Education Tax Benefits
3 Edition

Paul J. Winn



Table of Contents

Chapter 1 — §529 Qualified Tuition Programs ...........ccoocmmmiiiiisssminsssss s ssssss s sssssssens 1
LearNiNG ODJECHIVES......eii i ettt e e e e ettt e e e e e s s at e e e eeaae e e s e nenteeeeaaeeeaannnneeeaaaeas 1
a0 o [8 o3 o o IS 1
High Income-Education Correlation...............cuoi it e e e e e e e e reeeeeaaens 1
Qualified TUItION PrOGramS. ... ... ..eiiiiiiee ettt ettt e e ettt e e e e e e e e abe e e e e e e e e e e anneeeeneeaaaeeaaannnneeas 2

=T o= o I U1 T I =T T PRSPPI 2
College SAVINGS PIANS ...ttt e e e e e ettt e e e e e e e e bt e e e e e e e e e e e e anrraeeaaaaeeaann 2
Limits 0N CONIIDULIONS ...ttt e e e e ettt e e e e e e e s e nbee e e e e e e e e e e annnneeaaaaens 3
Tax Treatment of Qualified TUition Programs.............ooo i e e 3
Qualified Tuition Program Contributions Not Deductible and Are Considered Gifts................cccccce..... 3
College Savings Program Earnings Tax-Deferred ..............ueoiii i 4
College Savings Plan Distributions May Be Tax-Free...........ieeeeeee e 5
Certain College Savings Plan Distributions Taxable ... 7
Additional Tax Payable on Taxable QTP DistribUtions............ccuuiiiiiiiiiiii e 9
QTP INVESIMENT LOSSES .....eeiiiiiiiiiitiiiiii e ettt e e e ettt e e e e e e s e e ab bt e e e e e e e e s aneteeeeaaaeeesaannnnaeaaaaans 10
Rollovers and QTP Beneficiary Changes .........ccoouiiiiiiiiiiiaae et a e 10
101001 4 0T=1 oY SRR 11
REVIEW QUUESTIONS ......eeeiiieieiite ettt e e e e e e oo ettt e e e e e e e e s e aeb et eeaaaaeeeaantbneeeaaaeeeaansneneas 13
REVIEW ANSWETS. . ...ttt ettt oo oot e ettt e e e e e e e ettta e e e eeeeeeeaan e e eeeeeetsannaaeeeaeeennsnnnnaaaaaaaanes 14

Chapter 2 — Coverdell Education Savings ACCOUNLS...........cooccimmmmmriiinssisssrr s ssannees 17
[T o T aTe l O o] = 11 T SRR 17
a0 o [1 o34 o] o ISR 17
Definition & ENGIDIIIY ........ooiiee ettt e et e e e e e e st e e e e e e e e e nneeees 17
Limits 0N CONIIDULIONS ...ttt e e e e e ettt e e e e e e e s s nnb b eeeaaeeeeanneeees 17

Eligible ESA BeNefiCIaries. ...ttt et a e e e e e e e e aan 18
TaX CONSIABIALIONS. ...ttt e e oo e ettt et et e e e s e s at ettt e e e e e e e s annseeeeeeaaaeesaannnsnneaaaaeaaanns 18
Tax-Free ESA DiStriDULIONS ........ooiiiieiiie ettt e e e e e raeeeeaeas 19
Taxation of Excess ESA DiStriDULIONS .........cooiiiiiiiiiie e 20
Additional Tax Payable on Taxable ESA Distributions...........ccuuuiiiiiiiiiiiiiiee e 22
Coverdell ESA INVESIMENT LOSSES ......uuiiiieiiiiiiiiiiee e e e ettt ee e e e e e s ettt e e e e e e e s s aaasbeeeeaaaeeeaaannenaeeaaaaens 23
LY o1 1YY 23
10001 4 0T=1 oYU EETR TP 24
REVIEW QUUESTIONS ......eeeiiie ettt ettt e e e e e e oo ettt e e e e e e e s e nnebeeeeaaaeeesaanttaneeeaaeeeaannnneeas 25
REVIEW ANSWETS. . ...ttt ettt e oo e e ettt oo oo e e e et ttta e e e e e eeeeetaan e e eaaeaetsannaeeaaeeennsnnnnaaaaaaaees 26

Chapter 3 — Education Savings Bond Program............ccccoiiiiimemninnsssnsssnnsssss s sssssssssnens 29
[ICT T o T g Tl o] =T 11T SRR 29
a0 o [8 o3 4o o ISR 29
Education Savings Bond Program in BREf ..o 29
Qualified U.S. SaVINGS BONAS ........eeiiiiieiii et e e e e e e e e e e e e anneeees 29
Qualified EQUCAtION EXPENSES ......ccieiiieieeeieeee e s e e s s e s s s s s s s e e e e s s s e s e e s e e e e e e e eas 29

