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Today’s 
Topics

Education Benefits

Student Loan Interest

Scholarship & Fellowship Income

Education Credits

Calculating Education Credits
Resources: 4012 Tab J, 4491 Pg 22-1 to 22-5, 1098-E, 1098-T



Education Tax Benefits for TY 2023

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

• Any non-taxable distribution is 
limited to the amount that does 
not exceed qualified 
educational expenses

• OOS = Out of Scope

4012 J-5



Student Loan Interest

• Adjustment to Income

• Maximum amount of interest 
that can be taken: $2,500

• Will receive a 1098-E

• Phase-out: $75,000-$90,000, 
$160,000-$180,000 for MFJ

• Loan was for educational 
program where the taxpayer 
was at least half-time

• Can’t take deduction if MFS



Tax Treatment of 
Scholarship or 
Fellowship 
Payments

A Scholarship or Fellowship is tax free (excludable from gross 
income ) only if:

•You are a candidate for a degree at an eligible education institution.
•If you are attending a primary or secondary school or are pursuing a degree at 

a college or educational institution that offers programs of training to prepare 
students for gainful employment or a recognized occupation and is authorized 
under federal and state law and is accredited by a national recognized 
accreditation agency.

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

•It does not exceed your qualified expenses
•It is not designated or earmarked for other purposes (such as room and 

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

•It does not represent payment for teaching, research, or other services 
required as a condition of the scholarship.



There are two types of Education Credits

American Opportunity Lifetime Learning
• College courses (Undergrad & Grad) 

to acquire or improve job skills
• Maximum amount of qualified 

expenses is $10,000
• Phase Out: $80,000-$90,000, 

$160,000-$180,000 for MFJ
• No other conditions
• Non-refundable credit

• College courses (Undergrad & Grad)
• Must not have completed first 4 years 

of school
• Maximum amount of qualified 

expenses is $4,000
• Phase Out: $80,000-$90,000, 

$160,000-$180,000 for MFJ
• Must be enrolled half-time in a degree 

program
• No felony or drug conviction
• Generally refundable unless under 24 

(see later slide)



Who Can 
Take the 
Education 
Credit

• Taxpayers can take education credits for themselves, their spouse, 
and/or dependents (claimed on the tax return) who were enrolled at 
or attended an eligible postsecondary educational institution during 
the tax year. 

• The law requires that the student must generally receive a Form 
1098-T, Tuition Statement.

• If the student’s educational institution is not required to furnish a 
Form 1098-T, the taxpayer may claim a credit if the student does not 
receive a Form 1098-T.

• The student is required to provide the information that would 
otherwise be included on the Form 1098-T.



Basic 
Requirements 
Taxpayer Must 
Meet

To claim an education credit, verify that the following are true for the taxpayers:

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

• They are not filing as Married Filing Separately

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

• They were not nonresident aliens for any part of the tax year, or if they were, they 
elected to be treated as resident aliens

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

https://ope.ed.gov/accreditation/


Educational Expenses

Qualifying Expenses

Tuition and fees required to 
enroll at or attend an eligible 

educational institution.

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

equipment that are required for 
the courses at the educational 

institution. (Must be required of 
all students enrolled in the 

course.)

Non-Qualifying Expenses
• Room & Board
• Research
• Equipment & other expenses not 

required for enrollment or 
attendance

• Travel
• Clerical help
• Health Insurance or fees





Which Education 
Benefit is best?

• American Opportunity Credit (AOC) or Lifetime Learning 
Credit

• Business expenses on Schedule C if the expenses qualify
• Make an unrestricted scholarship or grant tax free

• Student Loan Interest Deduction

• Education Exception to Additional Tax on Early IRS 
Distribution

• Employer-Provided Education Assistance



Highlights of Education Tax Benefits
Fellowships,

Grants & Tuition 
Remission

American 
Opportunity 

Credit

Lifetime
Learning Credit

Business 
Deductions

Student Loan 
Interest 

Deduction

Benefit Amounts
received may 
not be taxable

Credits reduce 
tax liability

40% of credit 
refundable 
($1000/student)

Credits reduce 
tax liability

Can deduct
expenses

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

Annual Limit None $2,500 
credit/student

$2,000/tax
return

Amount of 
qualifying work-
related 
educational 
expenses

$2,500
deduction per 
return

Qualifying
Expenses 
besides tuition 
and enrollment 
fees

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

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

Course-related 
expenses paid 
directly to 
institution.
Maximum of 
$10,000

Transportation
Travel
Other necessary 
expenses



4491 Pg 22-6 



Calculating 
Education Credits

• Review Form 1098-T or ask taxpayer 
to login to their student account.​

• Clarify Box 1, Payments for 
qualified tuition and expenses is 
accurate.​

• Does Box 1 contain book expenses, 
etc.​

• Add any qualified expenses to Box 1.​
• Review Box 5, Scholarships. Student 

loans are not reported in Box 5.​
• Subtract Box 5 from Box 1 

(adjusted).

Example Tuition more than Scholarship

4012 J-11



Calculating Education Credits, part II
1. Sarah had $500 in additional qualifying expenses.
2. Sarah had awesome scholarships and grants of $10,000.
3. Sarah’s scholarships are more than her tuition and 

qualifying expenses. Therefore, she has $2,500 in 
scholarship income to be reported on her Form 1040 not 
her parents.

4. Can Sarah claim more Scholarship Income, giving her 
parents tuition and qualifying expenses for the American 
Opportunity Credit?

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

$10,000

$10,000

$10,000

-$2,500

Example Scholarship more than Tuition

Qualified expense worksheet see next slide for 
Scholarship worksheet



Calculating Education Credits, part II

$10,000

$10,000

$2,500
$7,500
$7,500
$7,500

$2,500
4012 J-4



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

• Publication 970

• If the student includes tax free education assistance in 
income, has a filing requirement, and unearned income 
(including taxable scholarship) over $2,200, they must file 
Form 8615.

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



Full-Time 
College 
Students 
filing for 
AOC

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

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

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

1

Compute any of the 
other eligible education 
benefits to determine 
the lowest tax.

2

Do not claim multiple 
credits for the same 
education expenses

3

Use the education 
credit most 
advantageous to the tax 
payer

4

Use Intake and 
Interview Sheet to mark 
the appropriate box 
and add any notes to 
assist the quality 
reviewer.

5

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

6

Ask if the American 
Opportunity Credit was 
disallowed in previous 
years. 



Questions/Comments
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