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EDUCATI ON | NCENTI VES - COLLECE FI NANCI AL Al D

(HOPE Schol arship - Lifetine Learning Credit/H gher Education
Deduct i on/ Educati on | RAs/ Qualified Tuition Prograns/Student Loan
I nterest Deducti ons)

l. Background. Before TRA 97, incone tax assistance was linted for
students (or ol der individuals) who continued their education
i medi ately after high school or prepared thenselves for a new |line of

work wi thout the aid of enployer-provided rei nbursement. The follow ng
tax incentives are currently provided for educational expenses.

(A | RC 8162. The cost of education that maintains or inproves a
skill required in the taxpayer's current line of business or neets
express enployer or legal requirenents is deductible by the
t axpayer as a busi ness expense.

(B) | RC §127. Enpl oyees can exclude up to $5,250 annually for
under graduat e course (al so graduate courses after 2001) education
expenses paid under a qualified enployer-provided educationa
assi stance program

(O I RC 8135. The interest earned on U S. Series EE bonds (issued
after 1989) and Series | bonds is excluded fromincone (Form 8815)
provi ded that the bond proceeds are used to pay higher education
}uition and fees (not room and board) and subject to AG phase-out

imts.

(D) | RC §117. Degree candi dates can exclude qualified schol arships
used for tuition and fees (but not room and board) at any prinary,
secondary or post-secondary educational institution

(E) | RC 825A. Amounts paid for higher education tuition and fees (but
not room and board) are eligible for incone tax credits (Hope
and/or Lifetime Learning credits) subject to AG phase-out linits

(F) | RC 8530. The earnings and distributions fromamunts paid into
Cover de Educati on Savi ngs Account (CESA)/(Education |IRA) are
tax-free as long as they are utilized for “qualified higher
educati on expenses” which can include basic room and board (al so
K-12 educational expenses after 2001). Contributions to these
accounts are subject to AG phase-out limts

(9 | RC 8529. The earnings fromamounts paid into qualified tuition
programnms (pre-paid tuition programs and/or savings plans) are tax-
deferred until distribution; and, at distribution, becone tax-free
under rules simlar to Coverdell Education Savings Account
(CESA)/ (Education IRAs). Distributions can be utilized for roon
and board.

(H) | RC 8221. Interest expense on qualified educational l|oans is
alTowed as a deduction for AG (above-the-line) up to specified
dollar Iimts and subject to A phase-out limts

(1) | RC §222. For tax years beginning after 2001, qualified tuition
and rel ated expenses may be deducted for AG (above-the-line) in
lieu of the Hope Scholarship and Lifetine Learning credits, up to
specified dollar Iimts and subject to A limtations

(J) | RC 8108(f). A student can exclude discharge of indebtedness
[

ncome resulting fromthe forgiveness of certain student loans if
t he forgi veness was contingent on the student working for a
certain period in stipulated professions.
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The foll owi ng paragraphs provide an in-depth anal ysis of selected
educational incentive provisions followi ng EGTRRA of 2001

KRRk I S R R O O S O R O R SRR I S bk b S b O R

Enpl oyer - Provi ded Educati onal Assistance -- | RC 8127. The exclusion (up
to $5,250 per cal endar year) for enployer-provided educationa

assi stance for undergraduate courses was nade pernanent by the EGTRRA of
2001. In addition, the exclusion was extended to graduate courses for
tax years beginning after 2001. |RC 8§127(c).

Expenses paid by an enployer for courses are excludable fromthe
enpl oyee' s wages and gross income if the expenses qualify as a working
class fringe benefit under IRC 8132. Eligible expenses include tuition

fees and rel ated expenses, books, supplies and equi pnent.

NOTE: Not nore than 5% of the anpbunt paid by an enployer for

educati onal assistance can be provided to sharehol ders or owners who own
nore than 5% of the business or to spouses or dependents of those
sharehol ders or owners. | RC 8127(b)(3).

R I R R I R R R R R R I S I O S R

Hope Schol arship Credit (Hope Credit)/Lifetine Learning Credit (Fornm
8863) .

(A Credit Ampunts. For 2008-2009, the Hope credit provides a naximun
allowabl e credit of $1,800 per student, per year (100% of the
first $1,200; 50% of the next $I,200) for "qualified tuition
expenses" for each of the first two years of post-secondary
education. The Hope credit cannot be clainmed if the student has
conmpl eted two years of higher education before the begi nning of
the current tax year. |RC 825A(b)(2)(0O.

For tax years beginning on or after January 1, 2003, The Lifetine
Learning credit allows a credit of 20%for the first $10,000 (up
to $2,000 per year) per taxpayer return, per year, of "qualified
tuition expenses" pald by the taxpayer for any year the Hope
credit is not claimed with respect to the sane student's tuition
Thus, the Lifetime Learning credit is also available for the first
two years of post-secondary education if its use is elected in
lieu of claimng the Hope credit for educational expenses incurred
during this time frane. The Lifetinme Learning credit is available
for both undergraduate and graduate-|evel courses.

TAX PLANNI NG For 2008-2009, the Lifetinme Learning credit wll
exceed the Hope credit if tuition and fees exceed $9, 000 ($9, 000 x
20% = $1, 800) .

TAX PLANNING  The Lifetime Learning credit is per taxpayer, not
per student, and does not vary with the nunber of students in a

famly. Additionally, it can be claimed for an unlinited nunber
of years and applies for both undergraduate and graduate courses.

RELATI ON TO ALTERNATI VE M Nl MUM TAX (AMT): Both credits are non-
refundabl e credits which can reduce regular tax liability and are
eligible to be used against alternative mninumtax (AM).

(B) Eligi bl e Student (Degree and Workl oad Requirenent - Hope Credit
Only). An individual enrolled in a degree or certificate progran
at an eligible educational institution who carries at |east one-
hal f of a normal full-termwork |load (e.g. 6 credit hours; full-
term= 12 credit hours).
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NOTE: The requirenent that the student carry at |east one-half of
a normal full-termworkload only applies for the Hope credit. The
Lifetine Learning credit may be clainmed for any course at an

el i gi bl e educational institution that helps an individual acquire
or inprove job skills (e.g. continuing education credits and non-
credit professional semnars provided at eligible educationa
institutions).

(O M dwest Di saster Area — Doubling of Hope/LLC Credits for 2008 and
2009. Applicable tfor all counties declared eligible for disaster
assistance (only federally declared di saster counties) in AR IL,
IN, 1A KS, M, MN MO, NE and W, as declared by FEMA on or after
May 20, 2008 and before August 1, 2008.

