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I.  Introduction and Background 
 
In 2005, the Annie E. Casey Foundation (AECF) commissioned FutureWorks, LLC to engage in 
an “action research” project around the federal Hope and Lifetime Learning Education Tax 
Credits.  This project stemmed from an earlier research project by FutureWorks (funded by 
AECF) on the use and value of the education tax credits for working adults, especially those with 
low-incomes.  The report from that project, Getting Serious About Lifelong Learning: Improving 
the Use and Value of the Hope and Lifetime Learning Tax Credits for Working Adult Students, 
reported that few low-income adult students benefit from the education credits and that the 
education tax credits were not making a significant contribution to addressing the growing skills 
gaps in this nation’s workforce. 
 
The action research project initiated in 2005 focused on two questions: 
 

1. What strategies, materials, and tools can improve and increase the filing of 
education tax credits by tax preparation assistance sites on behalf of low-income 
filers eligible to claim them? 
 

2. How can the federal education tax credits be used as a workforce development 
tool for low-income individuals? 

 
FutureWorks conducted primary and secondary research to answer these two questions.  We 
conducted a literature review, interviewed several practitioners and experts in the field, and 
worked with three sites that provide free or low-cost tax preparation for low-income filers.  Two 
of the three sites – East Harbor Community Development Corporation and Our Money Place at 
Bon Secours Foundation – were both in Baltimore, Maryland, and ran significant tax preparation 
programs.  Neither community-based organization (CBO) provides a significant amount of 
workforce education or training.  The third site – Instituto del Progresso Latino – was in 
Chicago, Illinois.  This CBO provide significant workforce education and training, but partners 
with another organization to provide free tax preparation assistance to their clients. 
 
Although related, the two questions for this project encompass vastly different topics.  Therefore, 
we have written two separate reports to address each one.  This report provides an overview of 
the education tax credits and describes strategies, materials, and tools that might be used to 
improve and increase filing of education tax credits by low-income filers already eligible for the 
credits. It is aimed at coordinators and volunteers in free or low-cost tax preparation sites serving 
low-income tax filers.  This report includes several appendices with materials and tools that we 
discovered in the process of our research or that we created specifically for this project. 
 
The companion report, A Workforce Development Triad: Federal Education Tax Credits, 
Community-Based Organizations, and Community Colleges, addresses the second question: how 
can the education tax credits be used as a workforce development tool?  Because the education 
credits can be used only at accredited postsecondary educational institutions eligible to 
participate in the federal Title IV student financial aid programs, the focus of that report is how 
community-based organizations can better connect to postsecondary educational institutions to 
provide workforce development services for their clients.  The report reviews the limited amount 
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of research on CBO-community college partnerships and provides three case studies of a variety 
of organizations linking tax preparation, workforce development, and postsecondary education. 
The hope is that practitioners can use the analysis, lessons, and case studies in the report to make 
connections with postsecondary institutions in their regions to help clients access higher 
education and utilize the federal education tax credits. 
 
 
II. Overview of the Federal Hope and Lifetime Learning Education Tax 

Credits 
 
The Hope Scholarship (Hope) and Lifetime Learning Tax Credits (Lifetime Learning) were 
introduced by the Taxpayer Relief Act of 1997 to increase college affordability and to encourage 
lifelong learning.  The primary target group was middle-class taxpayers.  The two credits were 
designed to complement each other by targeting different groups of students.  While the Hope 
may be used only for a student’s first two years of postsecondary education, the Lifetime 
Learning credit is available for unlimited years to individuals taking classes beyond their first 
two years of college including college juniors and seniors, graduate students, and working adults 
pursuing lifelong learning.1

 
Eligible expenses for each credit include only tuition and required fees at an educational 
institution eligible for aid administered by the federal Department of Education.  Tax filers may 
claim tuition and fee amounts after subtracting grants, scholarships, and other tax-free 
educational assistance including Pell Grants, employer-provided education assistance, and 
Veteran’s educational assistance.2
 
The Hope provides a credit equal to 100% of the first $1,100 plus 50% of the next $1,100 of net 
tuition and fees paid during the tax year, for a maximum credit of $1,650.  The student must be 
enrolled at least half-time (at least six credit hours per semester, which typically is two classes) 
and pursue a degree or other recognized educational credential in order to be eligible.   
 
In contrast, individuals are not required to enroll at least half-time or pursue an educational 
credential in order to be eligible for the Lifetime Learning credit.  This credit is available to 
adults taking an occasional college course or to those enrolled in any course aimed at acquiring 
or improving job skills, including adult basic education and English for speakers of Other 
Languages courses, as long as they are taken at an eligible institution.  Currently, the Lifetime 
Learning credit is equal to 20% of the first $10,000 of net tuition and fees, for a maximum credit 
of $2,000.  Both credits reduce the amount of taxes filers owe and are not refundable (i.e., the tax 
payer does not get any amount of the credit above the amount credited toward his/her tax 
liability). 
 
The Hope credit can be claimed for multiple eligible students in a family; whereas, the Lifetime 
Learning credit is capped at $2,000 per tax return, no matter the number of students in the family 
or the amount of their combined educational expenses.  Families are allowed to claim the 
                                                 
1 The Hope credit can be claimed for only two tax years, even if it takes a student longer to complete his or her first two academic 
years (freshman and sophomore years). 
2 Tuition and fees minus these tax-free and non-loan sources of student aid is considered “net tuition and fees.” 
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Lifetime Learning credit for some members and the Hope credit for others in the same year.  
However, the same student cannot take both credits. 
 
The benefits of the tax credits phase out for higher-income taxpayers.  For “married filing joint” 
couples, the phase-out begins at $90,000 in adjusted gross income (AGI) in the 2006 tax year, 
with no credit available to those with an AGI of $110,000 or more.  Those filing “single” see the 
phase-out starting at $45,000, with no credit for an AGI of $55,000 or more (“married filing 
jointly” tax filers are not eligible for either credit).3  The table below provides a summary of the 
credits. 
 

  Hope Scholarship Tax Credit (Hope)  Lifetime Learning Tax Credit 
Amount  • 100% for the first $1,100 of qualified 

expenses; 50% on the second $1,100 
(up to $1,650 credit per eligible 
student) 

 • 20% for the first $10,000 of qualified expenses  
(up to $2,000 credit per return) 

Targeted 
Group 

 • Students in their first two years of 
undergraduate postsecondary education 

 • College juniors and seniors 
• Graduate and professional degree students  
• Adults upgrading skills or changing careers  

Recipient 
Eligibility 

 • Available for the first two academic 
years’ worth of postsecondary 
education and only for two tax years 

• Must pursue a recognized credential 
• Must be enrolled at least half-time  
• Must not have a felony drug conviction 

 • Available for any postsecondary education to 
acquire or improve job skills (including non-
credit) 

• Available for an unlimited number of years 
• Do not need to pursue a recognized credential 
• Available for one or more courses 
• Felony drug conviction rule does not apply 

Claimant 
 
 

 

• Taxpayers may claim a credit for their 
own tuition/fee expenses or those of 
their spouse or dependents.  The credit 
is calculated on a per-eligible student 
basis, and there is no limit on the 
number of eligible students. 

 

• Taxpayers may claim a credit for their own 
tuition expenses or those of their spouse or 
dependents.  Maximum credit is determined on 
a per-return (family) basis, regardless of the 
number of post-secondary students in the 
family. 

