ITvr A A WiAwE > £\

Education Tax Benefits



Today’s Topics

 Highlights of Education Benetfits

e Student Loan Interest

 Education Credits

« American Opportunity Credit
o Lifetime Learning Credit

 Qualifying Expenses

 Calculating Education Credits
 Form 1098-T

Today's Resources
Pub 4491: 22-1 to 22-9
Pub 4012: J-1to J-10



Education Tax Benefits for TY 2022

« Expenses for professional
development of an educator can
be claimed as an educator
expense deduction

* You generally, cannot claim
more than one benefit for the
same education expense.

« Any non-taxable distributionis
limited to the amount that does
not exceed qualified
educational expenses

* OOS = Out of Scope

What type of benefit? What is your benefit? What is the annual limit?
Scholarships, Fellowships, Grants, and Tuition | Amounts received may not be taxable None
Reductions
American Opportunity Credit Credits can reduce the amount of tax you $2,500 credit per student

have to pay.
40% of the credit may be refundable (limited
to $1,000 per student).

Lifetime Learning Credit

Credits can reduce amount of tax you must
pay

$2,000 credit per tax return

Student Loan Interest Deduction

Can deduct interest paid on qualified loans.
See Tab E, Adjustments, for more information.

$2,500 deduction per retum

Coverdell ESA
0Q0S if taxable

Earnings not taxed

$2,000 contribution per beneficiary

Qualified Tuition Program (QTP)
(529 Plan)”
00S if taxable

Earnings not taxed

None

Education Exception to Additional Tax on Early
IRA Distributions”

No 10% additional tax on early distribution

Amount of qualified education expenses
reduced by any tax-free educational
assistance

Education Savings Bond Program”
00s

Interest not taxed

Amount of qualified education expenses

Employer - Provided Educational Assistance”

Employer benefits not taxed

5,250 exclusion

Business Deduction for Work-Related
Education

Can deduct expenses

Amount of qualifying work-related education
expenses




A Scholarship or Fellowship is tax free (excludable from gross

income ) only if:

*You are a candidatefora degree at an eligible education institution.
e If you are attendinga primary or secondary school orare pursuinga degree at

Ta X Tre a t m e nt Of a college or educational institution that offers programsof trainingto prepare

students for gainful employment or a recognized occupationandis authorized

. underfederal and state law and is accredited by a national recognized
Scholarship or

accreditationagency.
Fellowship
Payments

A Scholarship or Fellowship is tax free only to the extent:

e [t does not exceed your qualified expenses

e |t is not designated or earmarked for other purposes (such asroom and

board, and does not require by its terms that it cannot be used for qualified
expenses;and

e [t does not represent payment for teaching, research, or other services
required as a condition of the scholarship.



There are two types of Education Credits

American Opportunity Lifetime Learning

* College courses (UG & GRAD) to acquire or
improve job skills

« Maximum amount of qualified expenses is
$10,000

e No other conditions




W h O C a n * Taxpayers can take education credits for themselves, their spouse, and/or

dependents (claimed on the tax return) who were enrolled at orattended an
eligible postsecondary educationalinstitutionduring the tax year.

Ta ke t h e * Thelawrequiresthatthe student must generally receive a Form 1098-T, Tuition

Statement.

E d u Cat | O n * If thestudent’s educational institution is not required to furnish a Form 1098-T, the

taxpayer may claima creditif the student does not receive a Form 1098-T.

C . * Thestudentisrequiredto provide theinformation that would otherwise be
re It included on the Form 1098-T.
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To claim an education credit, verify that the following are true for the
taxpayers:

« They cannot be claimed as a dependent on someone else’s tax return
« They are not filing as Married Filing Separately

« Their adjusted gross income (AGI) is below the limitations for their
filing status

B aSiC  They were not nonresident aliens for any part of the tax year, or if

Requirements

they were, they elected to be treated as resident aliens

Taxpayer Must
Meet

Taxpayers claiming the American opportunity credit must have a valid identification number (SSN or
- ITIN) by the due date of the tax return (including extensions). Further, the student claimed for the
- credit must also have a valid identification number (SSN, ATIN, or ITIN) by the due date (including
extensions). Taxpayers cannot file an amended return to claim the credit for a year that the taxpayer
and/or student did not originally have a required identification number by the return due date.




Educational Expenses

Qualifying Expenses

Tuition and fees required to
enroll at or attend an eligible
educational institution.

Course-related expenses, such
as fees, books, supplies, and

equipment that are required for

the courses at the educational

institution. (Must be required of

all students enrolled in the
course.)