Eligible Educational INSHIULIONS ... 29
Qualified Education Expenses Reduced by Certain Tax-free Benefits Received.............................. 30
Figuring the Potentially Tax-Free AMOUNT...........u i iiiiiiiiiiiiiiiiiii bbb eeeeeeeereeneee 30
Education Savings Bond Program Eligibility Subject to Income Limits/Filing Status......................... 31
10001 4 0T=1 oY ST 32
REVIEW QUUESTIONS ......eeeiiie ettt e oottt e e e e e e e e ettt ettt e e e e e e s e nneeeeeeaaaaeeeaansbaneeaaaeeaaansneneas 33
REVIEW ANSWETS. . ...ttt ettt e oot ettt oo e e e e e ettt e e e e e eeeeetaan e e e eaeeetsann e aeeaaeeennsnnnnaaaaaaanes 34

Chapter 4 — Education Tax Credits...........ccceeviiiiiiiciiisis s sssss s s s s s s s s s s s s s s s s 37
=TT o T g Tl O o] =T 11T SRR 37
a0 To [1 o34 o] o IR 37
Two Tax Credits Offset Higher EQUCAtion COStS .........coiiiiiiiiiiiie e 37

American OPPOrTUNILY CrEit...........uuuuuuueueiiuiiiiiieeueeeieeeeerreeeeeee e eeeseseeessrssssssssssssrernnnes 37

Lifetime Learning Credit..... ... o ettt e ettt e e e e e e s et e e e e e e e e e e annnbneeeaaaaeeaanns 44



Table of Contents

10001 4 0T=1 oYU EETR TR 50
REVIEW QUUESTIONS ... uutttiiiiiiiiiiiteeieiiieiette ettt s e s s sttt e s st s st st s s s s s s s s s s s s s s s s s s s ssssnnesnnnnnn 52
REVIEW ANSWETS. . ...ttt oottt oo e e e ettt oo e e e e e et ttta e e e e e eeeeataan e e e eeeeaeteannaeeeaeeennsnnnnaaaaaaanes 53
Chapter 5 — Educational Assistance & Student Loan Interest............ccciiiiiiiiiccccii s 55
=TT o T g Tl O o] =T 11T SRR 55
a0 o [8 o3 4o o ISR 55
EdUucational ASSISTANCE..........ueei et e et eeeenanta e aaaaaae 55
Scholarships and FellOWSNIPS ..........coviiiiiieeee 55
Other Types of Educational ASSIStANCE.............uuiiiiieee e e e eeeeaaeeas 57
Student Loan INterest DEAUCHION ........ccoooiiiiieiceeeeee e as 59
Student Loan Interest DefiNed ..........coooiiiiiiii i 59
Qualified EAUCAtION EXPENSES .....cceeeieeeeeeeee e 61
Amounts INcluded as INtErest..... ... e 61
Amounts Not Included as INtErest ... . e 62
Eligibility to Claim the DEAUCLION ..........coi it a e e e e e e e e e e aes 62
Determining the Student Loan Interest Deduction ..o 62
Student Loan Cancellations and Repayment ASSIStaNCe...........cccuueiiiiiieiiiiiiiee e 63
Tax-Free Student Loan Cancellation.................oovviiiiiiiiiiiie e 63
Tax-Free Student Loan Repayment ASSISTANCE ..........cooiiiiiiiiiiii i 65
Student Loan Payments Treated as Elective Deferrals for Employer Match................ccccccooee 65

Ly N I {1010 4o PP 66
ElGIDIE INAIVIAUAIS ... 67
Qualified EAUCAtION EXPENSES .....cceeiiieeeeeeeee e 67
Eligible Educational INSHIULION ... 67
Figuring the Amount Not Subject to the Penalty Tax ... 67
101001 4 0T=1 oY SRR 68
REVIEW QUUESTIONS ... utitiiiiiiiiiiiieiieieieieaet ettt eeee ettt s s s e s s sttt s s sttt s s s s s s s st s s s s s st s s s s s sssnnesnnnnnn 69
REVIEW ANSWETS. . ...ttt ettt e e oo e ettt e e e e e e et ttta e e e e e eeeeetaan s e e aaeeaetsannaeeeaeeennsnnnnaaaaaaaanes 70

N o] 01T 4 o 1 73
State §529 Plan Income Tax TreatmMent ...........ooii i e e 73

N o] 01T 4 Lo 1 | N 77
QTP — Coverdell ESA COMPAiSON. .....ccciiiiieieieeeeeeee e a s s e e s s s e s s s s s s s s s s e s s s e e e s s s e s e s s e s e s s e s e s aaaaaneeeeas 77
LT o= 7 1 79
L T = 81

il