Expenses 
Covered 

 • “Net tuition and fees” - Tuition and required fees paid to a postsecondary educational institution 
required for enrollment or attendance minus grants, scholarships, and other tax-free educational 
assistance (including Pell Grants, employer-provided education assistance, and Veteran’s 
educational assistance) 

• Note: The expenses covered do not include the cost of books, supplies, equipment, insurance, 
medical expenses (including student health fees), room and board, transportation, or other living 
expenses unless they must be paid to the institution as a condition of enrollment or attendance. 

Eligible 
Institutions 

 • Any college, university, vocational school, or other postsecondary educational institution eligible 
to participate in a student aid program administered by the U.S. Department of Education.  
Includes virtually all accredited, public, non-profit, and proprietary postsecondary institutions. 

Income 
Eligibility 

 • Phased out for joint filers with $90,000 to $110,000 of modified AGI (tax year 2006) 
• Phased out for single filers with $45,000 to $55,000 modified AGI (tax year 2006) 
• Married couples must file a joint return to claim a benefit (married filing separately is not eligible) 
• Individuals must modify their AGI to include income earned abroad 

Other 
Details 

 
 

• Families are able to claim the Lifetime Learning tax credit for some members and Hope credit for 
others in the same year.  However, the same student cannot take both credits. 

• Neither credit can be claimed by those who are “married, but filing separately.” 
Note: Summarized from Internal Revenue Service Publication 970, Tax Benefits for Higher Education (2005 tax year), with updated amounts for 
tax year 2006 

                                                 
3 AGI is total income minus deductions for items such as alimony, student loans, IRAs, and medical savings accounts.  For most 
taxpayers, AGI is equal to total income.   
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In addition to the Hope and Lifetime Learning Education Tax Credits, filers have the option of 
claiming a tuition and fees deduction for qualified educational expenses (but cannot claim both 
for the same expenses).  This deduction can reduce the filer’s income by up to $4,000.  In 
general, the same eligibility rules apply for the deduction as for the credits (see IRS Publication 
970 section of Tuition and Fees Deduction).  WE recommend that volunteer tax preparers 
compare the tax benefit a client might receive claiming an education deduction to the tax benefits 
received by claiming a credit by trying each scenario separately in the tax preparation software 
and filing for whichever tax benefit yields the highest return. 
 
 

III. Who Benefits from the Education Tax Credits? 
 
Since the inception of the Hope and Lifetime Learning Education tax credits in 1997, between 4 
and 6 percent of tax filers receive a credit each year, and they receive between $5 billion and $6 
billion in aggregate. Take-up rates of the credits increased in the late 1990s, but have steadied to 
between 5 and 6 percent since the early part of this decade. 
 
Relatively low take-up rates are caused by several factors.  First, few adults know about the 
credits.  A survey in 2001 revealed that just 21 percent of adults in the general population had 
heard about the credits (Choitz, Dowd, and Long 2004).  This rate is even lower among low-
income adults (between 9 and 20 percent for adults with household incomes under $30,000, 
depending on income level).  It also is lower among adults with lower levels of education (12 
percent of those with less than high school and 16 percent of those with a high school diploma).  
While Black adults’ awareness of the education tax credits equaled the average (21 percent), 
Hispanic adults’ awareness was just 16 percent.  Even adults already enrolled in college lack 
awareness of the education credits.  In 2001, only one-third of adults enrolled in college had used 
or planned to use the credits (many may not have been eligible). 
 
Despite these low levels of awareness, in 2001, 7.2 million filers received $5.2 billion in 
education tax credits.  In 2006, filers received $5.99 in education tax credits.  This is not an 
insignificant number and is worth a closer look.  Specifically, it is important to understand this 
total across two dimensions: (1) for whom the credit was filed; and (2) the income level of the 
tax filer. 
 
In the report Getting Serious About Lifelong Learning referenced above, the authors made the 
distinction between three types of students for which an education credit might be claimed: 

• Dependent Student – The tax filer claims an education credit for a dependent 
claimed on his/her tax return.  Dependent students usually enroll full-time and are 
supported by their parents. 

• Independent Student – The tax filer claims the education credit for himself/herself 
or a spouse and is not supported by his/her parents (thus filing own tax return).  In 
this study, this type of student indicated that the occupation of the person for 
whom the credit was filed was “student,” which was used as a proxy to being a 
full-time student. 

• Working adult student – The tax filer claimed an education credit for 
himself/herself or spouse and both indicated something other than “student” as 
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their occupation, which was a proxy for a working adult taking courses on a part-
time basis. 

 
Analysis of data from the Internal Revenue Service (IRS) Statistics of Income (SOI) data sample 
reveals that 46 percent of the Hope credit dollars went to filers for dependent students, 10 
percent went to independent student filers; and 42 percent went to working adult students.  The 
Lifetime Learning tax credit dollars were distributed differently, with 27 percent going to filers 
for dependent students, 19 percent to independent student filers, and 55 percent to working adult 
student filers.  The table below provides a summary of the distribution of Hope and Lifetime 
Learning credit dollars by income and type of student. 
 
Based on this data, it would appear that working adult students are receiving a not insignificant 
percentage of the credit dollars.  However, when the lens of income is overlaid on this data, it 
becomes clear that middle and upper-income filers are receiving more of the benefit from the 
education tax credits than lower income. 
 
According to the IRS SOI data, just over one-third of the Hope credit dollars (34 percent) went to 
the lowest 1/3 of tax filers (those with adjusted gross incomes below $30,000).  Most of the 
credit dollars went to middle and upper income filers, per the design of the tax policy.  Low-
income filers claiming the Hope credit for a dependent student received a very small percentage 
of the overall Hope dollars (5 percent).  Independent students and working adult students fared 
better. 
 
This was not the case for the Lifetime Learning tax credit, which is the primary credit that 
working adult students are able to take (in 2001, 3 million filers received the Lifetime Learning 
tax credit for themselves or a spouse compared to 1.8 million who received a Hope credit).  
Twenty-three percent of the Lifetime Learning credit dollars went to low-income working adult 
students, compared to 32 percent that went to middle and upper-income filers.  Also, low-income 
filers who claimed the Lifetime Learning credit for dependents received a significantly lower 
percentage of the dollars than middle and upper-income filers (2 percent compared to 12 percent 
and 13 percent). 
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Percentage of the Hope and Lifetime Learning Credit Dollar Amounts Received 
by Type of Student and Adjusted Gross Income (AGI), 2001 

Hope Tax Credit 

Type of Student AGI < $30,000 AGI $30,000 –
under $60,000 

AGI $60,000 – 
under $100,000 TOTAL 

Dependent 5% 19% 22% 46% 

Tax filer-Student 7% 3% 0% 10% 

Working Adult 
Student 22% 16% 4% 42% 

TOTAL 
AVERAGE 34% 38% 26% 98%* 

 
Lifetime Learning Tax Credit 

Type of Student AGI < $30,000 AGI $30,000 –
under $60,000 

AGI $60,000 – 
under $100,000 TOTAL 

Dependent 2% 12% 13% 27% 
Tax filer-Student 12% 6% 1% 19% 
Working Adult 
Student 

23% 22% 10% 55% 

TOTAL 
AVERAGE 

37% 40% 24% 101%* 

Source: Internal Revenue Service, Statistics of Income data sample, 2001 
*Totals do not add to 100% due to rounding errors 

 
 
These findings have been substantiated by other reports on the education tax credits.  A 2003 
report by Dr. Bridget Terry Long at the Harvard Graduate School of Education found that 
“primarily middle-income individuals and families claimed the education tax credits. Nearly half 
of the credits claimed in 2000 were by returns with an AGI between $30,000 and $75,000 
although this group makes up only 35 percent of the eligible returns” (Long 2003).  A report by 
the Congressional Research Service in 2002 found that the Hope credit - by design – “targets the 
bulk of its benefits to middle- and upper middle-income students [but] provides assistance to 
some low-income students.”  The report continued, “the Lifetime Learning Credit provides 
relatively little benefit even to the populations on which it is targeted” (Stoll and Stedman 2002). 