Hope and Lifetine Learning Credits are doubled and the definition
of what can be included as “qualified tuition expenses” is
expanded for individuals who attend (are enrolled at) an eligible
educational institution located in a county within the M dwestern
fegerally decl ared disaster area in any tax year beginning in 2008
and 2009.

Credit Anpunts. The doubled Hope Credit is 100% of the first
$2,400 of qualified tuition and rel ated expenses and 50% of the
next $2,400 of qualified expenses, for a maxi mum Hope credit of
$3,600 per student. The Lifetinme Learning credit is 40%of up to
$10, 000 of qualified expenses for a nmaxi nrum of $4,000 per taxpayer
return, per year. |RC 814000

NOTE — EXPANDED DEFI NI TI ON OF QUALI FI ED TUI TI ON EXPENSES: For
students who attend eligible institutions Tocated in the M dwest
di saster area in 2008-2009, the definition of “qualified tuition
and rel ated expenses” is expanded to include roomand board
expenses, and any other costs which are eligible qualified higher
educati on expenses for tax-free | RC 8529 plan rei nbursenents
(books, supplies, equipnent, fees for special services, etc.).
See | RC 81400Q( 1) and 8529(e)(3). This additional break only
applies to students who carry at |east one-half of a normal full-
termworkload (e.g. 6 credit hours; full-term= 12 credit hours).

(D) Year of Study Requirenment (Hope Credit Only): A student is
el[1gible for the Hope Credit 1T at the beginning of the tax year
a student has conpleted |less than two years of post-secondary
education. | RC 825A(b)(2)(C). The test of whether a student has
conpl eted two years of post-secondary education is based on
academ c credit awarded by the institution for coursework
conpl eted by the student prior to the beginning of the tax year
Academi c credit awarded by the institution solely on the basis of
the student’s performance on proficiency exam nations is
di sregarded. | RC Regs. 81.25A-3(d)(1)(iii).

EXAMPLE: Moni ca graduated from hi gh school in My, 2008. During her high
school years, she took courses at a local junior college for which she
received college credits. Monica enrolled at the University of lowa for the
2008 fall senester classified as a second senester sophonore based on the
coll ege credits she had received during her high school years.

Monica is an eligible student for the Hope Credit in 2008 because she had
conpleted I ess than 2 years of post-secondary work at the begi nning of 2008.
Because Monica was enrolled in a degree program at her local junior college,
any qualified expenses paid for courses she took in the spring of 2008, while
in high school, would be eligible for the Hope Credit, as well as, the
expenses for courses she took at the Uof | in the fall of 2008.

NOTE: See IRC Regs. 81.25A-3(d)(2), Exanple (4) for an
iTTustration involving academic credit and advanced pl acenent
awarded by an institution on the basis of a student’s perfornmance
on proficiency examnations. In this exanple, acadenic credit was
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not awarded by an institution for coursework conpleted, the
student was nerely classified as a second senester sophonore based
on proficiency exans. Therefore, the Hope Credit was stil
aval |l able for the student’s first 2 years of college study.

Since a student’s acadenic status is determ ned at the begi nning
of a tax year, if the student has not achieved junior standing as
of January 1%, tuition for the entire calendar year can count as
an eligible expense for purposes of the Hope credit. The
student’ s year-of-study status depends on his or her standing at
the current institution. Wen a student has studied at another
school, only credits that are successfully transferred to the new
school are counted in determ ning the student’s year-of -study
status at the new school .

NOTE: |If a student neets the half-time requirenent for one
academ c period during the year, the tuition for other periods
during the year (when this requirenment is not net) still counts as

an eligible expense for Hope credit purposes. |IRC Regs. 1.25A
3(d)(2), Exanple 1.

NOTE: If a student enrolls in college but quits before the
semester is conpleted, a Hope or Lifetime Learning credit may
still be clainmed. Apparently, while expenses nust be paid for
“attendance” at a qualified institution, there is no requirenent
that the courses be conpleted. |RC 825A(f)(1)(A).

NOTE: A student who conpl etes a one-year post-secondary
certificate programand in a | ater year conpl etes another one-year
post -secondary certificate program nmay claima Hope credit for
both years. |RC Regs. 81.25A-3(d)(2), Exanple (9).

EXAMPLE: Mary enrolls as a half-time (6 hours) student at UNI in the fall of
2007. Tn 2008, she is a full-time student for the spring senmester but takes

only one class during the fall. In 2009, she takes a full course |oad al
year, including sumer courses to conplete her sophonore year. Mary's tuition
for all three years will count as an eligible expense for the Hope credit

since she had not completed 2 full years of acadenm c work as of January 1
2009. The only limtation for Mary is that the Hope credit can be clainmed in
only two of the three years.

(EB) Qualified Tuition and Rel ated Expenses: Both credits are
avalilabl'e for qualifred tuition and related expenses (not room
board or books) incurred for the taxpayer, the taxpayer's spouse,
or the taxpayer's dependent at an eligible educationa
institution. |RC 825A(f)(1). Thus, charges and fees associ ated
with room and board, student activities, athletics, insurance,
transportation, and personal or living expenses do not qualify.

NOTE — BOOKS, SUPPLIES, ETC.: |IRC Reg. 81.25A-2(d)(2) provides
that charges and fees assocl ated w th books, supplies, and

equi prment qualify if the fee nust be paid to the eligible
educational institution as a condition of the enrollnent or
attendance of the student at the institution (e.g. not acquired
from of f - canpus sources).

(F) Eligible Education Institution: These institutions generally are
accredi ted post-secondary educational institutions (including
certain vocational schools) offering credit for a bachelor's
degree, an associate's degree, or another recognized post-
secondary credential. The institution nust be eligible to
participate in Departnent of Education's student aid prograns.
| RC 825A(f) (2).