J

Non-Qualifying Expenses
e Room & Board
* Research

« Equipment & other expenses not
required for enrollment or
attendance

e Travel
* Clerical help
 Health Insurance or fees



in addition to her tuition. This activity fee is required of all students and is used solely to fund on-
campus organizations and activities run by students, such as the student newspaper and the student
government. No portion of the fee covers personal expenses. Although labeled as a student activity
fee, the fee is required for Janice’s college enrollment and attendance; therefore, it is a qualified
expense.

@ When Janice enrolled for her freshman year of college, she had to pay a separate student activity fee
AR

@3 Jackie paid $3,000 for tuition and $5,000 for room and board at an eligible university. The $5,000
d paid for room and board is not a qualified expense for the education credits.



Which Education
Benefit is best?

e American Opportunity Credit (AOC) or Lifetime Learning

Credit

Business expenses on Schedule C if the expenses qualify
Make an unrestricted scholarship or grant tax free
Student Loan Interest Deduction

Education Exception to Additional Tax on Early IRS
Distribution

Employer-Provided Education Assistance



Highlights of Education Tax Benefits

Fellowships,

Grants & Tuition

Remission

American
Opportunity
Credit

Lifetime

Learning Credit

Business
Deductions

Student Loan
Interest
Deduction

Benefit

Annual Limit

Qualifying
Expenses
besides tuition
and enrollment
fees

Amounts
received may
not be taxable

None

Course-related
expenses: fees,
books, supplies,
equipment.

Credits reduce
tax liability

40% of credit
refundable
(51000/student)

$2,500
credit/student

Course-related
expenses: fees,
books, supplies,
equipment.
Maximum of
$4,000

Credits reduce
tax liability

$2,000/tax
return

Course-related
expenses paid
directly to
institution.

Maximum of
$10,000

Can deduct
expenses

Amount of
qualifying work-
related
educational
expenses

Transportation
Travel

Other necessary
expenses

Deduct interest
paid on qualified
student loans,
Form 1098, E

$2,500
deduction per
return



a ﬂ EXERCISES ik

Use the Volunteer Resource Guide, Tab J, Education Benefits, and Publication 17, Comparison of
Education Credits, to answer the following questions. Answers are at the end of the lesson summary.

Question 1: Bob was a full-time student and a fifth-year senior. He has only claimed the American
opportunity credit for three earlier years. Does he qualify for the American opportunity credit?
COYes 0ONo

Question 2: Janice works full time and takes one course a month at night school. Some of the courses
are not for credit, but they are meant to advance her career. Which credit is appropriate for her?
1 American opportunity [ Lifetime Learning

Question 3: Clark is an older student who has gone back to college half time after serving 18 months
in prison for felony drug possession. Which credit is appropriate for him?

\DAmerican opportunity [ Lifetime Learning J




* They cannot be claimed as a dependent on
someone else’s tax return

* They are not filing as ‘Married Filing Separately’

* Their adjusted grows income (AGl) is below the
. limitations of their filing status
Requlrements * They were not nonresident aliens for any part of the

the Taxpayer tax year, or if they were, they elect to be treated as
resident aliens for tax purposes.

Must Meet

* Student attended an eligible institution
(domestic/international) accredited public,
nonprofit, or private college, university, vocational ’
school, or other postsecondary institution eligible to
participate in student aid programming
administered by the US Department of Education. /
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https://ope.ed.gov/accreditation/

Calculating

[] CORRECTED
FILER'S name, street address, city or town, state or province, country, ZIP or | 1 Payments received for OMB No. 1545-1574
[ ] Y fansign postal code, and telephone number :!::mminnanu redated
ark Universi | (0 Tuiti
Education Credits B e
Memphis, TN 38101 rom 1088-T
FILER'S employer idertiication no. | STUDENT S T 3 Copy B
98-0000000C B00-00-X000C For Student
STUDENT S name 4 AQustments mace for a 8 Scholarships or grants N
Sarah Pine e L tax information
r e 3,000 P r
Strest address (including apt. no.) & Adustments to 7 Checked if the amount RS, This form
. 123 Main Street ol prarans e et e
* Review Form 1098-T or ask taxpayer Mamohia, TR oos| Homr=r g e
o o Serace ProvdenAact, Ma, (=oe insir] B Checked If at least 8 Cheched i 2 graduaie 10 In=. contradt remE./rehand "2’:_::’:{:'!‘:'“”:::
to login to their student account. | ols
Fom 1098-T fkeep for your recards) . irs. g o AT Depariment of the Treasury - imernal Revenue Service
« Cla rlfy Box 1: Paym ents for Adjusted Qualified Education Expenses Worksheet (Form 8863 instructions)
qua lified tuition and expenses is 1. Total qualified education expenses paid for on behalf of the student in 2022 for the
ACA0EMIC PEIIOO. . .. . e 7.500
accurate. 2. Less adjustments:
e Does Box 1 conta | n bOOk expen ses, a. Tax-free educal!onal ass!stance rece!ved !n 2022 allocable to the aFadem|c period ... ........... 3.000
b. Tax-free educational assistance received in 2023 (and before you file your 2022 tax return) allocable
etc. tothe academiC PEriOd . . .. ... ..ot 0
. c. Refunds of qualified education expenses paid in 2022 if the refund is received in 2022 or in 2023
 Add any qua||f|Ed expenses to Box 1. before you file your 2022 taX FRIUM .. .. ... ...t 0
. . 3. Total adjustments (add lines 2a, 2b, and 2€) .. ... oo e
* Review Box 5, Scholarships. Student Justments | : 3000
. 4. Adjusted qualified education expenses. Subtract line 3 from line 1. If zero or less, enter-0- . ..... ... ............... 4.500
loans are not reported in Box 5.
— | Ifthe student doesn’t have a copy of their student account statement, ask them to go online through
e Subtract Box 5 from Box 1 = their college or university to get this information.