 
This project focused on increasing uptake of the education tax credits by low-income filers 
receiving tax filing assistance at tax assistance sites.  Therefore, it is useful to understand more 
about these filers.  A good source for this data is the National Tax Assistance for Working 
Families Campaign (NTA) sites supported by the Annie E. Casey Foundation.  AECF launched 
this campaign in January 2003 as a way to expand the impact of local Earned Income Tax Credit 
outreach and free tax preparation projects.  In 2005, 41 campaigns filed more than 150,000 tax 
returns, providing more than $200 million in federal and state tax refunds to low-income families 
(Brown 2006). 
 
For the 2005 tax year, 4.5 percent of NTA filers claimed an education tax credit (based on a large 
sample of the total returns filed).  This was slightly below the national average of 5.29 percent of 
all tax filers that year.  The median amount was $485 per return.  Overall, the filers who claimed 
an education credit had higher incomes than the average NTA filer, were less likely to receive 
public benefits, were slightly more likely to file single and slightly less likely to file as head of 
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household, were younger, and were less likely to be Hispanic. Also, most did not claim either of 
the significant tax credits that benefit low-income filers (the Earned Income Credit and the Child 
Tax Credit). The table below provides the detailed data. 
 

Comparison of All Filers in the AECF National Tax Assistance For Working Families 
Campaign and a Subset of Education Credit Claimants, 2005 Tax Year 

 NTA Campaign Average Filer Education Credit Claimants 
Median adjusted gross 
income $15,132 $23,297 

Reported having 
received public 
benefits 

30% 13% 

Filing status Single: 54% 
Head of household: 30% 
Married filing jointly: 15% 

Single: 60% 
Head of household: 22% 
Married filing jointly: 18% 

Age 38 years 29 years 
# dependents claimed 0: 60% 

1: 21% 
2: 14% 
3+: <6% 

0: 65% 
1: 20% 
2: 11% 
3+: 4% 

Race/ethnicity 
(significant differences 
only) 

28% Hispanic 
4% Asian/Pacific Islander 

18% Hispanic 
6% Asian/Pacific Islander 

Claimed other benefits Earned Income Credit: 44% 
Child Tax Credit: 23% 
Child & Dependent Care Credit: 3% 

Earned Income Credit: 21% 
Child Tax Credit: 21% 
Child & Dependent Care Credit: 5% 
Note: 70% did not claim either the 
Earned Income Credit or the Child 
Tax Credit 

 
 
For this report, we also worked with East Harbor Community Development Corporation and Our 
Money Place at Bon Secours (both in Baltimore) to collect tax returns of clients who were 
initially eligible to claim education tax credits because they had received a 1098-T form from a 
college.  However, we received data on only 15 returns, which resulted in too small a sample size 
to conduct meaningful analysis.  However, it is fair and important to note that, of the 15, just 3 
(20 percent) actually claimed a credit.  As both of these sites were participating in this project by 
piloting tools for filing the credits (described below) and had coordinators and volunteers 
familiar with the education credits, it is unlikely that this small percentage resulted from lack of 
awareness or inaccurate filing. 
 
More likely, the filers may not have been eligible because they had other forms of free aid that 
covered any tuition and required fees.  Given their low income (all but 4 had incomes below 
$15,000), it is quite likely that most potential claimants did receive Pell grants, scholarships, or 
other grant aid.  Alternatively, filers may not have claimed the credit because they knew they had 
no tax liability against which to claim the credits. 
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IV. Strategies and Tools for Marketing and Filng for the Education Tax 
Credits for Low-Income Filers 

 
There are many barriers to low-income filers, specifically, receiving an education tax credit. 
Some of these barriers are operational and some stem from policy restrictions.  Research for this 
report pointed to two significant “operational barriers,” that is, barriers related to the operation of 
marketing and filing for the education tax credits: 
 

• Many filers simply do not know about the credits (lack of awareness) 
• Filers and, for the purpose of this report, volunteers at free tax sites, may not understand 

or know how to claim the education tax credits 
 

These barriers are discussed in more detail below along with strategies and tools for overcoming 
them.  Significant barriers to low-income filers benefiting from the Hope and Lifetime Learning 
Education tax credits also stem from the tax policy itself. They include: 

 
• The education tax credits can only be applied toward net tuition and required fees 
• The Lifetime Learning Tax Credit – which holds the greatest promise for low-income 

working adults due to their likelihood of enrolling less than half-time –covers a very 
small percentage of tuition and required fees, providing for a paltry credit 

• Neither the Hope nor the Lifetime Learning credits are refundable, i.e., filers receive no 
part of the credit above and beyond their tax liability.  For low-income filers with little to 
no tax liability, this aspect of the policy makes the education credits out of reach. 

 
These policy restrictions are described in more detail after the section on addressing operational 
barriers.  We provide policy recommendations to address these barriers. 
 
 

Addressing Operational Barriers 
 

Lack of Awareness 
 
As the data presented earlier in this report indicate, lack of awareness is one challenge to 
increasing the uptake of education tax credits among low-income filers.  In 2001, just one in five 
adults in the general population had heard of the education tax credits, and the rate was even 
lower among low-income adults and those with limited education.  Our work with Our Money 
Place at Bon Secours of Maryland Foundation and East Harbor Community Development 
Corporation substantiates this national data.  Both of these sites flagged tax clients who indicated 
that they had paid postsecondary education tuition or fees and asked them to complete consent 
forms to participate in our research.  In total, 14 clients completed consent forms, and we 
received tax data and attempted to interview each.  A tertiary analysis of the tax data from this 
sample is provided earlier in this report.  Here, we focus on the interviews. 
 
Out of the 14 individuals who submitted consent forms, two were no longer at the telephone 
number provided on the form at the time of the interview (approximately 5 months later), and 
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another two declined to be interviewed.  Of the remaining ten, only two could be reached for an 
interview. We contacted all ten four times before concluding that they were unreachable.4
 
The findings from the two completed interviews were that free tax clients were not aware of the 
education tax credits, had no idea what they were based on or how they were calculated (either 
before or after the tax preparation session), and could not even remember if they received a 
credit (or how much the credit was).  Based on information provided in the interviews on their 
work and school enrollment intensities, it is likely that only one of the interviewees actually 
received a credit.  She worked full-time and attended school full-time, which means that she may 
have had enough tax liability and educational costs to qualify for one of the credits.  The other 
interviewee attended school full-time, but did not work full-time (she worked 28 hours per 
week).  It is unlikely that she had a high enough tax liability to be offset by an education tax 
credit. 
 
Each tax client was flagged as potentially eligible for an education tax credit with different 
triggers.  In one case, the filer simply collected and brought all tax forms into the site. The 1098-
T that she received from her postsecondary education institution triggered the tax preparation 
volunteer to ask more questions about tuition and fees and other important information to 
complete the forms for the education credits.  Our interviews with free tax preparation site 
mangers indicate that this is a common occurrence and is a primary way volunteers know to 
complete the form to claim an education credit.  In the other case, the intake form and 
volunteer’s question about postsecondary education triggered further questions (it is likely that 
this client also provided a 1098-T from since that form was the main trigger in this small study 
for a client to receive a study consent form). 
 
It is important for free tax preparation sites to raise the awareness levels of both potentially 
eligible clients and volunteer tax preparers. 
 

