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Presenter
Presentation Notes
This lesson covers how to determine a taxpayer’s eligibility for an education credit.
Form 8863 is used to calculate the amount reported on Form 1040, line 50. 	


About Education Credits

* Additional resources listed in L&LT “References” tab
* Review all tips and cautions in the lesson
* Read all examples and sample interviews

* We will review answers to each exercise
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Presentation Notes
Review list of references 	
Discuss all tips and cautions in detail. 
Ask students to read and/or role-play examples and sample interviews. 
Review answers to each exercise; ask students how they arrived at their answers. 	


Objectives — Education Credits

* Determine:
* Who qualifies for an education credit
* Which credit the taxpayer can claim

 Time Required: 30 minutes
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Presentation Notes
Review lesson objectives. 	
State the presentation time. 
 


Topics

* Dependents

e Eligible Institutions

* Qualifying Expenses

* American Opportunity Tax Credit
e Lifetime Learning Credit

e Choosing Between the Credits

* No Double Benefits

* Determining the Amount of the Credit

e Avoiding Common Errors




Key Terms

Definitions are always available in the L&LT online Glossary.
e Adjusted Gross Income (AGI)

* American Opportunity Tax Credit

* Education Credits

e Lifetime Learning Credit

* Nonrefundable Credit

e Qualified Tuition Program

e Qualifying Child

* Refundable Credit
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Presentation Notes
Adjusted Gross Income (AGI): The taxpayer’s total adjusted gross income (AGI) is the amount that is used to compute some limitations, such as the medical and dental deduction on Schedule A and the credit for child and dependent care expenses. 
American Opportunity Tax Credit: A credit of up to $2,500 for qualified education expenses paid for each eligible student. Forty percent of the credit is refundable, up to $1,000. Changes to this credit (formerly called the Hope credit), made it available to a broader range of taxpayers, including higher income taxpayers and those who owe no tax. 
Education Credits: Credits that reduce the amount of tax due and are based on qualified education expenses that the taxpayer paid during the tax year. 
Lifetime Learning Credit: One of two tax credits available to offset costs of higher education by reducing the amount of income tax. The Lifetime Learning credit is a nonrefundable credit of up to $2,000 for qualified education expenses for students enrolled in eligible educational institutions. It is available to students for all years of postsecondary education and for courses to acquire or improve job skills. 
Nonrefundable Credit: A nonrefundable credit can only reduce the tax liability to zero. Any excess credit is not refunded to the taxpayer. 
Qualified Tuition Program: A program set up to allow taxpayers to either prepay or contribute to an account established for paying a student’s qualified expenses at an eligible educational institution. The program must meet certain requirements set by the state. Also known as a 529 program. 
Qualifying Child: To be identified as a qualifying child and dependent, a person must meet these tests: U.S. citizen or resident test, Joint return test, Relationship test, Age test, Support test, Residence test, and Qualifying child of more than one person test. 
Refundable Credit: Occurs when the amount of a credit is greater than the tax owed. Taxpayers not only can have their tax reduced to zero; they can also receive a "refund" of excess credit. 


Education Credits Introduction

* Education credit amounts are based on qualified education expenses
paid during the tax year

* For an overview of education credits, see Pub 4012, Education Benefits
tab, Highlights of Education Tax Benefits

* To help guide your interview, use Pub 4012, Education Benefits tab,
Education Credits

* Disqualifying conditions include if a taxpayer:
e Can be claimed as a dependent on someone else’s tax return
* Files as Married Filing Separately
* Has an AGI above the limit for the taxpayer’s filing status

* Was a nonresident alien for any part of the tax year, and did not elect
to be treated as a resident alien for tax purposes
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Presentation Notes
Ask: What are the types of education credits available to taxpayers? Answer: American opportunity and lifetime learning credits. 
Review Who Cannot Claim the Credit? in Pub 4012, Education Benefits tab.	
	


http://www.irs.gov/app/vita/content/globalmedia/teacher/highlights_of_education_4012.pdf
http://www.irs.gov/app/vita/content/globalmedia/education_credits_4012.pdf

Dependents / Eligible Institutions

* To claim the credit for a student’s qualified expenses, the taxpayer must
claim the student as a dependent

