME on the return.



EITC Maximum Credit



How a Taxpayer Qualifies for the EITC

To qualify for the Earned Income Tax Credit, a taxpayer must meet all the following 
criteria:  

• Have earned income in the tax year
• Been a citizen of the U.S. or a resident alien for the entire tax year
• Have a valid Social Security number for yourself, your spouse, and any qualifying 

child by the due date of your 2025 return (including extensions).
• Investment income cannot exceed $11,950.
• The taxpayer cannot use the MFS filing status (unless the taxpayer lived apart from 

their spouse for the last 6 months of the year and they have a qualifying child for 
the credit).

• The taxpayer cannot file Form 2555 – related to foreign income
• If no qualifying children:

• The individual must be at least 25 but under 65
• Can’t be a dependent of another person
• Can’t be a qualifying child of another person
• Must have lived in the United States more than half of the year



Qualifying Child Rules
Relationship

• Your son, daughter, adopted child, stepchild, foster child or a descendant of any 
of the previously stated relationships (e.g., your grandchild).

• Your brother, sister, half brother, half sister, stepbrother, stepsister or a 
descendant of any of them (e.g., a niece or nephew).

Age
• At the end of the filing year, your child was younger than you and under 19.
• At the end of the filing year, your child was younger than you, under 24 and a 

full-time student.
• These children are still eligible for EITC but require additional action in the tax 

software. 
• At the end of the filing year, your child was any age and permanently and totally 

disabled.

Residency
• Your child must have lived with you for more than half of the year.

Joint Return
• The child can’t file a joint return for the year

Dependency is NOT a criteria.



What Qualifies as Earned Income

• Earned Income is income you received from work.

• Income that is generated from interest, rental income,    
investment dividends, unemployment, worker’s 
compensation and pensions do not count as earned 
income.

• The IRS defines the following as earned income:
• Income earned as an employee (Form W-2)
•Net Earnings from operating a business (Form 1099-NEC, 

1099-K, and cash)
• Some Union strike benefits qualify



What Doesn’t Qualify?

The IRS has explicit classifications for unearned income.

This type of income does not involve direct forms of active work or a 
business venture/activity to receive that income.  

 Some examples of these income sources are:

• - Alimony or Child Support
• - Unemployment or Worker’s Compensation
• - Any income that has been received while incarcerated
• - Inheritances
• - Gifts, gambling winnings, and awards
• - Investment Income, such as Dividends or Interest 



Knowledge Check

•David and Daniella Dunn are married and wish to file a joint return.

•David and Daniella earned $58,050 in combined wages, and they sold 
$9,500 worth of telephone company stock they inherited from David's 
mother, Ellen, to help them purchase a larger vehicle.

• They have eight-year-old triplets, Bryan, Brendon, and Brent.

Are they eligible to receive the Earned Income Tax Credit?

Answer: No, they are not eligible. 

▪Their investment income is below $11,950, so that's not the problem.

▪Their earned income is $58,050, which is well below the earned income 
threshold for a married couple with three children, so that's not it.

▪However, their earned income, when combined with their investment 
income, gives them an adjusted gross income (AGI) that exceeds the 
income limits required to claim EITC, even with three children.



Premium Tax Credit (PTC)
• The PTC is a refundable credit that certain taxpayers may receive to help them pay for 

health insurance through the Affordable Care Act (ACA). 

• Insurance is purchased either from the federal Health Insurance Marketplace or a state-
based exchange. 

• Qualified taxpayers receive subsidies to help them pay for their insurance; these 
subsidies are sent directly to the insurance provider, unless the taxpayer chooses to 
receive the assistance as a tax credit when filing the year's tax return, which rarely 
happens.  The typical process is as follows:
• The taxpayer signs up for insurance through the ACA Healthcare Marketplace or a state-

based exchange and estimates their total income for the coming year.