Raising Awareness among Clients 
 
The “bread and butter” of free tax preparation sites is the Earned Income Tax Credit (EITC or 
EIC).  This is a special refundable credit designed to boost the earned income of low- and 
moderate-income workers. 5  Sites tend to focus their outreach messages on making potential 
filers aware of the significant EITC tax credit they may receive.  And the EITC is a significant 
credit.  Over $39 billion in EITC credits was claimed on over 21 million returns in tax year 
2004.6  In one of the country’s largest free tax campaigns – the National Community Tax 
Coalition - nearly half of the total federal refunds filed in 2004 were EITC refunds ($175 million 
out of $361 million). 
 
                                                 
4 This experience underscored the suspicion this population has about unknown callers.  On one call, the interviewer 
was accused of being a bill collector and was told not to call back before he was hung up on.  In another call, the 
interviewee replied to the interviewers’ call, asked what company the interviewer was with, and then hung up on 
him. 
5 Refundable means that a filer receives the full amount of the credit even if s/he does not have a tax liability to 
apply it against. 
6 See this fact sheet by the Center on Budget and Policy Priorities: 
http://www.cbpp.org/eic2006/EIC_Participation.pdf
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By comparison, education tax credits were claimed by just 4 percent of filers overall and in the 
Annie E. Casey Foundation’s National Tax Assistance for Working Families Campaign 
(consistent over tax years 2003, 2004, and 2005).  Additionally, the Brookings Institution has 
found that “just 2.7 percent of EITC earners accessed either the Hope or Lifetime Learner credits 
to help pay for postsecondary education” (Berube 2006). 
 
The low take-up rate implies that free tax preparation sites should carefully target their outreach 
messages on education tax credits to populations that are highly likely to be eligible for the 
credits.  As we heard several times in interviews for this project, the resources and staff at free 
tax sites are already stretched thin, so any new tasks must be high value-added. 
 
Tax sites should assess their targeted population and historic use of the education tax credits to 
determine how much effort to put toward marketing the education tax credits.  For example, the 
Central New Mexico Community College Foundation (CNM was formally the Albuquerque 
Technical Vocational Institute or TVI) started Tax Help New Mexico to offer free tax 
preparation to CNM students. Last year, free tax help was provided at 44 locations throughout 
the state.7  A significant portion of the tax clients are low-income community college students.  
Because these students are initially eligible to claim an education tax credit, this college sees 
great value in dedicating resources to outreach materials specifically focused on the education 
tax credits.8
 

C  
a  
C

L  

CNM uses two primary outreach tools.  It sends the postcard in Appendix A to every student 
early in the tax season to encourage them to use the free tax sites and to trigger them to ask about 
the education tax credits.  CNM also sends a version of the 
flyer in Appendix B to all of its students as well as all 
students at sister community colleges throughout the state 
(Farmington, Gallup, Santa Fe, Las Cruces, and Clovis).  
The flyer serves as the base document, but CNM 
customizes it to college students by adhering an eye-
catching, shiny metallic sticker with the words, “Students - 
You may be eligible for Education Tax Credits!  Ask us 
about the Hope Credit and the Lifetime Learning Credit.”   
In total, over 60,000 students in New Mexico received this 
flyer.  As shown in the appendix, the flyer also was 
available in Spanish.  For this tax season, CNM is building 
on this campaign to include students at the University of New Mexico for 
 
Also, in 2007, CNM plans to pair the tax preparation assistance with assis
completing the Free Application for Federal Student Aid (FAFSA) to help
Grants and student loans.  This is a smart strategy because much of the inf
the FAFSA is taken from filers’ tax returns.  CNM sees tax preparation as
in completing the FAFSA as student retention tools.  Research shows that 

                                                 
7 See the profile on Central New Mexico Community College in the companion report de
8 These students are at least initially eligible for the education tax credits in that they are 
postsecondary education institution.  Other qualifications must also be met, as described 
report. 
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access or persist in college often because they cannot afford school.  By helping students access 
funding – whether it is grants, loans, or tax credits – CNM is helping them stay in school and 
persist to graduation. 
 
In Baltimore, Maryland, the representative from the Internal Revenue Service Stakeholder 
Partnerships, Education and Communications (IRS SPEC) office has worked with the Maryland 
Higher Education Commission and local colleges to include information on the education credits 
in college financial aid materials and sent out to students via e-mail and in college student 
handbooks. 
 

Raising Awareness among Volunteer Tax Preparers 
 
Low-income tax filers are not the only ones with limited awareness of the Hope and Lifetime 
Learning education tax credits.  Interviews with practitioners and our own experience with 
volunteer tax preparation work indicate that volunteers at free tax preparation sites have little 
knowledge of the credits.  This is partially due to the strong emphasis in most of these sites on 
the Earned Income Tax and Child Tax credits and also due to the fact that a higher percentage of 
the tax clients benefit from these credits than from the education tax credits.  A related issue is 
the relatively short amount of training on the education tax credits most volunteers appear to 
receive.  As one interviewee for this research indicated, volunteers – who usually are not familiar 
with the tax code – have a lot to learn in training; therefore, trainers must focus on the basics and 
the most used components of the tax code. 
 
Again, we recommend that sites assess how significant the education tax credits are to their work 
(or could be if all eligible clients were indeed claiming the credits) and train volunteers on the 
education credits accordingly.  However, no matter how significant or insignificant the education 
credits are in each site’s work, all volunteers should receive an overview of the basics on these 
credits.  We have provided a two-page flyer that sites can use to provide this basic information to 
volunteers in a quick manner (see Appendix C). 
  
 

Claiming the Education Tax Credits 
 
Related to free tax preparers’ lack of awareness about the credits is their confusion over how to 
file for these credits.  There are a variety of reasons for this confusion.  First, as described above, 
volunteers usually received limited training on how to file for the credits.  Second, unlike with 
other credits like the EITC and Child Tax Credit, the TaxWise software that most free tax 
preparation sites around the country are required to use does not include a prompt in the system 
that, when triggered, automatically pulls up the education tax credits forms.  Volunteers have to 
go searching for the correct form to complete. Third, with just 4 percent of clients filing for the 
education tax credits, volunteers do not often complete the steps to file for these credits and are 
unfamiliar with the process. Finally, the IRS publications provide little guidance to volunteers 
(and taxpayers, for that matter) on how to correctly claim these credits. 
 
In a study on the quality of EITC campaigns that were part of the National Tax Assistance for 
Working Families Campaign funded by the Annie E. Casey Foundation in 2006, Amy Brown 
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found that 31 percent of returns in her sample that had an education credit had a mistake in how 
the credit was filed (Brown 2006).  This percentage was higher than for most other credits, 
including the Earned Income Tax Credit (3 percent), the Child Tax Credit (4 percent), and the 
Child and Dependent Care Credit (18 percent).  It was slightly lower than the mistake rate for the 
Retirement Savings Credit (32 percent).   The good news is that the 2006 rate was lower than 
that in 2005 of 43 percent (Brown 2005).  A slightly more in-depth analysis of the 2005 data 
found that half of the mistakes on the education credits had no consequence for the filer.  Other 
mistakes included the tax preparer not including the credit or incorrect determination of which 
credit applied. 
 
Brown found several reasons for why mistakes were made in filing tax returns overall, not just 
for the education credits.  The reasons she cited that seem most applicable to the education credit 
mistakes included tax preparers not asking questions, i.e., whether the client paid tuition or fees 
in the tax year, and volunteers’ gaps in tax knowledge.  The example Brown provided in her 
report was directly related to the education credits: “Mistakes resulted when a preparer did not 
fully understand tax rules, such as the volunteer who thought education credits applied only to 
four-year colleges…” (Brown 2005). 
 