(9 Credit Available in Tax Year Expenses are Paid: Both the Hope
credit and the Lifetine Learning credit are available in the tax
year the expenses are paid, so long as the education conmences or
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continues for at |east one academ c period during that year, or

during the first three nonths of the next tax year. [IRC
825A(b)(2)(B) & (G (4). If qualified tuition expenses are paid
with the proceeds of a loan, they will still be eligible for these

credits in the year the tuition is paid (not in the year the |oan
is repaid). Thus, prepaying tuition can assure that the ful
$2,400 of eligible expense is paid in the 2008 or 2009 tax year so
that the full $1,800 Hope credit can be clainmed for that year

EXAMPLE: | n Decenber, 2008, Monica pays qualified tuition and rel ated
expenses to State College for the second senester of her freshman year

begi nni ng January 15, 2009. Monica can claimeither the Hope credit or the
Lifetinme Learning credit (but not both) on her 2008 return, based on the
paynment of the expenses in 2008, since the education begins during the first
three nonths of the follow ng year, 2009. Had Monica paid the expenses in
January, 2009, she would claimthe credit in the 2009 tax year.

(H) Reduction of Qualified Expenses: Only net out-of-pocket costs
wi [T be considered as qualified tuition and rel ated expenses for
pur poses of claimng the Hope credit and Lifetine Learning credit.
Thus, eligible expenses are reduced by any anounts (allocable to
the tax year) that were paid for the benefit of the student. |IRC
825A(09)(2) reduction itens are as foll ows:

(1) Qualified schol arshi ps/fell owshi ps excl udabl e from gross
i ncome under | RC §117;

(2) Qualified expenses used to conpute tax-free withdrawals fron
| RC 8529 pl ans and/or Coverdell Education Savings Accounts;

(3) Qualified expenses used to compute the interest exclusion
for U S. Savings Bonds;

(4) Any ot her paynent (other than a gift, bequest, devise or
i nheritance) that is excludable fromgross incone and is not
required to be repaid,;

(5) Veteran's educational assistance allowance or educationa
assi stance all owance for nenbers of the selected reserve

(6) Amount s covered under an enpl oyer-paid educationa
assi stance program whi ch have been excluded fromincome; and

(7) Amount s deduct ed as busi ness expenses.

TAX PLANNING Neither the Hope credit nor Lifetine Learning credit are
reduced by any educational expenses paid by gift, bequest, devise or
inheritance. Also, if a student who is a dependent personally pays tuition
rel ated expenses, the anobunts are treated as paid by the parents for purposes
of the credit calculations. |If a third party pays tuition costs for a
student, the tuition is treated as if paid by the student, and consequently
the student’s parents, if the student qualifies as a dependent. |RC Regs.

81. 25A-5(a) &(b) .

(1) Interaction of Credits -- Additional Linmtations: For tax years
begl nni ng before 2002, a taxpayer was permtted to elect only one
of the following with respect to a student:

(1) The Hope credit;

(2) The Lifetine Learning credit; or

(3) The exclusion for distributions from CESA (Educati on | RA)
used to pay higher education costs.
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Al so, the anmpbunt of qualified higher education expenses taken into
account for purposes of the interest exclusion on U S. Series EE
or | savings bonds (I RC 8135) is required to be reduced by the
amount of the expense that is taken into account in conputing
either the Hope credit or the Lifetine Learning credit.

NOTE - 2002 TAX LAW CHANGE: For tax years begi nning after 2002
taxpayers are allTowed to take tax-free withdrawals froma CESA
(Education IRA) in the same year a Hope or Lifetine Learning
credit is claimed with respect to a student, as long as, different
expenses are applied to of fset each educati onal incentive.

NOTE: Under current law, the Hope and Lifetime Learning credits
can be clained in the sane year that a distribution froma
qualified state tuition program (I RC 8529 Plan) is received by the
student as long as the QSTP distribution and the Hope or Lifetine
Learning credits are applied to different expenses.

TAX PLANNI NG Because the various education incentive elections are
separately applied for each student, parents can nix and match their el ections
if they have nore than one eligible child. For exanple, the parents could
claimthe Hope credit or Lifetime Learning credit for one child; and the
exclusions for distributions froma CESA (Education IRA) for another. Al so,
they could elect to take the Hope credit for one child and the Lifetine
Learning credit for another child.

For tax years beginning after 2001, CESA (Education IRA) or QSTP distributions
could be elected to offset room and board expenditures, while Hope and/or
Lifetime Learning credits offset tuition and rel ated expenses.

(J) Phase-out of Hope Credit and Lifetine Learning Credit: Both of
these credits are phased-out pro-rata over a range of nodified
AG s (generally AG increased by the foreign earned i ncome
exclusions), as follows:

FI'LT NG STATUS 2008 PHASE- OUT RANGE [ 2009 PHASE- OUT RANGE
MFJ returns $96, 000 - $116, 000 $100, 000 - $120, 000
Si ngl e/ HOH $48,000 - $ 58, 000 $ 50,000 - $ 60,000
Married filing separate Not al T owabl e Not al I owabl e

NOTE: Neither credit is available to married taxpayers filing
separately. However, taxpayers who are considered unmarried under

head of household rules (e.g. lived apart for last 6 nonths of the
tax year, etc.), are also considered unnarried for the Hope and
Lifetime Learning Credit. |RC Regs. 81.25A-1(h).

NOTE: The AG ranges for the phase-out of the credits are indexed
for inflation in multiples of $1,000 starting in the year 2002.

EXAMPLE: Jennifer and Lance file a joint return and claimDave as a
dependent. \Wages of $100,000 are their only inconme source. Dave starts
college in 2008 and incurs out-of-pocket tuition and fee expenses of $5, 000.
Jennifer and Lance elect to use the Hope credit on their 2008 return
Eligibility for the Hope credit is $1,800 before considering the AG
[imtation. Since Jennifer and Lance are $4,000 into the $20, 000 phase- out
range for joint filers, their Hope credit for the 2008 tax year is limted to

$1, 440 (($20,000 - $4,000) - $20,000 = (80% x $1,800)).

If Jennifer and Lance had elected to claimthe Lifetine Learning credit, they

woul d be eligible to claima credit of $800 (($20,000 - $4,000) - $20,000 =
(80% x $1, 000)).

NOTE: In the alternative, Jennifer and Lance could claima $4,000 higher
educati on deduction under |1 RC §222; however, the tax benefit fromthis
deduction would only equal $1,000 ($4,000 x 25% margi nal tax bracket).
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TAX PLANNING Fanilies that have nodified AG in excess of the
phase-out |evels may want to consider having the student claimthe
Hope/Lifetime Learning credit hinmself if his nodified AG is not
above the phase-out limts. Oherw se, the taxpayers may want to
accel erate incone (salary bonuses, etc.) or decelerate incone
(deferred conpensation, etc.) in certain tax years to avoid
application of the phase-out rules. Taxpayers may also wi sh to
consider contributing to a traditional IRA (if eligible) to | ower
nodi fied AG.