(adjusted).

' Forms 1098-T with amounts listed in boxes 4 and 6 are Out of Scope (00S).
L]




Calculating Education Credits

. CORRECTED
o ReVl eW Form 109 8_T 0 r as k FILER"S name, street address, city or town, stabs nrnmﬂr:c.cDmnlry.ZlP or |1 Payments received for OB Mo, 18451874
foreign postal code, and felephone number guakfied tuiicn and relxted

taxpayer to login to their student Glark University s row| 5024 stqition

150 Learning Drive z

account. Memphis, TN 38101 Farm 1098-T

FILER'S employer identhication na. | STUDENTS TIN E] cnpy B
. SB-000X 00K B00-00-200(X For Student

d CI a rlfy BOX 1 Payments for STUDENT'S name 4 Agjustments made for a B Schalarships or gramts
V4 prios year This is impaortant
| H f' d 141 d H Sarah Pine " oosls 2000 mn:‘dm:::ﬁ;
q u a I I e tu I tl O n a n eX p e n S es I S Sireet address (including apt. na. & Adjustments ta T Checdoed i Im.-:unt:n.lnlr 'ﬁ";g"f:;?;":
123 Main Streat Sohclarhies or grants = emust be used 1o
a C C u ra te . Gity or town, state or province, country, and 2IP or foreign postal code Frer i I:ﬂm - :a:.:ﬂ:chil:mr B\!.::
Memphis, TH 28101 5 pos| wemse " [|  eredts Giveitote
. Torvioe ProwigerThcct. Mo, s Ins| BChecked I o imast @ Checked 12 graduaiz 0 Ins. caniract remb. reiund “;_np;:_p:’;‘?"uf;u‘_

* Does Box 1 contain book expenses, rossme ot ] s als

Farm 1028-T {kesp: for your records) www irs. gawFam 1088T Departmisnt of the Treasury - internal Revenue Serice

etc.
° Ad d any qua | |f i ed expenses to Box Adjusted Qualifiad Education Expenses Worksheet (Form 8863 Instructions)

1 1. Total qualified education expenses paid for on behalf of the student in 2021 for the academicperiod .. ... .. ... ......... 7,500 |

2. Less adjustments:

¢ R eV| EW BOX 5, SC h OI a rS h | pS . a. Tax-free educational assistance received in 2021 allocable to the academic peried. . . .. .. ... 3,000
Student loans are not reported in e e o1 202 e ks you e yeor 224w ) :

allocable to the academic period . .

BOX 5 . c. Refunds of qualified education expenses pald in 2021 if the refund is received in 2021 or in 2022
before you file your 2021 tax return . . 0

e Subtract Box 5 from Box 1 3. Total adjustments (add R8s 28, 2B, 808 2E) . . . . o 5,000 |

H 4. Adjusted qualified education expenses. Subtract line 3 from line 1. If zero or less, enter -0- . ... ... ... ... ... ........ 4,500 |
(adjusted) ——



Calculating Education Credits, part II

B e e R 1. Sarah had $500 in additional qualifying expenses.

clark university gm r000| 57D 4 gegruition 2. Sarah had awesome scholarshipsand grants of $10,000.
Memphis, T 38101 oo 3. Sarah’sscholarshipsare more than her tuition and

T ook | ssooox | ror oY B qualifyingexpenses. Therefore, she has $2,500 in

o :;L"f-'«?f wm;ﬂg:mm”“gm OOGWE;?., scholarshipincome to be reported on her Form 1040 not
v =T | her parents.

e e e :“"“““’ o B EE?EE““ 4. Can Sarah claim more Scholarship Income, giving her
e el e e parents tuition and qualifying expenses for the American
Farm 1098-T g for your racordds) wwrwirsgawFamm 05T Depariment of the Treasury - ntermal Revenus Service

Opportunity Credit?
5. Does Sarah complete Form 8615, (Kiddie Tax)?