In both her 2005 and 2006 reports, Brown provides recommendations for improving accuracy in 
filing tax returns.  Among others, she suggests: 

• Standard procedures to ensure that key questions are asked of all tax filers 
• Introduce tools to assist in making status and credit eligibility determination 
• Emphasize the use of decision trees in tax preparer training (Brown 2005 and Brown 

2006) 
 
We provide strategies and tools for all three in this report, specifically related to the education 
tax credits. 
 

Standardize procedures to ensure that key questions are asked of all tax filers 
 
The standard intake form is the most effective point to begin determining if a free tax preparation 
client might be eligible for an education tax credit.  It is our understanding that all sites use some 
sort of standard intake form.  Based on an informal survey conducted for this report of members 
of the Tax Roundtable listerv sponsored by the National Community Tax Coalition, many 
campaigns use a form that they have created themselves (78 percent of respondents).  Just under 
a quarter of respondents (22 percent) indicated that they use the official IRS Intake and Interview 
Sheet (Form 13614). 
 
The wording of questions designed to elicit client eligibility for an education tax credit is 
important to get accurate information and because sites cannot rely on the 1098-T Tuition 
Statement for information.  Educational institutions must provide the IRS and students with 
1098-T Tuition Statements by the end of January of each year that document the student’s 
enrollment status at the institution.  They may also, but are not required to, report on the 
student’s qualified tuition and related expenses, scholarships, and grants. A Government 
Accounting Office study in 2005 found that just 13 percent of all 1098-T statements it reviewed 
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included such information (United States Government Accounting Office 2005).  Given this 
situation, it is important that sites carefully gather this information on their own.   
 
The Tax Counseling Project of the Center for Economic Progress in Chicago has been successful 
with this question: “Did you or anyone in your family attend college or vocational school in 
20__?” (see this client intake form in Appendix D).  The Community Tax Center Program 
sponsored by the Foundation Communities in Austin, Texas, provides a little helpful prompt to 
tax preparation volunteers on the intake sheet.  Right after the question on educational expenses 
is the tip: “requires form 8863” in parentheses.  This prompts the volunteer to ask more questions 
and use this form to file for an education tax if the question is answered in the positive. 
 
Some sites use the IRS Intake and Interview Sheet (see Appendix E).  This form includes in a 
check box list at the bottom of page 2 a question on whether the client had “educational expenses 
for you or your dependents” in the tax year.  It is interesting to note that all of the questions on 
the second page – including the one on educational expenses that might qualify for an education 
tax credit – are to be asked by a certified volunteer.  We do not know how strictly this protocol is 
followed; however, it would seem to increase the chances that the question would be answered 
correctly if a volunteer can immediately probe for more information if there is any confusion on 
whether the tax client might have paid for eligible educational expenses. 
 
Another possibility for improving the process for determining a client’s eligibility for an 
education credit was raised in the course of this research and centers on the specific software 
used by most free tax sites.  A powerful aspect of the TaxWise software is that it automatically 
loads necessary forms into a “to be completed” list based on data entered into a “Main 
Information Sheet.”  This software also has its own interview sheet, which includes the question, 
“Did you pay qualified postsecondary education tuition and related expenses for yourself, your 
spouse, or your dependents?”  If the volunteer marks the “yes” checkbox beside this question, 
TaxWise will add the appropriate form (Form 8863) to the “to be completed” list. 
 
However, based on our interviews and survey of practitioners for this report, it appears that few 
sites use this form within the Tax Wise software.  Some site managers thought that the interview 
sheet was “too lengthy and over-extensive” for free tax preparation clients and that it would 
“slow down the tax preparation process.”  One site manager had used the TaxWise interview 
sheet in her program’s first year. She liked the comprehensiveness of the questions and the fact 
that the software automatically pulled up the appropriate forms. However, she quit using it after 
she realized that her volunteers “were too reliant on the sheet and didn’t adequately understand 
the 1040 [U.S. Individual Income Tax Return].”  This manager wanted her volunteers to 
understand the rules in the tax code and how taxes were filed, not simply how to enter data into a 
software program.  She, too, cited that there were too many irrelevant questions on this sheet for 
her client population, i.e., questions about farming income.  She also indicated that the automatic 
pull-up of the education tax credits form sometimes caused problems when it was clear that the 
client would not need to claim the credit (because they had no tax liability, for instance), but the 
volunteer did not know how to remove the form in order to clear the tax return for filing. 
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Introduce tools to assist in making status and credit eligibility determination 
 
We have drafted a “Quick Reference Guide” for this project to counter the limited training 
volunteers may receive on the education tax credits and the limited guidance provided in IRS 
publications in filing for these credits (see Appendix G).  We emphasize “quick” in order to 
avoid burdening the volunteer with too much information about credits for which they may not 
often file.  Ideally, the volunteer would be somewhat familiar with the basics of the education tax 
credits after having reviewed the overview handout in Appendix C. 
 
The IRS form that must be completed to claim an education credit is Form 8863 (see Appendix 
F).  The form itself is relatively simple to complete; however, there are three significant issues 
that arise as a volunteer completes the form that are not adequately dealt with in IRS publications 
(in the event that a volunteer must rely on these publications to complete an education tax credit 
claim for the first time).  The first is determining if a tax client or his/her dependent is indeed 
eligible to claim a credit and, if so, which one?  The IRS provides flowcharts to help answer both 
of these questions; however, they are located in two separate publications (IRS Publication 17 
and 970).  To ease the complexity and burden on the volunteer tax preparer, we have 
conveniently located both of these flowcharts and directions for their use in a single “Quick 
Reference Guide” (see Appendix G).  One cautionary note is that these charts are for the 2005 
tax year. Updated charts for the 2006 tax year were not available as of the release of this report.  
Anyone using these charts should replace them with updated versions for the current tax year 
(found in IRS publications 17 and 970). 
 
Another significant issue is determining if the postsecondary education institution the student 
attended is an “eligible institution.”  This is an institution that is accredited and that is eligible to 
participate in the federal Title IV student financial aid programs, something that is not readily 
apparent to a student or a volunteer tax preparer.  The guide in Appendix G provides a three-step 
process for determining if the student’s postsecondary education institution is an eligible 
institution for the education tax credits. 
 
Finally, a significant stumbling block to correctly filing for an education tax credit is determining 
the “qualified expenses” that can be claimed for the education credit.  Basically, students can 
claim only “net” tuition and required fees, which are those left over after all free student aid 
(grants and scholarships, but not loans) has been applied (note: only tuition and fees count; 
books, supplies, equipment, room, board, etc. cannot be included in this calculation).  The 
worksheet in the guide in Appendix G can assist volunteers in calculating the “qualified 
expenses.  This worksheet is not included in any IRS publications and was created entirely by the 
authors of this report.  We strongly encourage volunteer preparers to collect information from the 
client and school documents dire3ctly, given the inadequacies of the 1098-T Tuition Statements.  
The entire guide has been reviewed by IRS SPEC personnel and by free tax preparation 
practitioners for accuracy and usefulness.  Additionally, it was piloted by two free tax sites in the 
spring of 2005 as part of their free tax services. 
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Emphasize the use of decision trees in tax preparer training 
 
One of the most useful aspects of the IRS tax publications are the flowcharts and decision trees 
provided in many publications to aid the taxpayer (and volunteer preparer) in determining 
eligibility for tax provisions, filing status, and other confusing decisions associated with filing 
taxes.  We have included two of the most useful IRS flowcharts in the Quick Reference Guide 
described above. 
 