(K) VWi ch Taxpayer Clains the Credit? To claimeither the Hope credit
or the Litetime Learning credit for a child, the parents nust
claimthe student as a dependent. However, even if parents paid
nore than one-half of a child s support, and are therefore
eligible to claimthe child as a dependent for the tax year, they
can el ect not to claima dependency exenption. This would allow
the child to claimthe benefits of the Hope or Lifetine Learning
credit on his own return.

NOTE: The child would not be able to claima personal exenption
deduction for hinmself since he did not personally pay nore than

one-hal f of his support during the tax year. |RC Regs. 1.25A-
1(g). See also: CCA 200236001

TAX PLANNING The “fam ly” tax benefit gained by allowing the child to claim
the Hope/Lifetime Learning credit nust be wei ghed against the “fanm|ly” tax
detriment of the parents giving up the dependent exenption deduction. The
fact that the parents fail to claima personal exenption deduction for the
child that is rightfully theirs does not entitle the child to a dependency
deduction of his owmn. The child is either a dependent or not.

NOTE: |If the parents’ AG is high enough to be affected by the phase-out for
personal exenption deductions, the tax detrinent may be mininal or
nonexi stent.

TAX PLANNI NG — MARRI ACE DI SSOLUTION:  Since both the Hope credit and Lifetine
Learning credit are only available to the parent who both pays the tuition and
is allowed to claimthe student as a dependent, divorced parents may want to
avoi d situations where one parent pays the tuition and the other clainms the
child as a dependent under a support agreement. The parent claimng the
dependent will be the only parent allowed to claimthe credit. The tuition
paid by the other parent willT be deened to have been paid by the dependent;
and, thus, the parent claimng the dependency deduction. |RC Regs. 8§1.25A-
5(b) (3), Exanmple (2).

(L) Addi tional Rules: Several additional provisions apply to the Hope
credit and Lifetine Learning credit:

(1) Fel ony Possession/Distribution of Controlled Substance. The
Hope credit is not allowed for any year in which a student
is convicted of a felony for the possession or distribution
of a controlled substance. There is no such prohibition for
the Lifetinme Learning credit.

(2) Inflation Adjustnent. The eligible Hope credit tuition
amounts ($1,000 initially for each credit test) are adjusted
for inflation in multiples of $100 for tax years starting in
2002. NOTE: For 2008-2009 the maxi mum al | owabl e Hope
credit W be $1,800 (100% of the first $1,200 of
“qualified tuition expenses” and 50% of the next $1, 200).
There is no conparable inflation adjustnment provided for the
Lifetime Learning credit anount $10, 000 ($5,000 prior to
2003).
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EXAMPLE 1: Assune taxpayers file a joint return and claimBeth as a
dependent. Taxpayer's nodified AG is $80,000. Beth starts her freshman year
in Septenber, 2008 at a qualified educational institution. Her tuition and
fees are $7,200. Beth pays $1,000 of the tuition fromher funds; her parents
(taxpayers) pay $6,200. Taxpayers may claima Hope Credit of $1,800 or a
Lifetime Learning Credit of $1,440, but not both. (H gher Education Deduction
= $1,000 ($4,000 x 25% margi nal tax bracket)).

Taxpayers may al so claimthe Hope Credit in 2009, during Beth's second year of
college. Assuming simlar expenses and incone, if the taxpayers clainmed the
Hope Credit in both 2008 and 2009, they may only claima Lifetine Learning
Credit (or Higher Education Deduction) in the year 2010 and foll owi ng years
regardl ess of Beth’'s academ c status, since the Hope Credit may only be
clainmed for 2 years.

EXAMPLE 2: Assune the same facts as above, but taxpayers’ nodified AG is
$116,500 in 2008. Taxpayers nay not claimeither a Hope Credit or Lifetine
Learning Credit. (Hi gher Education Deduction = $1,000 ($4,000 x 25% nargi na
tax bracket)).

EXAMPLE 3: Assune taxpayers (in Exanple 1) not only have Beth in school in
2008, but al so a second daughter, Melissa. Neither have conpleted two years
of education. Assunme Melissa's qualified tuition and fees total $3,600.
Taxpayers may claima $1,800 Hope Credit for Beth and a $1,800 Hope Credit for
Mel i ssa ($3,300 total), but may not claimnore than a $2,000 Lifetinme Learning
Credit for the year. (Hi gher Education Deduction = $1,000 ($4,000 x 25%
mar gi nal tax bracket) for one or both students. See discussion for Higher
Educat i on Deducti on bel ow).

EXAMPLE 4: Assune Kevin is an single attorney, who is taking classes at a

ocal college in computer operation. Assune further, he spends $1, 200 for
tuition and fees in 2008. Kevin is not eligible for the Hope Credit, but
shoul d qualify for a $240 Lifetinme Learning Credit (even though he does have a
felony control |l ed substance conviction), and because it is doubtful that an
attorneys inconme will exceed the phase-out threshol ds.

TAX PLANNING NOTE: As an alternative in Exanple 4 above, if Kevin is self-
enpl oyed, he m ght al so consider clainmng an expense deducti on under | RC §162
on his Schedule C for the cost of the conmputer classes, in |lieu of the
Lifetime Learning Credit. This deduction should be nore val uable than the
Lifetinme Learning Credit considering nmarginal federal and state incone tax
rates and sel f-enpl oynent tax effects.

(M TAX REPORTI NG -- Form 8863, Education Credits (Filing
Requi r enent s/ Amended Returns): Individuals can claimboth the
Hope and Lifetine Learning Credits on timely filed origina
returns or on anended tax returns within the three-year statute of
[limtation tinme frame. Notice 99-32, 1999-23 |IRB 6.

(N) TAX REPORTING -- Reporting of Qualified Tuition and Rel ated
Expense Refunds: If a taxpayer receives a refund of qualified
turtion and rel ated expenses for which an education credit was
clainmed in a prior year, he or she nmust increase tax liability
reported on Form 1040 for the year in which the refund was
recei ved by the amount of excess Hope or Lifetine Learning Credit
claimed. |RC Regs. 81.25A-5(f)(3). This procedure also applies
to a student receiving excludible education assistance for
qualified tuition or related expenses paid in a previous year. In
this situation, the educational assistance will also be treated as
a refund of the qualified tuition or rel ated expense.

NOTE: Hope and Lifetime Learning Credit recaptures are included
as additional taxes on Form 1040 (for 2008 the entry woul d be nade
on line 44, denoted “ECR’).

