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Memo 
 
 
To:  Free Tax Preparation Sites 
 
From:  FutureWorks 
  
Date:  December 2006 
 
Re: Tools to increase and improve filing of the Hope and Lifetime Learning Tax 

Credits for Low-Income Filers 
 
This toolkit grew out of an “action research” project funded by the Annie E. Casey Foundation in 
2005 and 2006.  FutureWorks’ report, What Are They and How Do I Use Them: Strategies and 
Tools to Increase and Improve Filing of the Federal Hope and Lifetime Learning Education Tax 
Credits by Low-Income Filers, presents the findings of the research and background information 
on the attached tools.  This toolkit includes several tools to increase awareness of the education 
tax credits by free tax assistance clients and preparers.  It also includes worksheets and 
guidance on how to correctly file for the credits.  Please feel free to use and adapt these 
materials to fit your needs.  We hope you find them useful. 
 

Attachments: 
 
 Page
 
A: Central New Mexico Community College Education Tax Credits Postcard 
 
• Central New Mexico Community College (CNM) has an extensive free tax 

preparation program for its low-income students and community members. This is 
one of its outreach materials. 
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B: Central New Mexico Community College and Tax Help New Mexico Flyers 
 
• This is a “base” flyer for CNM’s tax assistance outreach.  The college customizes it 

for students by affixing a shiny metallic sticker that says: “Attention Students: You 
Might Be Eligible for Education Tax Credits! Ask Us About the Hope and Lifetime 
Learning Tax Credits.” 

• Note that the flyer is in English and Spanish. 
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C: Help Your Tax Clients Claim An Education Tax Credit: Information  

on the Hope and Lifetime Learning Tax Credits 
 
• This two-pager was created for the project to provide volunteer tax preparers a 

quick overview of the education tax credits. 
• For another example of a two-page informational overview, see the Center on 

Budget and Policy Priorities’ 2007 Earned Income Credit and Child Tax Credit 
Outreach Kit: http://www.cbpp.org/eic2007/ 
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 Page
 
D: Tax Counseling Project, Center for Economic Progress (CEP) Client Intake 
Sheet 
 
• Note the question about anyone in the family attending college or vocational 

school in 2005 at the bottom of page 1. CEP has been successful with the wording 
of this question.  Our thanks go to CEP for sharing this form. 
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E: IRS Form 13614 Intake and Interview Sheet 
 
• Note how the question about education expenses is asked by a certified volunteer 

– this may help to get more accurate information about tuition and fees paid by the 
filer. 
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F: IRS Form 8863 – Education Credits 
 
• This is the form used for claiming the education tax credits. 
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G: Quick Reference Guide: Filing for the Hope and Lifetime Learning Tax Credits 
 
• This guide was created for this project to help volunteers answer three questions:  

(1) Is the student an eligible student?  
(2) Is the institution an eligible institution?  
(3) How do I calculate “qualified expenses?” 

 
• Please note that the flowcharts are from 2005 IRS publications.  Updated 

publications were not available at the time of the report release.  Please use 
updated flowcharts for the 2006 tax year from updated publications (www.irs.gov 

 Most requested forms and publications  More forms and publications) 
• This guide was piloted by free tax assistance sites in spring 2006. It is not an 

official IRS publication, but has been reviewed by IRS Office of Stakeholder 
Partnerships, Education and Communication (SPEC) staff for accuracy.1 
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H: 1098-T and Education Benefits 
 
• We thank the Community Tax Center at the Foundation Communities in Austin, 

Texas, for their guide sheet on filing for the education tax credits. 
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1 Our thanks to Don Dill and Oksana Stowbunenko, both of the IRS SPEC office, for multiple reviews of this 
document. 
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Attachment A: 
Central New Mexico Community College Education Tax Credits Postcard 

 
Front: 

 

 
 

Back: 
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Attachment B: 

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

 

 
 

Attention 
Students! 
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Attachment C: 
 

Help Your Tax Clients Claim  
An Education Tax Credit  

FutureWorks 6

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. 



 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. 

FutureWorks 7



Attachment D: 
Tax Counseling Project, CEP Client Intake Sheet 
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Attachment E: 
IRS Form 13614 Intake and Interview Sheet 
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Attachment F: 
IRS Form 8863 – Education Credits 
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Attachment 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.2  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. 

                                                 
2 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 8863.3  
 
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. 

                                                 
3 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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Attachment H: 
Community Tax Center, Foundation Communities, Austin, Texas 

 
 

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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