Another useful tool that we discovered in the research for this report was created by the 
Community Tax Center Program sponsored by the Foundation Communities in Austin, Texas.  
This tool features a sample 1098-T form that a student should have received from his/her 
postsecondary educational institution and walks a volunteer preparer through the steps for 
reading and using this form.  This tool is included in Appendix H and is a valuable complement 
to the Quick Reference Guide in Appendix G.9
 

 
Addressing the Policy Restrictions 

 
Significant barriers to low-income tax filers benefiting from the education tax credits stem from 
the tax policy itself.  This section reviews these barriers in more depth and provides policy 
recommendations that can be considered for increasing and use and value of the credits for low-
income filers. 
 
 Net Tuition and Required Fees Only 
 
The restriction of the credits to include tuition and fees only negatively impacts low-income 
filers in a few ways.  First low-income students tend to attend low-cost institutions, i.e., 
community college, where tuition and fees are low, which results in low credits, if any.  Second 
low-income students more often combine school and work than their higher income peers. They 
tend to attend school part-time or even less-than-half-time, which further reduces their tuition 
and fee costs and, therefore, any education credit they may receive. Third low-income students 
who attend half-time or more are more likely to get need-based student financial aid, which is the 
first resource applied toward tuition and fees and may result in no “net tuition and fees” for the 
student to apply toward an education tax credit. 
 
In both the report, Getting Serious About Lifelong Learning, and this report, we recommend that 
the education tax credits policy be changed in two ways: 
 

• Expand the definition of “qualified expenses” beyond tuition and required fees to 
include books, supplies, equipment, room, board, transportation, and child care in line 
with the formulas used in the Title IV student aid programs 

• Increase the percentage of qualified educational expenses allowed under the Lifetime 
Learning Tax Credit from the current 20 percent of the first $10,000 in tuition and 
fees to 50 percent and cap the total credit at $2,000 in order to provide more benefit to 

                                                 
9 We would like to thank Elizabeth Colvin, Director of the Community Tax Center Program, for sharing this tool 
with us for this report. 
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lower-income students and those attending lower-cost institutions (without negatively 
impacting other students) 

 
Non-refundability 

 
The non-refundable nature of the credits leaves out many low-income filers who have little to no 
tax liability against which to apply the credits.  We recommend that the education tax credits be 
refundable similar to the Earned Income Tax Credit and its eligibility guidelines. 
 
The policy barriers present the most significant barriers to low-income filers claiming education 
tax credits.  We would support a national policy advocacy effort to address these barriers and 
expand the education tax credits to low-income students.  In fact, over the last few years, there 
has been growing interest in the education tax credits.  A variety of policy alternatives have been 
introduced in this conversation, including variations on the recommendations provided above; 
merging and simplifying the credits; and doing away with the credits altogether. Now is the time 
for advocates and supporters of low-income workers and their families to enter this policy 
discussion and advocate for changes that improve the credits for these filers. 
 

 
V. Education Tax Credits as a Workforce Development Tool 

 
This report has taken a detailed look at the processes around filing for the education tax credits.  
However, the bigger question remains – how can community-based organizations (CBOs) 
seeking to help improve low-income clients’ economic situations leverage the Hope and Lifetime 
Learning Education Tax Credits?  Because these credits can be used only at eligible 
postsecondary education institutions, these CBOs must form some sort of connection to eligible 
institutions and facilitate their clients’ enrollment in college.  This broader issue to covered in the 
companion report, A Workforce Development Triad: Federal Education Tax Credits, 
Community-Based Organizations, and Community Colleges, and includes analysis and lessons 
learned from CBO-community college partnerships as well as case studies of three organizations 
that link tax preparation, workforce development, and postsecondary education. 
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APPENDIX A 
Central New Mexico Community College Education Tax Credits Postcard 

 
Front: 

 

 
 

Back: 
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APPENDIX B 

Central New Mexico Community College and  
Tax Help New Mexico Education Tax Credits Flyers (Base) 
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APPENDIX C 
 

Help Your Tax Clients Claim  
An Education Tax Credit  

Information on the Hope and  
Lifetime Learning Tax Credits 

 
Questions to ask when scheduling an appointment or on intake form: 

 Did you or anyone in your family attend college or vocational school in 2006?  If so, please write the name 
of the school(s): ________________________________________ (and bring in the forms listed below) 

 Did you or anyone in your household receive student financial aid for this education? (bring in the forms 
listed below) 

 
Forms the client should bring to tax assistance session: 

 1098-T Tuition Statement (filer should have received it from the school, college, or university) 
 A bill or receipt from the school, college, or university that shows how much the student paid in tuition and 

fees or paperwork showing how many credits the student took and the tuition and fees for each credit.   
**This information may be on the 1098-T, but often is not and may not be correct.** 

 Financial aid statement from the school, college, or university showing the student’s estimated cost of 
attendance for tuition and fees and how much financial aid the student received. 

 
Forms the volunteer tax preparer should complete: 

 IRS Form 1040 or 1040A (education tax credits found in the “Tax and Credits” section).  Note: filer cannot 
use the 1040EZ to claim an education tax credit. 

 IRS Form 8863: Education Credits (Hope and Lifetime Learning Credits) 
 
Publications to find more information: 

 Instructions for forms 1040 and 1040A, specifically sections on the education tax credits  
 IRS Publication 970: Tax Benefits for Education, specifically sections 2 and 3 

 
Tips to keep in mind: 

 Claim the Hope Credit if: 
o Student attended college at least half-time (usually 6 credit hours or more, but specifically defined 

by the school or college) in a program leading to an undergraduate degree, certificate, or other 
recognized educational credential; and 

o Student was in the first two years of the program (usually freshman or sophomore); and 
o Student has not claimed the Hope credit in any two earlier tax years (or had it claimed on his or 

her behalf); and 
o Student was free of any federal or state felony conviction for possessing or distributing a 

controlled substance as of last year. 
 
 Claim the Lifetime Learning Tax Credit if: 

o Student attended college for any number of credit hours; and 
o Student does not qualify for a Hope Credit. 
o Non-credit education counts as long as it is at an eligible institution and is taken to improve job 

skills; see table below. 
 
 Preparers should compare the tax benefit received by filing an education tax credit to that received by filing 

for the tuition and fees deduction. This can be done by entering the two scenarios separately in TaxWise 
and comparing the results. Do this at the end of the session after you have determined the client has a tax 
liability that can be reduced by a credit or deduction. 
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 On IRS form 8863, tax preparers and clients must calculate the “qualified expenses.”  Remember: 
o The credits can be taken ONLY for tuition and required fees; claimants CANNOT include any 

other expenses such as room, board, books, supplies, equipment, childcare, transportation, etc., 
UNLESS these expenses must be paid to the institution as a condition of enrollment or attendance. 

o The credit can be claimed only for tuition and required fees the student paid AFTER all TAX-
FREE student aid is subtracted, including Pell Grants, scholarships, employer-provided tuition 
assistance, and Veterans’ educational assistance.  The tuition and fees students paid for with a loan 
CAN be used to claim the credit. 

 To be efficient, volunteers should complete the forms related to these credits toward the end of the tax 
preparation session.  Because these are non-refundable credits, they apply only if a client owes taxes.  If a 
client still has a tax liability after completing all other tax forms, the volunteer should file for the education 
tax credits. 