EE R I R R I R R R R R I I O
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V.

Hi gher Education (Tuition and Fees) Deduction (Form 8917) - | RC 8§222.
For tax years beginning after 2001, individuals were given the option of
claimng a “for AG” (above-the-line) deduction for qualified tuition
and rel ated expenses in lieu of the Hope or Lifetine Learning credit.
Eligible tuition and rel ated expenses are those expenses eligible for
the Hope and Lifetine Learning credits, paid for individuals eligible
for those credits (e.g. taxpayer, spouse, dependents), and generally
subject to simlar rules and restrictions provided for said credits.

(A Maxi mum Reducti on Anpunt: For 2004 and after, the maxi nun
deducti on anobunt 1ncreased to $4,000. For 2002 and 2003, the
hi gher educati on deducti on amobunt coul d not exceed $3, 000 subject
to nodified A limtations.

NOTE: A lower $2,000 maxi mum deduction is also available for 2004
and after at higher nodified AG linits. (See phase-out table
bel ow) .

NOTE: The tuition and fees deduction is not available to married
taxpayers filing separately, and is not available to an individual
with respect to whom a dependency exenption is allowable to

anot her taxpayer for the tax year. |RC 8222(c)(3)..

(B) Mbdi fied AG Deduction Limits: Mdified AG = (Ad conputed
w thout the tuirtion and fees deduction and increased for the
foreign income exclusion and donestic production activities
deduction). The follow ng table summarizes the deduction
limtations.

(O NOTE - CLIFF RULE: There is no phase-out range.

Qualified H gher Education Expenses
(Modi fied A Deduction Limts)
Married Filing Maxi munr
Year Si ngl e/ HOH Jointly Deduct i on
2002- 2003 $0- 65, 000 $0- 130, 000 $3, 000
2004- 2005 (A) $0-65, 000 $0- 130, 000 $4, 000
or or or
(B) $65, 001-80,000 | $130, 000-160, 000 $2, 000

NOTE - NO DOUBLE BENEFI TS: Taxpayers are not eligible to claimthe
tuition and fees deduction and a Hope or Lifetine Learning credit in the
sanme year with respect to the same student. Al so taxpayers cannot take
tax-free CESA (Education IRA) or tax-free qualified tuition prograrm
(QTP) paynments for coll ege expenses and then claima deduction for those
same expenses. However, taxpayers are not precluded fromclaimng a
tuition and fees deduction for the amobunt of a distribution froma
qualified tuition program (QIP) that is not attributable to earnings
(e.g. return of contribution).

Simlarly, college expenses used to conpute tax-free interest fromU.S.
Savi ngs Bond and ot her nontaxabl e paynents received for educational
expenses (e.g. veteran's benefits or enpl oyer-provi ded educati onal
assistance) are not eligible to be utilized in calculating a tuition and
fees deducti on.

(D TAX PLANNI NG CAUTI ON — NO “DEEMED PAI D’ RULE FOR TUI TI ON AND FEES
DEDUCTI ON:  Unli ke the Hope and Litetinme Learning credit “deened

paid” rules, the tuition and fees deduction is cal cul ated using
only those educational expenses paid by the taxpayer and/or
spouse. |RS Pub. 970. In order to claimthe tuition and fees

deduction for qualified education expenses for a
student/ dependent, the taxpayer(s) nust have:

(1) Pai d the expenses; and

(2) Claiman exenption for the student as a dependent
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If a taxpayer is eligible to claima dependency exenption on his
return for a student, and the student paid the tuition expenses

hi msel f, no one is allowed to claimthe tuition and fees
deduction. Simlarly, any educational expenses paid to or for the
student by a third party (i.e. grandparent, former spouse, other
relative, etc.), are treated as paid by the student, so that a
parent/spouse could not claimthese expenses on their return

EXAMPLE: Samis an undergraduate student at lowa State University. His
qualifying tuition and fees expense for the current tax year totaled $8, 000.
If Sam can be clainmed as a dependent on his parent’s return, who is eligible
to claimthe tuition and fees deduction (and in what amount) in the follow ng
scenari 0s?

Qualified Tuition/Fees Who 1s Eligible to Cain | Maxi num Arount
Expense Tui ti on/ Fees Deducti on?
Sam pays: $5, 000 Parents $3, 000
Parents pay: 3, 000
Sam s grandf at her Par ent s $1, 500
pays: $6, 000
Sam pays: 500
Parents pay: 1, 500

TAX PLANNI NG NOTE: In the above scenario, Samis grandfather could provide a
grft of the turtion and fees anbunt to Sanis parents, who would then pay the
expense for Sam The parents would then be eligible to claimthe nmaxi numr

tuition and fees deduction based on paying $7,500 of Sanis tuition and fees.

If a taxpayer is eligible to claima dependency exenption for a
student, but does not do so, no one is allowed to claimthe
tuition and fees deduction. This applies whether the expenses are
paid by the taxpayer or paid by the student.

When a taxpayer/parent is not eligible to claimsuch a dependency
exenption for a student, any educational expenses paid by the

t axpayer (or another party) are treated as a gift to the student.
The student can then use all qualified educational expenses in
calculating the tuition and fees deduction to be clained on the
student’s return.

TAX PLANNI NG — TUI TI ON AND FEES DEDUCTI ON VS. HOPE/ LI FETI ME LEARNI NG CREDI T:
Taxpayers wth AG 1 nconme below the range where the Hope or Lifetine Learning
credits fully phase out, nust conpare the available credit with the tuition
and fees deduction to determ ne which provides the highest tax benefit. Note
that only $4,000 of tuition qualifies for the tuition and fees deduction for
2004 and after ($3,000 for 2002/2003), whereas up to $10, 000 ($5,000 for 2002
and prior) of tuition qualifies for the Lifetine Learning credit. The tax
benefit result will be determ ned fromthe foll ow ng:

) The armount of eligible tuition paid;
) The margi nal tax rate producing benefit fromthe deduction; and
) The potential phase-out of the credit.

A~~~
WN -~

To add complexity to the decision, clainming a tuition and fees deduction
before cal culating AJ coul d produce other tax savings on Form 1040 due to
provi sions that phase-out or phase-in based on AG thresholds.

