FEDERAL AMERICAN
OPPORTUNITY TAX

What Ie 11?7

TheAmerican Opportunity Tax Credit, first enacted
for tax year 2009 and extended through tax year
2012, expandsthe previous Hope Credit by being
partly refundable—up to $1,000 of theAOTC may
beclaimed evenif theindividua earnstoolittleto
oweincometax. TheAOTC can make education
moreaffordablefor many morelow-incomefamilies
and studentswho might not otherwise be ableto
attend college.

Who Qualifiee?

TheAOTCisavailablefor studentswho areintheir
first four yearsof college (the Hope Credit covered
only thefirst two years) and are pursuing an under-
graduate degree. Filersmay beedligiblefor the
AOTCif they:

< padfor “* qudified educational expenses’ for
themselves, their spouse or their dependentsat
an “‘ digibleeducationa indtitution,” and

< haveadjusted grossincomein 2011 lessthan
$80,000; $160,000if married (theselimitsare
higher than under the Hope Credit rules). The
amount of theAOTC phasesout at income
levelsabovethis.

How Doec It Work?

TheAOTCisnow worth up to $2,500—an increase
from the Hope Credit’smaximum of $1,800. The
AOTCisfigured by taking thefirst $2,000 paid
towardsthe student’squalified educationa expenses
and adding 25 percent of the next $2,000in educa-
tional expenses, upto $2,500. TheAOTC providesa
refundabl e credit worth 40 percent of thistotal, upto
$1,000. If noincometax isowed, thefiler still
qualifiesforanAOTC upto $1,000. If tax isowed,
the balance of the credit isused to reducethefiler’s
tax lighility.

Qualified educationa expensesinclude:

< Tuition (after the subtraction of tax-free
contributions such asscholarships, fellow-
ships, Pell Grants, employer assistance and
veterans assistance).
< Course-related materials, whether or not they
arerequired for enrolIment at an educational
inditution.
Thefollowing arenot qualifying expenses. insurance,
medical expenses, room and board, transportation,
other living or family expenses, and child care.

How Do Filere Claim the Credit?

Filersmust use IRS Form 8863 to claim the credit. It
must be attached to thetax return. Filers cannot use
1040EZ if they areclaiming thiscredit.