 See the Quick Reference Guide: Filing for the Hope and Lifetime Learning Tax Credits 
 

Summary 
  Hope Scholarship Tax Credit (Hope)  Lifetime Learning Tax Credit (LLTC) 

Amount  • 100% for the first $1,100 of qualified 
expenses; 50% on the second $1,100 
(up to $1,650 credit per eligible 
student) 

 • 20% for the first $10,000 of qualified expenses  
(up to $2,000 credit per return) 

Targeted 
Group 

 • Students in their first two years of 
undergraduate postsecondary education 

 • College juniors and seniors 
• Graduate and professional degree students  
• Adults upgrading skills or changing careers  

Recipient 
Eligibility 

 • Available for the first two academic 
years’ worth of postsecondary 
education and only for two tax years 

• Must pursue a recognized credential 
• Must be enrolled at least half-time  
• Must not have a felony drug conviction 

 • Available for any postsecondary education to 
acquire or improve job skills (including non-
credit) 

• Available for an unlimited number of years 
• Do not need to pursue a recognized credential 
• Available for one or more courses 
• Felony drug conviction rule does not apply 

Claimant 
 
 

 

• Taxpayers may claim a credit for their 
own tuition/fee expenses or those of 
their spouse or dependents.  The credit 
is calculated on a per-eligible student 
basis, and there is no limit on the 
number of eligible students. 

 

• Taxpayers may claim a credit for their own 
tuition expenses or those of their spouse or 
dependents.  Maximum credit is determined on 
a per-return (family) basis, regardless of the 
number of post-secondary students in the 
family. 

Expenses 
Covered 

 • “Net tuition and fees” - Tuition and required fees paid to a postsecondary educational institution 
required for enrollment or attendance minus grants, scholarships, and other tax-free educational 
assistance (including Pell Grants, employer-provided education assistance, and Veteran’s 
educational assistance) 

• Note: The expenses covered do not include the cost of books, supplies, equipment, insurance, 
medical expenses (including student health fees), room and board, transportation, or other living 
expenses unless they must be paid to the institution as a condition of enrollment or attendance. 

Eligible 
Institutions 

 • Any college, university, vocational school, or other postsecondary educational institution eligible 
to participate in a student aid program administered by the U.S. Department of Education.  
Includes virtually all accredited, public, non-profit, and proprietary postsecondary institutions. 

Income 
Eligibility 

 • Phased out for joint filers with $90,000 to $110,000 of modified AGI (tax year 2006) 
• Phased out for single filers with $45,000 to $55,000 modified AGI (tax year 2006) 
• Married couples must file a joint return to claim a benefit (married filing separately is not eligible) 
• Individuals must modify their AGI to include income earned abroad 

Other 
Details 

 
 

• Families are able to claim the Lifetime Learning tax credit for some members and Hope credit for 
others in the same year.  However, the same student cannot take both credits. 

• Neither credit can be claimed by those who are “married, but filing separately.” 
Note: Summarized from Internal Revenue Service Publication 970, Tax Benefits for Higher Education (2005 tax year).  Updated amounts for 
2006 tax year. 
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APPENDIX D 
Tax Counseling Project, CEP Client Intake Sheet 
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APPENDIX E 
IRS Form 13614 Intake and Interview Sheet 
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APPENDIX F 
IRS Form 8863 – Education Credits 
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APPENDIX G 
Quick Reference Guide 

Filing for the Hope and Lifetime Learning Tax Credits 
 
About this Guide 
This Quick Reference Guide has been prepared to assist community-based organizations providing free or 
low-cost tax assistance in helping clients claim the Hope and Lifetime Learning Tax Credits.  It is meant 
to aid in the completion of IRS Form 8863 on the education credits.  Most of the Form 8863 is form is 
self-explanatory; however, there are three key aspects that must be completed prior to completing it – 
these are covered below.10  Two IRS documents will be helpful in completing Form 8863, and tax 
preparers should have both available for reference: 
• IRS Publication 17 Your Federal Income Tax For Individuals for the current tax year 
• IRS Publication 970 Tax Benefits for Education for the current tax year 
 
Tip: To be efficient, volunteer preparers should complete Form 8863 toward the end of the tax 
preparation session.  Because this is a non-refundable credit, it only applies if a tax filer has an 
outstanding tax liability (owes taxes after all deductions and other credits are taken).  Therefore, we 
recommend the volunteer complete everything except the education tax credits forms.  IF the client still 
has a tax liability, then complete the Form 8863. 
 
Tip: Filers have the option of claiming an education tax credit or a tuition and fees deduction of up to 
$4,000.  Volunteer preparers should compare the tax benefits of claiming a credit versus claiming a 
deduction by trying each scenario separately in TaxWise. See IRS Publication 970 for instruction on 
claiming the deduction. 
 
1.  Determining Who is an “Eligible Student” 
A key clue to whether a student is eligible to claim an education tax credit is whether they received a 
1098-T form.  Whether or not they received it, it is recommended to check student eligibility using an IRS 
eligibility chart. The IRS has published four flowcharts to determine if someone is an eligible student for 
the education tax credits.  Tax preparers can use just two to determine student eligibility. 
 
First, go through the chart, “Figure 35-A Can You Claim an Education Credit for 2005?” in IRS 
Publication 17 (see next page).  This will determine if the student can claim a credit.  Note: tax preparers 
should use the flowchart for the current tax year.  The chart for the 2005 tax year is provided as an 
example only; the chart for 2006 was not available at the release of this guide. 
 
If the flowchart assessment indicates that a student is eligible to claim a credit, you should determine 
which credit – the Hope or the Lifetime Learning.  To determine if the student is eligible for the Hope 
Credit, go through the chart, “Figure 2-1 Who is an Eligible Student for the Hope Credit?” in IRS 
Publication 970 (again, this is an example from tax year 2005; please use an updated version for the 
current tax year).  This flowchart is on page 3 of this guide.  If the student is eligible for a credit, but not 
for the Hope Credit, it is likely s/he should claim the Lifetime Learning Tax Credit.  Remember that the 
Hope and Lifetime credits cannot be claimed for the same student.   See the overview of these credits in 
the document, Help Your Tax Clients Claim An Education Tax Credit: Information on the Hope and 
Lifetime Learning Tax Credits. 

                                                 
10 This IS NOT an official IRS document.  However, it has been reviewed by IRS SPEC staff and free tax site practitioners for 
accuracy.  It also was piloted by two free tax sites in spring 2006.  It has been prepared by FutureWorks, LLC, for the Annie E. 
Casey Foundation in October 2006. 
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2.  Determining an “Eligible Institution” 
 
It is likely that if a student received a Form 1098-T from his/her postsecondary educational 
institution, that institution is an “eligible institution”; however, a quick on-line check is a good 
idea.  Also, a student may not have a 1098-T but still paid eligible expenses, in which case, this 
check is useful to determine “eligible institution.”  This check can be done through the Free 
Application for Federal Student Aid (FAFSA) website. 
 

1. Go to www.fafsa.ed.gov and click on “Find my school codes” in the left column 
 

 
 

2. In the first drop-down menu, select the current school year.  In the second drop-down 
menu, select “search” (note: it is very important to not select “verify”). Click on “Next” 
at the bottom of the page. 
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3. In the first drop-down menu, enter the state in which the student attended school.  In the 
second one, enter the city in which the student attended school.  In the third one, enter the name 
of the school or part of the name of the school, i.e., community college.    Entering part of the 
name will bring up a list of schools in that city and state with those words in it.  This may help 
with identifying the school.  All of this information should be on the 1098-T.  Click on “Next.” 
 
Note: The “state” is the only required information on this page.  If you enter just the state, you 
will get a listing of all of the schools in that state eligible to participate in the federal student 
financial aid program. 
 

