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Education Based Tax Deductions And Credits

In the March 2004
Money Talks | wrote
about planning for fu-
ture college costs. For
those of you with stu-
dents in college now, I
will briefly explain the
available education
based tax deductions
and credits.

Student loan interest
Generally, you can de-
duct up to $2,500 of
interest on qualified
education loans. This
deduction is taken as an
adjustment to income
and does not require
that you itemize deduc-
tions. It is available on
qualified loans for the
benefit of you, your
spouse or your depend-
ent as long as the stu-
dent is taking at least
one half the normal
full-time load. Quali-
fied loans are loans to
pay for tuition, fees,
room and board, equip-
ment, books and trans-
portation to attend an
eligible institution.

Most colleges, univer-
sities, vocational
schools and many other
post-secondary schools
are eligible institutions.

The amount of the stu-
dent loan interest de-
duction is phased out
when modified adjusted
gross income (AGI) is
between $50,000 and
$65,000 ($100,000 and
$130,000 if you file a
joint return). The per-
son with the primary
legal obligation to re-
pay the loan is the one
eligible to take the de-
duction provided he or
she is not a dependent
on another person’s tax
return. Thus, if your
dependent child is a
student with the pri-
mary responsibility to
repay the debt, neither
of you is entitled to the
deduction. In this situa-
tion, your child may be
entitled to the deduc-
tion, however, if you do
not claim him or her as
a dependent on your
return.

By Jana B. Bacon, CPA

Tuition and fees You
may be allowed to
claim a deduction as an
adjustment to income
for a portion of tuition
and fees paid to an eli-
gible institution. The
deduction depends
upon your AGI as fol-
lows:

e If AGI is $65,000
or less ($130,000
for a joint return)
the deduction is
limited to $4,000.

e |f AGI is between
$65,001 and
$80,000 ($130,001
and $160,000 for a
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joint return) the de-
duction is limited to
$2,000.

e There is no deduction
allowed if your AGI
exceeds $80,000
($160,000 for a joint
return).

The deduction is not al-
lowed if you can be
claimed as a dependent
on another person’s tax
return.

Hope and Lifetime Learn-
ing credits

These tax credits may be
available to you if you
are paying qualified
higher education costs
for you, your spouse or
your dependent. Quali-
fied expenses include
tuition and required en-
rollment fees only. Both
credits are phased out
when AGI is between
$42,000 and $52,000
($85,000 and $105,000 if
you file a joint return). If
you claim your student
child as a dependent then
only you may claim the
credit if you otherwise
qualify. If you do not
claim your student child
as a dependent, then only
your child may claim the
credit if they otherwise
qualify. It does not mat-
ter which one of you is
paying the educational
expenses.

The Hope Credit is a
credit of 100 percent of
the first $1,000 and 50
percent of the next
$1,000 for a maximum
of $1,500 per student
per year. This credit is
available only until the
first two years of post
secondary education
are completed. The
student must be en-
rolled in a degree pro-
gram and must be tak-
ing at least one half of
the normal full-time
work load for at least
one semester during the
tax year.

The Lifetime Learning
Credit is a credit of 20
percent of tuition and
fees up to $10,000 for a
maximum  credit  of
$2,000 per taxpayer per
year.  The credit is
available for all years
of post secondary edu-
cation and there is no
requirement that you be
enrolled in a degree
program.  You must
simply be enrolled in
One Or more COurses.

Note that these deduc-
tions and credits are not
available to you if your
filing status is married
filing separately.

There are rules that pre-
clude you from taking
more than one deduc-
tion or credit for the
same expenditure so
you should figure your
taxes using the various
alternatives to deter-
mine the most advanta-
geous deduction or
credit for you.

This is a very brief dis-
cussion of the general
rules associated with
each option discussed.
To find out more, look
up Publication 970 at
the IRS website,
WWW.irs.gov or consult
with your investment or
tax advisor.

4
L 4

Wolf Briefing

Jana B. Bacon, CPA, is a
Member of the Firm of
Wolf & Company, P.C.

Wolf & Company, P.C.
www.wolfandco.com is a
regional certified public
accounting and business
consulting firm with of-
fices in Boston and
Springfield. The Firm
employs over 125 profes-
sionals providing audit,
tax, IT assurance, regula-
tory compliance, internal
audit and business con-
sulting services. Wolf's
clients include privately-
held and publicly-traded
businesses, financial ser-
vice entities, nonprofit
organizations and indi-
viduals. Wolf & Com-
pany, P.C. is registered
with The Public Com-
pany Accounting Over-
sight Board and is a
member of both a na-
tional and international
affiliation of CPA firms.

This article is intended to be gen-
eral in nature and is not intended
to be all inclusive or to address
the circumstances of any particu-
lar situation. No one should act
on such information without ap-
propriate professional advice and
only after a thorough review of
the particular situation. Further,
this article is not a tax opinion.
To the extent that this article
includes any tax advice it is not
intended or written to be used by
the recipient or any other party
for the purpose of avoiding pen-
alties that may be imposed by the
Internal Revenue Code or any
other tax authority. To further
discuss this article or for more
information, please contact us.
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