Tax Tricks & Tips,

By Michele Knight, CPA

Some very important, often misunderstood and overlooked credits, are the Education Credits.  The 2 credits currently available are the Hope Credit and the Lifetime Learning Credit.  As I’ve mentioned before, a credit is a dollar for dollar subtraction from your taxes.  A credit is different then a deduction.  A deduction only reduces the amount of income that you are taxed on…a credit is an amount subtracted off the amount of tax you owe, and therefore “dollar for dollar”.
Some very important, often misunderstood and overlooked credits, are the Education Credits.  The 2 credits currently available are the Hope Credit and the Lifetime Learning Credit.  These are subject to change in any given year, but it is likely that some form of education credit will remain available for taxpayers.

There are both similarities and differences between the credits.  Both the Hope and Lifetime Learning Credit are phased out when you income reaches a certain level ($52,000 for single filers, $105,000 for married filing jointly).  Both credits are contingent upon the taxpayer not filing married filing separately, and that the taxpayer is not a nonresident alien.

The differences between the two credits are many.  The Hope Credit is limited to $1,500 per student, is only available for the first 2 years of postsecondary school for an undergraduate degree or other recognized educational credential, and the student must be enrolled at least half time.  The amount of the Hope Credit is 100% of the first $1,000 in expenses plus 50% of the next $1,000 in expenses.  The Lifetime Learning Credit, on the other hand, is capped at $2,000 per return (not student), is available for unlimited years of postsecondary education and for courses to acquire or improve job skills, and there is no limit on the number of classes you have to take.  This credit equals 20% of the first $10,000 in education expenses.

Since the credits cannot be used for the same expenses, the most advantageous way to take these credits is to use the Hope Credit for the first two years of postsecondary education, followed by the Lifetime Learning Credit.

Note:  The above advice is not meant to be comprehensive tax planning advice, and you should always consult a tax professional if you have any questions.  For additional information, copies of previous articles, or to submit questions for future columns, please visit www.cpamichele.com.