 
 
 
The next page should include the name of the school, the address, and the federal (student aid) 
school code.  If the school is listed on this page with a school code, it is an “eligible institution.”  
If it is not listed here, it is not an “eligible institution” and the student cannot claim an education 
tax credit. 
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3.  Calculating “Qualified Expenses” 
 
Use this worksheet to calculate the qualified expenses for each student claimed on Form 8863.11  
 
1.  Total tuition and fees paid in 2005 and the first three months of 2006 for this 
student 
• Sources for information: 1098-T (lines 1 and 2), bill sent to student from 

school, student aid statement.  Note: Educational institutions are required 
to send 1098-T forms on each student to the IRS and to the student.  They 
are not required to report on students’ qualified tuition and related 
expenses, scholarships and grants.  Consequently, a U.S. Government 
Accounting Office study found that just 13% of all 1098-T forms had this 
information.  Do not be surprised if this information is not on the form.  
Also, some sites have found that the information is incorrect, so volunteers 
and site coordinators should double check all information with the student 
(preferably referencing other documentation from the school). 

• Do include any tuition, fees, and expenses that the student paid to the 
school as a condition of enrollment or attendance.  Include expenses paid 
to school for course-related books, supplies, and equipment only if they are 
required for enrollment or attendance. 

• Do not include any amounts that have been claimed for any other 
educational tax benefit, i.e., a deduction. 

• Do not include tuition and fees for any courses from which the student 
withdrew (even if s/he was not refunded). 

 
1. __________ 

 
2.  Total tax-free educational assistance received by student, including 
scholarships, fellowships, Pell Grants, and other grant aid 
• Do not include any wages, i.e., student work-study; loans (federal student 

loans, personal loans, or other types of loans); gifts; inheritance; 
withdrawal from personal savings; or any taxable educational assistance. 

• For a worksheet to calculate taxable educational assistance, see page 5 in 
IRS Publication 970.  

 
2. __________ 

 
3.  Total amount of educational refunds student received or expects to receive 
from any source, i.e., employer reimbursement 

 
3. __________ 

 
4.  Add lines 2 and 3 

 
4. __________ 

 
5.  Subtract line 4 from line 1 

 
5. __________ 

 
Enter amount from line 5 in “qualified expenses” for the student under either Part I on the Hope 
Credit or Part II on the Lifetime Learning Credit.  Do not enter more than $2,000 for each student 
claiming a Hope Credit. Do not enter more than $10,000 per return under the Lifetime Learning 
Credit. 
 
For more information and examples, see IRS Publication 17, Chapter 35 on the Education 
Credits and IRS Publication 970, Tax Benefits for Education, chapters 1 and 2 on the Hope 
Credit and Lifetime Learning Credit, respectively. 

                                                 
11 Prior to the 2006 tax year, tax filers could deduct tuition and fee expenses from their taxable income in lieu of claiming an 
education tax credit.  However, this provision expired at the end of the 2005 tax year.  Volunteers do not need to make a 
determination as to whether an education tax credit or a tuition deduction is better for their clients, 
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APPENDIX H 
 
 

1098-T and Education Benefits 
 

 

$4,500 

$7,580 

X 

 
Issue: 1) Client received $7,850 in scholarships/grants.   
 2) Qualified tuition paid to the institution was $4,500 and client confirms that   
 amount. 
How to handle in Taxwise: 

1) Since the amount of scholarships/grants is MORE than the qualified tuition 
amount, client does NOT qualify for an education credit or a tuition deduction on 
their tax return.   

 2) Subtract the qualified tuition amount from scholarship/grants.   
  That amount ($7850-$4500=$3350) is taxable income. 
  Enter that amount ($3350) on line 7 of the 1040 by “Scholarship    
 income not reported on W-2.” 
 
What if the client has the reverse situation? 
 1) $4,500 in scholarships and grants 
 2) $7850 in qualified tuition that was paid in 2995 
How to handle in Taxwise: 
 1) Since the amount of scholarships/grants is LESS than the qualified   
 tuition amount, the difference between the scholarship/grant amount and   
 the tuition amount can be used for either an education credit or a tuition   
 deduction on their tax return.  See the handout in the Volunteer Resource  
 Guide on how to determine which one is best.  
 2) Note that only the tuition amount above the scholarship amount   
 ($3350) can be applied to an education credit or tuition deduction! 
 3) Also, only qualified charges that were actually PAID in 2005 can be   
 claimed for the deduction or credit.  
 4) Since all the scholarship and grant money was spent on qualified    
 tuition expenses, there is no taxable income. 
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Warning:  Schools can choose if they report amounts in Box 1 or Box 2.  On Form 1098-T, 
there is no guarantee that the amount in Box 1 or Box 2 was the amount actually paid during the 
tax year for qualified tuition and fees.  Whatever amount the client says he paid for qualified 
expenses during the tax year should be treated as if it were the amount paid.  Explain to client 
that s/he should have documentation of the amount and date paid. 

 
If the qualified tuition expenses are greater than the scholarship/grant amount, then the 
difference ($3,350) can be either an education credit on Form 8863 or an Adjustment to income.  
 
Below is what Form 8863 would look like if client qualified for the Hope Credit: 
 

 
 
 
 
Hope Credit and Lifetime Learning Credit 
 
The Hope Credit is available only for the first two years of pursuing a degree at a post-
secondary institution.  The student must be: 
(1)  enrolled at least half-time for at least one semester,  
(2)  must be in his/her first two years of school,  
(3)  must be pursuing a degree, and  
(4)  cannot have been convicted of a felony for possession or distribution of a controlled 
 substance.  
The credit is 100% of the first $1,000 of qualified tuition and fees and 50% of the next $1,000 of 
qualified tuition and fees for a maximum credit of $1,500.  The Hope credit may be claimed only 
twice for each student.  
 
The Lifetime Learning Credit is available for any year of post-secondary education and for 
non-degree courses, such as classes to acquire or improve job skills. You may NOT claim both 
credits for the same student for the same year.  In order to claim the Lifetime Learning credit, 
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the student must be enrolled in a course or courses that give or improve job skills including 
courses taken toward obtaining a degree at a qualified institution. The amount of the credit is 
20% of the first $10,000 of qualified tuition and fees for a maximum credit of $2,000 per tax 
return for 2005. This credit is per tax return, not per student. 
 

MORE ON THE 1098-T 
 
 
ADJUSTMENTS TO PRIOR YEAR: BOXES 3 AND 5
 Colleges are required to report adjustments to prior year qualified tuition and fees and 
scholarships if those adjustments occurred during 2005. Any adjustments that would have 
increased your prior year qualified tuition and fees or scholarships are included with the current 
year reporting in boxes 2 and 4 and should be included with your current year tax credit 
calculation.  
 However, any adjustments that would have decreased your prior year qualified tuition 
and fees or scholarships are reported in boxes 3 and 5.  These adjustments require a 
recalculation of your prior year tax credit with the difference in the tax being included on your 
current year tax Form 1040, line 44 or Form 1040A, line added to your current year tax liability. 
Next to the line, write ECR to alert the IRS that you have a prior year education credit 
adjustment.  
 
QUALIFIED EXPENSES 
Qualified tuition and related expenses are tuition and fees a student must pay to be enrolled at 
or attend an eligible educational institution.  
 
Examples: Resident and Non-resident tuition 
  Graduate and Undergraduate Program Fees 
 
 
NOT qualified tuition and related expenses: 

• Amounts paid for any course or other education involving sports, games, or hobbies 
unless the course or other education is part of the student’s degree program or is taken 
to acquire or improve job skills.  

• Charges and fees associated with room and board, parking, student activities, athletics 
(unless the course is part of the student’s degree program), insurance, equipment, 
transportation and similar personal living or family expenses are not qualified expenses.  

• User fees such as for musical instruments and theater arts equipment use. 
• The cost of books and equipment are generally NOT qualified expenses because eligible 

educational institutions usually do not require that fees for such books or equipment be 
paid to the institution as a condition of the student's enrollment or attendance at the 
institution.  
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