• The Marketplace or exchange figures the amount of premium assistance the taxpayer 
should receive based on that estimate.

• At tax filing time, taxpayers must reconcile their actual income with the estimate they 
made when they initially registered for health insurance.

• If the taxpayer made less money than they expected, they may receive additional 
Premium Tax Credits that would have been paid to the insurer if the estimate had been 
on point.

• If the taxpayer made more money than expected, the taxpayer may have to repay some 
or all the premium assistance they received.



Who qualifies for the PTC?

• To qualify for the premium tax credit:
• The taxpayer must not be eligible for employer-sponsored health coverage, 

coverage through a family member's employer sponsored coverage, or 
government provided coverage such as Medicare, Tricare, or CHIP.

• The taxpayer must purchase health coverage either from a state-based exchange, 
or from the federally facilitated Marketplace.

• The taxpayer's income should be between 100% and 400% of the federal poverty 
guideline amounts determined for their region and tax family size.  See the 4012 
for exact figures.

• Taxpayers cannot be married filing separately, unless an exception for spousal 
abuse or abandonment applies.

Notes:

1. Taxpayers whose income is no more than 400% of their federal poverty guideline may not 
have to repay all the premium tax credit this year.

2. When figuring the income used to calculate this credit, tax exempt interest and dividends 
and nontaxable social security are included.  Also, choosing the Lump Sum Benefit 
Worksheet for reducing taxable social security does not affect the premium tax credit; 
for PTC purposes, all social security benefits received in the year, including those paid 
for prior years, are included in the income calculation.



Figuring the PTC
• The taxpayer should have one or more Forms 1095-A showing:

•  Who is covered by the insurance policy
•  The cost of the taxpayer's insurance policy
•  The second lowest cost silver plan amount (used in figuring the correct amount of 

premium assistance)
•  The amount of premium assistance that has already been paid, and
•  The months that the person was insured.

• Form 8962 is used to figure the credit.  It captures the information from Form 1095-A 
and includes calculations to determine the amount of the credit the taxpayer should 
have received.  It also figures the amount that needs to be repaid if excess assistance 
was provided throughout the year.

• If a Form 1095-A appears to be unusual, such as an amount being missing in Column 
A for a month, or if you have multiple forms 1095-A, see Publication 4012 for 
guidance on handling these and other unusual situations.

Caution: If a taxpayer's 1095-A includes the name of a covered individual who is not on 
the tax return, or if the taxpayer has gotten married during the tax year and wishes to 
elect to use the alternative calculation for year of marriage, the return is out of scope.



Knowledge Check

• Gregory, age 35, is single.

• Gregory's mother, Helen, age 63, lives with 
Gregory.  Helen's only income is $14,500 
wages, which she uses to pay for her 
medical and other personal expenses.

• Gregory's brother, George, is 30 years old. 
George is totally and permanently disabled. 
George's income comes from nontaxable 
supplemental security income (SSI).

• Gregory provides all the cost of keeping up 
the home for himself, Helen, and George.

• In terms of health insurance, Gregory 
purchased a plan from the Marketplace and 
received Advance Premium Tax Credits to 
help him pay for it.

• Helen's insurance is from Tricare, and 
George's insurance is from Medicaid.

Question: For completing Form 8962, what 
is Gregory's tax family size?

A. One - as only Gregory is covered by a 
Marketplace plan.  George and Helen 
have their own insurance. 

B. Two - Gregory and George.  Gregory 
can claim George as a dependent, but 
he cannot claim Helen because her 
income is too high.  

C. Three - there are three members of the 
household as Gregory provides all the 
cost of keeping up the home for 
himself, Helen, and George. 

Knowledge Check Answer:

▪B.  Form 8962 asks about the tax family 
size, which includes Gregory and those 
individuals whom he can claim on his 
tax return.  Helen is not a member of 
Gregory's tax family — he cannot claim 
her as a dependent because her 
income is over $5,050.
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