State incone taxes may also be a factor. |In many states, a before-AG tuition
deduction al so reduces state taxable income. A federal education credit is of
no benefit on the state return

10
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TAX PLANNI NG NOTE: A taxpayer is not allowed to claimthe tuition and fees
deduction 1n the same year a Hope/LLC is clainmed for the same student.
Accordingly, parents with two students in college could claimup to $4, 000
($3,000 for 2002/2003) of total tuition for both students, but no Hope/LLC for
either. On the other hand, if a Hope/LLC was clained for one student, a
deduction of up to $4,000 ($3,000 for 2002/2003)of tuition for the other
student is allowable.

(E) TAX REPORTI NG -- Reporting of Qualified Tuition and Rel ated
Expense Refunds: |If a taxpayer recelves a refund of qualified
turtion and rel ated expenses for which a tuition and fees
deduction was claimed in a prior year, he or she nust increase
taxabl e income reported on Form 1040 for the year in which the
refund was received by the anbunt of the excess tuition and fees
deduction claimed. The excess tuition and fees deduction is
reported as “Qther Incone” (Form 1040, line 21).

NOTE - EXTENSI ON OF PROVI SION.  Congress extended this provision under
the Emergency Economic Stabilization Act of 2008. It will now expire
January 1, 2010 unless further extended by Congress.

KRR Rk S S R R R O S O R O R IR I S bk b S b O R

V. Coverdel | Education Savings Accounts - CESA/ (Education |IRAs) -- IRC
§530.

(A General Provisions: A CESA (Education IRA) is a trust (or
custodi al account) to be used exclusively for paying the
"qualified higher education expenses" of a designated beneficiary.
In many respects, the "I RA" label is a msnomer, as CESA
(Education 1 RAs) are nutually exclusive fromany other IRAs, in
that no part of a CESA (Education IRA) is associated with
retirement.

Up to $2,000 (for tax years after 2001) per beneficiary, per year,
may be contributed to a CESA (Education IRA) for a beneficiary
under age 18. Any contribution will be non-deductible, but
earnings and distributions froma CESA (Education |IRA) generally
will be tax-free, as long as they are utilized for "qualified
educati on expenses”. The contribution linmt is per beneficiary,
not per tax return. The contribution limts will not be indexed
for inflation. -

EXCEPTI ON FOR SPECI AL NEEDS BENEFI Cl ARY -- 2002 TAX LAW CHANGE:
The age 18 limt on contributions Is walved wmth regard to
contributions for special needs beneficiaries for tax years

begi nning after 2001. A special needs beneficiary is defined as
an individual who because of a physical, nental or enotional
condition requires additional tinme to conplete his or her

educat i on.

TAX PLANNING No limtations exist on who can contribute to a CESA (Education
I'RA) on behalf of a designated beneficiary (other than the nodified AG phase-
out limtations). Also, a designated beneficiary is not required to be the
child of the contributor. Accordingly, it is possible that any relative,
friend, or even the designated beneficiary could establish and contribute to a
CESA (Education | RA).

NOTE: Contributions can be nade to a CESA (Education |RA) account
for a designated beneficiary even if the contributor has no earned
or taxable incone. Teenage or younger individuals mght be
encouraged to set-up their own CESA (Education |RA).

11
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Deadline for Contributions -- 2002 Tax Law Change: For tax years
beginning in 2002 and after, the deadline Tor contributions has
been extended to the due date of the taxpayer’'s return (w thout
extension) (e.g. April 15'" for cal endar year taxpayers).

G ft Tax Considerations: Contributions to a CESA (Education |RA)
are treated as conpleted gifts of a present interest. Thus,
contributions are eligible for the current $12,000 annual gift
excl usion ($13,000 for 2009 and after), and are excludable for
pur poses of the GST tax.

CAUTI ON

Par ent s/ grandparents need to coordinate so that total contributions
for the same individual in the same tax year do not exceed $2, 000.

(B)

(O

TAX PLANNING. A contribution of $2,000 each year fromthe date of
the child s birth to attai nnent of age 18 should result in a

bal ance of $72,000 to $108, 000 assum ng growth rates between 8%
and 12%

Excess Contributions: Aggregate contributions in excess of $2,000
per beneficiary, per year (by a contributor or group of
contributors), are treated as excess contributions. |f the excess
contributions (and any earnings attributable to then) are not

wi thdrawn fromthe CESA (Education IRA), by a contributor, before
the 1% day of the sixth nonth of the year follow ng the
contribution year (June 1%), the excess contributions will be
subject to a 6% excise tax for each year the excess anount renains
in the account. |RC 84973(e). Any penalty is reported on Form
5329.

NOTE: Earnings on excess contributions, while exenpt fromthe 10%
early withdrawal penalty, are still subject to incone taxation

Contribution Phase-out Linits: The ability to contribute to a
CESA (Education IRA) 1s phased-out pro-rata over a range of
nodi fied AG s (generally AG increased by the foreign earned

i ncome exclusion), as foll ows:

PHASE- OUT RANGE

FI LI NG STATUS (2002 and after)
MFJ $190, 000 - $220, 000
Si ngl e/ HOH MFS $95, 000 - $110, 000

NOTE: Regardl ess of the phase-out limts, the beneficiary of the
CESA (Education I RA) could have other contributions to the account
that total $2,000 per year (e.g. from grandparents).

TAX PLANNING |If a taxpayer cannot make a contribution to a CESA
(Educati1on I'RA) because his nodified AG exceeds the phase-out
range, the taxpayer could gift cash to another taxpayer whose
nodified AG is less than the phase-out linits to make the maxi nmun
$2,000 contribution for the beneficiary.

Eligible Educational Institution: Prior to 2002, an eligible
educational Institution 1s defined as one offering credit towards
a bachelor's degree, an associate's degree, or another recognized
post -secondary credential. Some vocational institutions and
proprietary institutions are also eligible educationa
institutions. The institution nust be eligible to participate in
t he Departnent of Education student aid program

TAX LAW CHANGE - 2002 (EXPANDED DEFI NI TION) — GRADES K-12: For
tax years beginning arter 2001, the above definition has been
expanded to include qualified elenentary and secondary school s
(e.g. grades K-12).

12
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(D)

(B)

Qual i fi ed Educati on Expenses - (Higher Education): Qualified
educati on expenses i1 nclude tuition, fees, books, supplies and
equi prent, paid for post-secondary education (including

under graduate and graduate level) at an eligible education
institution. |RC 8529(e)(3).