* Expenses must have been paid to an eligible educational institution

* A searchable database of all accredited schools is available at
http://ope.ed.gov/accreditation
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Presentation Notes
Review L&LT topic Dependents and Eligible Institutions.
Discuss expenses paid by a third party. 
Review the case study for Carol Marshall and her grandson.
Refer students to the online searchable database of all accredited schools.

http://ope.ed.gov/accreditation

Qualifying Expenses

* Qualified education expenses are tuition and certain related expenses
required for attendance at an eligible educational institution

* The definition for “certain related expenses” differs between the
lifetime learning credit and the American opportunity credit

* Necessary proof of expenses includes such documents as receipts or
Form 1098-T, Tuition Statement, issued by the school

* Qualified expenses must be reduced by the
amount of any tax-free educational
assistance taxpayers receive

* Taxpayers can claim payments that were
prepaid for the academic period that begins
in the first three months of the next year
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Presentation Notes
Define the term “required expenses” for the students. Qualified education expenses are tuition and certain related expenses that are required for enrollment or attendance
at an eligible educational institution.
Prompt students to give examples of qualifying expenses and nonqualifying expenses.
Ask students for examples of tax-free educational benefits that must be excluded from qualified expenses.
Review Form 1098-T and caution students that a taxpayer’s Form 1098‑T might be incomplete; students should ask about qualified expenses actually paid and any tax-free scholarships and tuition program distributions.
Caution students to not reduce qualified education expenses by any scholarship or fellowship reported as income on a return if the use of the scholarship is not restricted and used to pay nonqualified educational expenses (such as room and board).
Review Pub 4012, Education Benefits tab, Who Can Claim the Credit? Who Can’t Claim the Credit? What Expenses Qualify?, What are Qualifying Expenses?, and What is Tax-free educational assistance?


http://www.irs.gov/pub/irs-pdf/f1098t.pdf

American Opportunity Tax Credit

 Available for the first four years of college per eligible student

» The credit covers 100% of the first $2,000 and 25% of the second
§2,000 of eligible expenses, up to the amount of tax or a maximum of

$2,500

* 40% of the credit is a refundable credit

* See Form 8863 Instructions for more information

2016

Department of the Treasury
Internal Revenue Service

Instructions for Form 8863

Education Credits {American Opportunity and Lifetime Learning Credits)

General Instructions

Spotion refaronoes are bo th Intemal Fevonue Code unleess
otharwiss notpd.

Future Developments

For the ladest ndormation about devalopments rolabed o Form
BBE3 and s instructions, such as legisiation anacied aftar they
wara published, go to i oo 8869,

What's New

Taxpayer identification number neoded by due dote of re-
turn. H you don't hawe a taxpayer identification number (TIM) by
the due date of your 2016 relum {induding sxbansions), you
can’t daim the Amodcan opportunity credit on aither your
ocriginal or an amoended 3018 rabum, even # you later god a TIN.
Also, Fio Amardcan opportunity crodit i=n't allowed on elthar your
originad or an amended 2016 relun for a student who doasn’

Limits on modified sdjusted gross income (MAGH. Tho
[ifatim@darning chedt MAGH imil inoronsesaoeE131,000 if you
ara fillng mardied filing fointy (55,000 yeu ar filing singls,
hoad of housshold, or quolitying widaw{ar)). Tho Amarcan
appartanity credit MAG| Emits femain unchanged. See Table 1
ard tha instructions for line 3 or The 14,

Purpose of Form

Usa Forn B8E3 1o Sigurs and cialm your Stucation crodits, which
ane based on adjusted oualifisd scucation saponses paid o an
aligible aducational instififion {pestsecondary). For 2018, them
aretwo educaion crodis.

+ The Amaricén opportunity oredi, part of which may be
redundable.

#+ Thae lifetime lsarning credit, which is nonnalundable.