Adjusted Qualified Education Expenses Worksheet (Form BBE3 instructions)

1. Total qualified education expenses paid for on behalf of the student in 2021 for the academic period . . .. ... .. ... ... ... 7.500

2. Less adjustrments:

a. Tax-free educational assistance received in 2021 allocable to the academic peried. . . ... . ... S 10, @&9

b. Tax-free educational assistance received in 2022 (and before you file your 2021 tax return)
allocable to the academic period . . 0

c. Refunds of qualified education expenses pald in 2021 if the refund is received in 2021 or in 2022
before you file your 2021 tax return .

3. Total adjustments (add lines 2a, 2b, and 2C) . . .. ... e e Slo,ogﬂ]

4. Adjusted qualified education expenses. Subtract line 3 from line 1. If zero or less, enter-0- . . . ... ... ... .. ... ... —S 2 _"_ﬂmg




Form 8615, Tax
for Certain
Children Who
Have Unearned
Income (Kiddie
Tax)

e Publication 970

e If the student includes tax free education assistancein

income, has a filing requirement, and unearned income
(including taxable scholarship) over $2,200, they must file
Form 8615.

 If the case, the return is “Out of Scope”.



Full-Time
College
Students
filing for
AOC

Parent(s) are entitled to claim student (18-24 years of
age) as a dependentand AOC as long as the student
was a full time student at an eligible degree granting
institution for minimally five (5) months of the year.

If parent is not present, have student call parent(s) to
inquire if parent(s) are claiming the student on

parent’s tax return.

A student who is not being claimed as a dependent on
parent(s) tax return are eligible for American
Opportunity Credit.




Student Under Age 24 Claiming American Opportunity Credit

Probe/Action: Ask the taxpayer Action

1. Were you under 24 at the end of 20227 If NO, stop here; you do qualify to claim part of the allowable American opportunity
credit as a refundable credit.

If YES, go to question 2.

2. Were you over 18 at the end of 20227 If YES, go to question 3.
If NO, go to question 4.
3. Were you a full-time student (defined below) for If NO, stop here; you do qualify to claim part of your allowable American opportunity
20227 credit as a refundable credit.

IfYES, go to question 5.

4. Were you 18 at the end of 20227 If YES, go to question 5.
IfNO, go to question 6.

5. Was your earned income (defined below) less than | If NO, stop here; you do qualify to claim part of your allowable American opportunity
one-half of your support for 20227 credit as a refundable credit.

IfYES, go to question 6.

6. Were either of your parents alive at the end of If NO, stop here; you do qualify to claim part of your allowable American opportunity
20227 credit as a refundable credit.

IfYES, go to question 7.

7. Are you filing a joint return for 20227 If NO, you do not qualify to claim part of your allowable American opportunity credit
as a refundable credit.

IfYES, you do qualify to claim part of your allowable American opportunity credit as
a refundable credit.

Earned income. Earned income includes wages, salaries, professional fees, and other payments received
for personal services actually performed. Earned income includes the part of any scholarship or fellowship
that represents payment for teaching, research, or other services performed by the student that are required
as a condition for receiving the scholarship or fellowship. Earned income does not include that part of the
compensation for personal services rendered to a corporation which represents a distribution of earnings or
profits rather than a reasonable allowance as compensation for the personal services actually rendered.

Full-time student. Solely for purposes of determining whether a scholarship is considered support, you were
a full-time student for 2022 if during any part of any 5 calendar months during the year you were enrolled as
a full-time student at an eligible educational institution, or took a full-time, on-farm training course given by
such an institution or by a state, county, or local government agency.



Things to Remember...

Compute any of the
othereligible education
benefitsto determine
the lowest tax.

Do not claim multiple
creditsforthe same
education expenses

Use the education
credit most
advantageousto the tax

payer

Use Intake and
Interview Sheet to mark
the appropriate box
and add any notesto
assistthe quality
reviewer.

Add qualifying expenses
to the Form 1098-T to
be used as written
documentation for QR
and taxpayer.

Askifthe American
Opportunity Credit was
disallowed in previous
years.



Questions/Comments |