Under this definition, if the student takes at |east one-half of
the normal full-tinme course load (6 credit hrs); and is enrolled
in a degree, certificate, or other programleading to a recognized
educational certificate, such "qualified" expenses will also

i ncl ude basi c room and board charges at the school

NOTE: There is no dollar limtation for roomand board (other
than actual costs).

Qual i fied Educati on Expenses (K-12): For purposes of the
expansion in the definition of qualified educati on expenses,
qualified elementary and secondary school expenses include the
fol | owi ng:

(1) Tui tion, fees, academ c tutoring, special needs services,
books, supplies, computer equi pnent and software and ot her
equi pment in connection with the beneficiary’'s attendance at
a public, private or religious school providing el ementary
or secondary education (K-12).

(2) Room and board, unifornms, transportation, and suppl enentary
itenms or services (such as extended day progranms) as
requi red or provided by such a school

Distribution Rules: Contributions to CESA (Education IRA)s are
generally treated as gifts, so distributions fromthese | RAs can
be made only to beneficiaries, not to the contributor

CLARI FI CATI ON - HI GHER EDUCATI ON EXPENSES: Distributions used to
pay qualified higher education expenses are generally tax exenpt
even if the beneficiary attends the eligible educationa
institution on a less than half-tine basis. However, if room and
board expenses are to be included as qualified higher education
expenses, the student nust neet the one-half of a normal full-time
wor kl oad requirement (6 credit hrs.).

(1) IRC 872 rules will apply to CESA (Education |IRA s) so that
distributions are treated as representing a pro-rata share
of principal and accunul ated earnings. Distributions deened
to have been paid fromcontributions are always tax-free.
Distributions of earnings are excludable fromthe
beneficiary's gross incone if the beneficiary's qualified
education expenses (fromthe same tax year) equal or exceed
the total CESA (Education IRA) distributions for that year.

EXAMPLE

Jacob receives a $800 distribution fromhis CESA (Education | RA)
when the account bal ance was $10,000. Total contributions to his CESA
(Education IRA) totaled $7,500. The distribution is considered to cone from
contributions in the anount of $600 ($800 x $7, 500/ $10, 000) and from ear ni ngs
in the anount of $200 ($800 x $2, 500/ $10, 000) .

(2) If distributions exceed qualified education expenses for the
tax year, distributions are deened to be paid from both
contributions and fromearnings on a pro-rata basis. Thus,
only a portion of the "excess distribution" (the part
attributable to earnings) is taxable (since contributions
are non-deductible). The taxable anobunt is reported on Form
8606.

13
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EXAMPLE: Using the facts of the previous exanple, assune Jacob's distribution
consi sts of $600 of contributions and $200 of earnings. Al so assune that
Jacob pays $350 in qualified educati on expenses for the year. Jacob can
exclude $87.50 ($200 x $350/$800), with the remaining $112. 50 of the earnings
portion of the distribution, included in his incone and subject to the 10%
early withdrawal penalty discussed bel ow.

(3) The 10% early withdrawal penalty is generally inposed on any
taxabl e (non-qualifying) distribution froma CESA (Education
| RA). Exceptions to this rule are as foll ows:

(a) Distributions made to a beneficiary or the estate of a
desi gnated beneficiary after the beneficiary's death;

(b) Distributions attributable to the designated
beneficiary being disabled (unable to perfornm
substantial gainful activity for indefinite duration);

(c) Distributions which were made in the sane tax year in
whi ch the beneficiary received a schol arship or
al | owance, to the extent the ampunt of the
di stribution does not exceed the amount of the
schol arship or allowance; or

(d) A distribution of a current year contribution and
ear ni ngs thereon, or the return of an excess
contribution and earnings, if the distribution is nmade
on or before the due date of the current year's return
(i ncludi ng extensions) by the beneficiary (e.g.

Cctober 15'" at the latest, if extensions are filed).

NOTE: As stated above, for tax years beginning after
2001, taxpayers will have until the 1% day of the
sixth nonth of the tax year follow ng the year of
contribution to make a corrective wthdrawal of excess
contributions, plus earnings (e.g. June 1% for

cal endar year taxpayers). This date actually provides
a shorter corrective time franme for those taxpayers
who ot herwi se extend their filing due date (June 1%
vs. Cctober 15'" under old law if extensions filed).

TAX PLANNI NG Beneficiaries of CESA (Education |IRA)s should receive a yearly
Form 5498 (I RA Contribution Information) which indicates the anmount
contributed during the year on their behalf. If the total of the amounts shown
on all of the beneficiary’ s Forns 5498 exceeds $2,000 ($500 for tax years 2001
and prior), an excess contribution has occurred and corrective action needs to
be taken.

(F) Interaction Wth O her Education |Incentive Provisions --
Linmtations on Distributions: As stated above, earnings on
contributions are generally distributed tax-free provided they are
used to pay for qualified higher education expenses of the
beneficiary. However additional rules apply, as follows:

(1) Hope Credit/Lifetine Learning Credit - 2002 TAX LAW CHANGE
For tax years beginning after 2001, taxpayers wll be
allowed to take tax-free withdrawals froma CESA (Education
IRA) in the sanme year a Hope or Lifetine Learning credit is
clainmed for the account beneficiary’ s coll ege expenses.
However, the sane expenses cannot be used to claimboth
education incentives. Generally, this should not be a
probl em si nce CESA (Education | RA) distributions can be used
to offset the cost of room and board charges while the Hope
and Lifetinme Learning credits are only available for tuition
and rel ated expenses.

14
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TAX PLANNI NG ELECTION: |If a beneficiary chooses, he can waive the option of
excluding frominconme part or all of a CESA (Education IRA) distribution, and

i nstead, include the otherw se excludabl e amount in income. |RC
8530(d)(2)(C. Thus, where CESA (Education IRA) distributions are used to
cover college tuition, it will generally be advantageous to claimthe Hope/LLC

first, and allow a portion of the CESA (Education IRA) distribution to becone
taxable incone in the student’s return. The usual 10% or 15% i ncome tax
incurred on the inconme portion of the CESA (Education IRA) withdrawal in the
student’s return will be outweighed by the savings fromthe 20% to 100% credit
rate of the Hope/LLC. A waiver of the exclusion for a tax year is
acconpl i shed by checking the appropriate box on Form 8606.