# refundable crodit can ghve you a refund evan f you owe no
tax and ara nof otherwisa reguired 1o fie a tex retum. A
nonrofundable credit can reduce your tax, but any exoass is
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Presentation Notes
Review L&LT topic American Opportunity Tax Credit.
Ask: What type of students are covered by the American opportunity tax credit? Answer: Students in their first four years of college who are pursuing an undergraduate degree or recognized education credential.
Review the requirements for taking the American opportunity credit using Pub 4012, Education Benefits tab.
Remind students that if the taxpayer doesn’t meet all of the conditions for the American opportunity credit, they may be eligible for the lifetime learning credit for all or part of their qualified educational expenses.

http://www.irs.gov/pub/irs-pdf/i8863.pdf

Lifetime Learning Credit

* The credit is 20% of the first $10,000 of eligible expenses, up to the
amount of tax or a maximum of $2,000

e The credit is non-refundable

* Eligible students are not required to be enrolled at least half-time or in
a degree program, and a felony drug conviction is not a disqualification

* Refer to Pub 4012, Education Benefits tab, Education Credits for basic
requirements
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Presentation Notes
Review L&LT topic Lifetime Learning Credit.
Ask: What type of students may be eligible for the lifetime learning credit? Answer: Students beyond their first four years of college and/or students in a non-degree postsecondary program.
Review the requirements for taking the lifetime learning credit using Pub 4012, Education Benefits tab. 


http://www.irs.gov/app/vita/content/globalmedia/education_credits_4012.pdf

Choosing Between the Credits / No Double Benefits

* Refer to Pub 4012, Education Benefits tab, Education Credits for
summary of differences between education credits

* Taxpayers cannot receive multiple benefits for the same student’s

expenses

» Taxpayers have several options for
claiming education expenses:

* American opportunity credit
or lifetime learning credit

* |temizing on Schedule A

* Reporting as business expenses
on Schedules C or C-EZ

&

Educatlion Credits

Probafioton: To ceterming if o taxpayer quakfiss for the Educabion Crodi

Comparison of Education Credits

Amerncan Opportunity Credst

Litetime Learning Credit

Up to 32,500 per sligités student

Up to 52,000 credit psr retum

Avakabis only for 4 tax years psr slgiis atudant

(Inciuding any year(z) Hope Scholarship Credt
was clalmed). (288 nate at bottom of pags)

Awaliabie for ail years of poat 3scondary
education and for coursss to acquing of Improve
Job =il

Forty percant (.40} of tha credit iz refundahia!
(Up to 51,000 even I no taxes are owed)

Mon refundabie credit

Shudant must be pursuing a program leading
to a degres or offver recognized educabion
credantial

Shudent dosant mead fo be pursuing a degres
or offver recognized education credential

Studant must be enrolled at Isast halt tims for at
lsast one acadsmic perod baginning during e
year

Avalishie for oG Or Mons Coursas

Mo felomy drug conviction on student's recond

Falomy drug corviction rule dossn't apply

Ciradit |z reduced If modifled AGH |2 betwaan
580,000 and $90,000 ($160,000 and 5160,000 It
miamiad fling jointy)

Cradit |z reduced If modifiad AGI |z bebwean
555,000 and 585,000 ($111,000 and 5131,000

If marrisd fung joinity)

Who Can Claim the Credit?

* Taxpayers who paid qualified educational expenses of higher educafion for an eligble student.

=  Taxpayer who paid the education expenses for a student snmlled at or aftsnding an eligible
sducafional institution. (1o delermine if sligible, see hitp.ope.od govnocreditation)

=  Ths aligible student s sither the taxpayer, taxpayers spouse or o dependant for whom the tapmyss

daims an exemption on the iax return

Mote: Clunlifisd aducation scpanses paid by & dapasndent far which an sssmplion is claimed, orby &
third party for that depandent, are considered paid by the inxpayer. If a student 86" daimed
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Presentation Notes
Review L&LT topics Choosing Between the Credits and No Double Benefits
Prompt students for examples of Pub 4012, Education Benefits tab, Comparison of Education Credits.
Review the case studies and exercises.

http://www.irs.gov/app/vita/content/globalmedia/education_credits_4012.pdf

Determining the Amount of the Credit

* General steps for calculating the education credit amounts:

* Review the expenses and decide which education credit is more
advantageous

* Enter each qualifying student in the appropriate sections of Form
8863

° Enter each student’s expenses  ====| i B=CF

Eaﬁa Education Credits O] e, Fa D
] {American Dpportunity and Lifetime Learning Credits) ) 1 E‘

