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Department of the Treasury Internal Revenue Service
You may not have met your due diligence requirements on returns claiming the American Opportunity Tax Credit (AOTC)
You may not have met your due diligence requirements for the tax year 2016 returns you prepared. Disregarding AOTC tax law can result in penalties and other consequences for you, as the paid preparer, and your clients.
Our goal is to minimize errors and delays in processing that can potentially delay or result in the denial of a refund.
The most common errors associated with the AOTC are:
1. Claiming a student who didn't attend a college or university - The AOTC is for postsecondary education. Eligible schools include 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. If a student does not receive a Form 1098-T, Tuition Statement, because an exception applies, you must verify enrollment (for example, through school transcripts).
2. Claiming a student who didn't pay qualifying college expenses - Educational expenses must be incurred for a qualified student, and paid or considered paid, by your client, your client's spouse, or a dependent claimed as an exemption on your client's tax return. The preparer must verify the amounts paid as shown on the Form 1098-T. If a student does not receive a Form 1098-T because an exception applies, you must verify the payment of qualified expenses (for example, through bank or other financial records).
3. Claiming unqualified expenses - Qualifying expenses for the AOTC include tuition, required enrollment fees, course-related books, supplies, and equipment. Qualifying expenses don't include the cost of room and board, medical expenses, transportation, or insurance. Expenses that relate to any course of instruction or other education that involves sports, games, hobbies, and noncredit courses generally do not qualify unless the course of instruction or other education is part of the student's degree program.
4. Claiming a student in excessive years - The AOTC is only available for the first four years of post-secondary education. Your client can only claim it for four tax years, per eligible student. This includes any years where your client claimed the Hope Credit.
Internal Revenue Code Section 6695(g), Failure to be Diligent in Determining Eligibility for Child Tax Credit; American Opportunity Tax Credit; and Earned Income Credit, applies to paid preparers of returns claiming the AOTC. 
As a paid preparer, you must take extra steps to ensure returns you prepare claiming the AOTC are complete and correct.
To meet your AOTC due diligence requirements:
•  Complete and submit Form 8867, Paid Preparer's Due Diligence Checklist. 
•  Complete and submit Form 8863, Education Credits (American Opportunity and Lifetime Learning Credits). 
•  Ask for and keep a copy of your client's Form 1098-T, Tuition Statement, as well as any documents verifying the amounts of tuition, fees, and other qualifying expenses paid. 
•  Ask probing questions about the student. Document the questions asked and your client's responses.                   Ask questions such as:
o The student's age 
o The college name or university 
o The years attended 
o The degree being pursued/attained 
o The amount and type of expenses
Paid preparers who prepare inaccurate returns claiming the AOTC can be:
•  Assessed a $510 penalty per return if they can't prove they met their due diligence requirements.
•  Audited to determine due diligence, have their e-filing privileges suspended or terminated, or be referred to the IRS's Criminal Investigation Division for further investigation.
Your clients can be:
•  Audited after we issue their refunds. If we determine your clients don't qualify for the AOTC, they must repay the overpayments, plus interest.
•  Prevented from claiming the AOTC for 2 years if the claim was due to reckless or intentional disregard of the rules, or 10 years if the claim was due to fraud.
For additional information:
•  Review Publication 4687, Refundable Credits Due Diligence
•  Review Publication 970, Tax Benefits for Education.
•  Visit our website at www.irs.gov/uac/tax-benefits-for-education-information-center
•  Visite www.eitc.irs.gov e ingrese las palabras claves “Letter 5025-A(SP)” para leer esta carta en espanol
You can get any of the forms or publications mentioned in this letter by visiting our website at www.irs.gov/forms-pubs or by calling 800-TAX-FORM (800-829-3676).
We’ll continue to monitor future returns that you prepare that claim the AOTC to ensure you are meeting yourdue diligence requirements. This letter is for your information only. You don’t need to respond.
If you have questions, you can contact us at the e-mail address on the first page of this letter. For security purposes, if you contact us via e-mail, don’t include any personally identifying information (PII) of your clients. PII includes any information that could be used to distinguish or trace the identity of your client.
Please note that we can't provide you with information about the specific returns that are questionable.
Sincerely,
Steven C. Klingel
9.0.0.2.20100902.2.720808
EITC Return Preparer - Qualifying Children and Schedule C
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