
 

2018 NTTC Self-Study                                                                   1  

 Education Credits 

There are tax credits available to help the taxpayer offset the costs of higher education by 
reducing the amount of income tax.  

Learning Objectives 
 Who qualifies for an education credit 

 Which credit the taxpayer can claim 
 

Getting Started: 
 
Study the associated IRS VITA/TCE Training Guide Chapter 23.  

 
Ask taxpayers if they are aware of the education credits, and give a brief description. Next, 
gather information to determine if any credits can be claimed. This lesson suggests probing 
questions you can ask based on the intake and interview sheet, the Volunteer Resource 
Guide, Tab J, Education Benefits, and on the rules for claiming education credits.  

 
Open Pub 4012 Volunteer Resource Guide Tab J. 
 

Education Benefits: 
 In tax preparation, counselors need to verify the terms of scholarships or grants.  

Many institutions provide the financial information to the parents and students 
online. Taxpayers may have to return with the information from the school.   
o Restricted scholarships and grants are fairly straight-forward.  This topic is even 

part of the Certification test.   
o Unrestricted scholarships or grants can be complex.  As a new counselor, you 

may want to have the Local Coordinator move the return on to an experienced 
Counselor.  Accounting for unrestricted scholarships and grants is some of the 
most complicated tax preparation for AARP Tax-Aide Counselors 

 

Hint: Remember that any scholarship or grant income always belongs to the student, 
not necessarily a parent that may qualify for an education credit. 

 
. 
 
 

https://www.irs.gov/pub/irs-pdf/p4012.pdf?_ga=1.231855519.1291453530.1449498369
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Hints from NTTC Modifications to the IRS Training Guide 
 
Who can take an education credit?  
A Form 1098-T is not required when all the tuition and fees were paid with scholarships or 
grants. The taxpayer will need to provide the required information to claim an education 
credit.  
 
Clarify restricted and unrestricted grants  
The student can choose whether to apply the education assistance to reduce qualified 
education expenses or as taxable income only if the scholarship or grant is unrestricted. 
Restricted scholarships or grants must be used for tuition, fees, and other expenses, such as 
books, as per the terms of the grant. If the student could withdraw unspent assistance 
amounts from their student account, the assistance is unrestricted.  
 
Clarify in the Juan example (page 23-4) that it may be better to forgo some portion of the 
AOC when other issues, such as the kiddie tax or premium tax credits, could be adversely 
affected by Juan having a filing requirement.  
 
Clarify that taxpayers under age 24 (page 23-5) cannot claim the refundable portion of the 
credit if certain conditions are met – these are the same conditions that would make the 
kiddie tax apply, other than having unearned income in excess of the kiddie tax ceiling 
requirement. See Who must file Form 8615 in Lesson 20.  
 
Correct wording in TIP (page 23-7):  
A taxpayer who has taken an early distribution from an IRA may take an exception to the 
10% additional tax up to the amount of the qualified higher education expenses.  
 
Correct last bullet of the Summary (page 23-9):  
Students that include tax-free scholarships and grants in income and have a filing 
requirement may need to file Form 8615, Tax for Certain Children Who Have Unearned 
Income  
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Additional Hints from NTTC Modifications to the IRS Training Guide 
 
Review of possible education benefits:  
Scholarships, grants or fellowships One main benefit is to make scholarships, grants or 
other education assistance tax-free. Scholarships or grants that are not based on work can 
be tax-free. If they are tax-free, they are not entered on the tax return. See Worksheet 1-1 in 
Pub 4012, Tab J.  
 
Coverdell Education Savings Accounts (ESA) and Qualified Tuition Programs (QTP) These 
are special accounts that have been set up to pay education expenses. The earnings are tax-
free if the distributions are used to offset qualifying expenses. Qualifying expenses include 
room and board if the student attended at least half-time.  
Coverdell distributions can be used for K-12 expenses as well as post-secondary education. 
QTP (Sec. 529 plan) distributions can also be used for K-12 expenses, up to an annual limit of 
$10,000.  
 
Employer-provided educational assistance Employers may provide up to $5,250 of tax-free 
payments or reimbursements for an employee’s education expenses. Unreimbursed 
qualified education expenses that exceed the employer payments can be used toward other 
benefits.  
 
Veterans Administration education benefit If the student qualifies for one or more VA 
education benefits, the payments are not included on his or her tax return, but he or she 
must reduce the amount of education expenses qualifying for an education tax benefit by his 
or her VA payments. This applies only to the part of his or her VA payments that is required 
to be used for education expenses.  
 
Business deduction The taxpayer can deduct the costs of qualifying work-related education 
as a business expense if they are self-employed. Refer to the Business Income lesson.  
 
Educator Expenses Professional development expenses can be claimed as part of the 
educator expense adjustment to gross income. Refer to the Adjustments to Income lesson.  
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Open TaxSlayer Practice Lab and login.   
If necessary, find and review the Entering Basic Credits video.   
 

Open Practice Lab and input the following Elliott Exercise.  When complete, navigate to the 
TaxSlayer Summary>Print. Then open and view the PDF printout. Check over your work and 
compare to the answer.  
 

 

https://vita.taxslayerpro.com/IRSTraining/
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Interview Notes: 
Mary’s husband died in 2012. Mary is the manager of a local business. Mary had a medical 
issue last year that resulted in several unreimbursed expenses. Her daughter, Amy Harris, has 
no income and is a fulltime student at a local college in her senior year completing her nursing 
degree. Her DOB: 12/20/1998 and lived and supported by Mary. 
 
Mary’s employer provided health insurance for her and Amy. 
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Amy is a senior (fourth) year. The American Opportunity Credit have been claimed only 3 times 
in prior tax returns for her. Amy’s scholarship is restricted to tuition and fees. Her 
grandmother paid $3,000 toward the tuition; the remainder was paid from a student loan. 
Amy pulled up her student statement online and showed the same amounts for scholarship 
and tuition. In addition, Amy paid $950 for required books and equipment including a laptop 
computer. She purchased the used textbooks on-line. Amy has never been convicted of felony 
drug possession. 
 
Find answers in the file: Answers to Practice Lab Self-Study Exercises  
in the Self-Study 2018>H. Answers, etc. Module. 
 

 
 

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

Yes or No 

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?  

American opportunity 
 or  

Lifetime Learning 

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?  

American opportunity 
 or  

Lifetime Learning 
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Answers to Learning Review 

1: Yes. Bob qualifies for the American opportunity credit because he only claimed the credit 
in three previous tax years.  

2: Lifetime learning  

3: Lifetime learning 

 
 

Feedback: 
Please email:   selfstudy@aarpfdntaxaide.org.  Appreciate suggestions and comments. 

 

mailto:selfstudy@aarpfdntaxaide.org?subject=Feedback%20-%20Self-Study%20Program