Complsiea sepavmie Part il on page. foresch: studen for whom you ansclamingeifer credit

* Find the totals and apply s i R

Redundabla Amicncan Crodit

an IImItS If a ||Cab|e MHJ‘MMIHHIMWNITA:‘HMEW i Parts 1, bra 30 i
y ) pp Entor Sualiod ¥ mamiod B prﬂ'(NDMIIJ\g haad of
houmatid, o QU g wh 2
Entor £ @m0 am Fom 1 LA&I'I&B.-N’FE :rl’h\h - Il'r:\t.
e T m&&maumu,mnmlgmm
Pllﬂ'l =i Py O70 o thammoont S antar . 3
Eubtract lin@ 3 from Bna 2. 1M Iem or kss, siop 5u.||::.n-a4 Iual.rr,
eeucation oram
Hr:mumnmmrhgpu,r:m.nmn rg-l:m-in'rn.lsamlc

:m:.ur,rg ) 5
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= Loms than ine 5, divide ine & I:I'lll.l'lG _nIH'l'ﬁrB.l'Hal‘.liﬂ'-d'm.n:hdrnl

o l:l.'ﬂ'.hrn:ph.H s

M.llﬂll e 1 imu Caution: I you ware unda age 24 ot tha and of e yaar and meat

oibed In @ Instiuctions, you cannot ke the retundabls Amanican 1
mm;dc'plm anter tha amoun from ine 7 on ine 0, 2nd chack this box -

Rafundabla Amarican m?ﬂl.ll.p'_fl‘ﬂ7 407 0400 Enier Ta amount fers and
m Foem wnmm I'ul:!II @ koW,

P Eubimci ina & om ling 7. Emer Farg and on ins 2 Trﬂciﬂ'u‘r“m'ﬂﬂﬂi

10 #.I'IH!:UTF‘GM;F'-:I.1Ilmiﬂ'sﬂmﬂﬂtihlﬂﬂmﬂ.‘mnﬁh‘.'mllPﬂII Il'riﬁ
2o, Skip e 11 Through 17, amar -0- on NG 1 Bm:lgcl:vrnu oo .

11 Entar the smafior of Ine 10 or $10,000 .
12 Muliphy e 11 by 2 u2g . . .

13  Enor §uin oot I =amed Ihgﬂrﬂ( mau:u n .»I‘gh hGH.IOl
houssioid, or J.u‘rmc whiowiar] LE]
14 Entor o zmoon Bom Form 1040, Bns 98, o Fom 10408 Bna 22 N you
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Presentation Notes
Remind students they must complete Part III for each eligible student for whom the taxpayer is claiming an education credit before completing Parts I and II.
TaxSlayer Demo: Form 1040, line 50, and link to Form 8863. TaxSlayer will allow you to compare the education benefits and determine the largest refund using each benefit.
Ask students to role play the Taxpayer Interview with Dorothy.

http://www.irs.gov/pub/irs-pdf/f8863.pdf
http://www.irs.gov/pub/irs-pdf/f8863.pdf

Out of Scope for this Lesson:

* Taxpayers who must repay (recapture) part or all of an education credit
claimed in a prior year
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Presentation Notes
Remind students this list may not include ALL out of scope topics.


Summary

* Two education credits may reduce a taxpayer’s tax liability:
* American opportunity credit
e Lifetime learning credit

* Education expenses can be applied to those credits, deducted on
Schedules C and C-EZ, or itemized on Schedule A

* 40% of the American opportunity credit is a refundable credit, which
means taxpayers can receive up to $1,000 even if they have no tax
liability

* Compare the tax effects of the various education benefits and choose
the method that results in the lowest tax
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Review Summary topics from L&LT or 4491


Practice

* Select the problem from Publication 4491-W based on your
certification course of study.

* Complete the exercise

X 4491W

VITA/TCE Problems and Exercises Pl E NSRS

Volunteer Income Tax Assistance (VITA) / Tax Counseling for the Elderly (TCE) EVERGREEN VERSION
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Presentation Notes
Verify students have correctly entered the education credits. 
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