NOTE: The 2002 Tax Act clarified that the 10% penalty does not
apply to the incone fromthis type of “excess” wthdrawal, where

t he taxpayer has elected to claima Hope/LLC in |lieu of claining
the tuition expenditure to shelter the CESA (Education |RA)

wi thdrawal . | RC 8530(d)(4)(B)(iv). The sane rule applies to a
distribution froman IRC 8529 Plan, to the extent the wi thdrawal
is not expended on hi gher education costs because the taxpayer has
elected to claima Hope/ LLC. |RC 8529(c)(6).

(2) Qualified Tuition Prograns (QIP - | RC 8529 Plans) - 2002 TAX
LAW CHANGE

(a) Contri butions: For tax years beginning after 2001
contributions can be nmade to both CESA (Education
| RAs) and QTPs without incurring an excess
contribution penalty.

(b) Distributions: |If distributions from CESA (Education
I RAs) and I RC 8529 Pl ans exceed the student’s
qual i fied educati on expenses for the year (after
reducti on by anmounts used for Hope/LLC), the
beneficiary is required to allocate the qualifying
educati on expenses between the CESA (Education |RA)
and | RC 8529 Plan distributions to determnine the
amount includible in income fromeach. Each excess
distribution then becones taxable based on the
underlying proportion of adjusted tax basis to incone.

(9 Rol | overs of CESA (Education | RAs)/Beneficiary Changes: Rollovers
fromone CESA (Education I'RA) into another CESA (Education |RA)
are pernmitted if nade for a nenber of the beneficiary's fanily
Only one rollover is allowed in a 12-nmonth period. Al so, a change
in the beneficiary of a CESA (Education IRA) is pernitted if the
new beneficiary is a nenber of the sanme famly of the origina
beneficiary. There is no limt on the nunber of beneficiary
charges that may occur in a 12-nonth peri od.

(1) Rol | over distributions are tax-free as long as the rollover
occurs within 60 days of the distribution

(2) The definition of a nmenber of the beneficiary's famly
i ncl udes anyone qualifying as a dependent, or the spouse of
anyone qualifying as a dependent, including descendants of
children (i.e., sons, daughters, grandchildren, brothers,
sisters, nephews, nieces, certain in-laws, and the spouses
of those relations).

(3) As provided by the 1998 I RS Restructuring and Reform Act, to
be eligible for tax-free rollovers and changes of desi gnated
beneficiaries, the new beneficiary nust be under age 30.

NOTE: There is no age limt for special needs beneficiaries
for tax years beginning after 2001

15
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TAX PLANNI NG Under these rules, a parent could set up a CESA (Education |RA)

for a child who could l|ater rollover any unused CESA (Educati on | RA) anounts
for the benefit of a living grandchild.

(H

(1)

(J)

Terni nati on of CESA (Education | RAs): The Conference Conmittee
Report provides that any balance remamining in a CESA (Education

I RA) must be distributed (or rolled over to another beneficiary),
once a beneficiary reaches age 30. According to the 1998 | RS
Restructuring and Reform Act, any undistributed bal ance remaini ng
in a CESA (Educational IRA) on the date that the main beneficiary
reaches age 30 or dies, will be deened distributed within 30 days
after said date

If the CESA (Education IRA) is
ear nings portion is includible
di stribution.

distributed to the beneficiary, any
ini

i
n income in the year of
NOTE -- EXCEPTI ON FOR SPECI AL NEEDS BENEFI Cl ARY: The age 30

deenmed distribution requirenments are waived for special needs
beneficiaries for tax years beginning after 2001

TAX PLANNI NG  The CESA (Education IRA) can be rolled over to
menbers of the designated beneficiary's fanily (see discussion
above). A rollover would avoid taxation on accunul ated earni ngs
and the application of any penalty provisions.

NOTE -- Ternination Due to Death: |If a beneficiary dies prior to
attaining age 30, CESA (Education IRA) funds will be distributed
to his or her estate. |f a spouse acquires a beneficiary's
interest in a CESA (Education | RA) because of the death of the
original beneficiary, the CESA (Education IRA) will be treated as
if the spouse was the primary beneficiary.

NOTE: |If a person other than a spouse acquires the origina
beneficiary's interest, the CESA (Education IRA) is deened to
term nate at death; and the account bal ance nust be included in
the original beneficiary's income in the year of death.

Addi tional Rules: Several additional provisions apply to CESA
(Educati1 on I RAS):

(1) Al contributions to a CESA (Education IRA) nmust be in cash

(2) Transfers of a beneficiary's interest in a CESA (Education
I RA) to a spouse or ex-spouse under a divorce or separation
agreenment are not taxable. After the transfer, the account
is treated as belonging to the spouse/ex-spouse.

(3) Trustees are required to report to both the IRS and the
beneficiary on contribution amounts, distribution anmounts,
and other matters.

(4) The trust cannot invest in life insurance contracts.

(5) Trust assets cannot be conmi ngl ed except in conmon trusts or
i nvest ment funds.

(6) The Trustee must be a bank or other person that denonstrates
to the satisfaction of the IRS that it will admnister the
trust as required.

(7) CESA (Education | RAs) are exenpt fromincome tax except for
tax on unrel ated busi ness incone.

TAX PLANNI NG -- COVPARI SON OF CESA ( EDUCATI ON | RAS) W TH OTHER
G FTS TO M NORS: Cenerally, a gift of a CESA (Education I'RA) for

16
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the benefit of a minor is preferable to other gifts, since CESA
(Education IRA) withdrawals that are not used for qualified
educational expenses will typically be taxed to the beneficiary,
along with a 10% early withdrawal penalty. As a result,
beneficiaries should be less likely to use gifted proceeds held in
a CESA (Education IRA) for unintended (non-educational) purposes.

In addition, the CESA (Education IRA) tax benefits will generally
be far superior to other investnents if withdrawals fromthe CESA
(Education I RA) are used to pay qualified educati onal expenses.
Not only do the funds inside a CESA (Education |IRA) build-up
without tax liability, withdrawals fromthe account will also be
tax-free if used for their intended purpose.

However, because of the availability of qualified tuition prograns
(QTP) for college expenses, CESA (Education |IRAs), are probably
best suited for pre-college (K-12) expenses. For exanple, the
cost of a hone conputer for the account beneficiary, field trips,
athletic/band uniforns, etc. should all qualify to be paid froma
CESA (Education | RA) account.

Since contributions to CESA (Education |IRAs) are not tax
deducti bl e, the primary advantage of a CESA (Education IRA) is the
avoi dance of tax on the account’s earnings. Unfortunately, if
only limted funds will be invested in a CESA (Education |IRA),
this tax avoi dance may be nom nal and sinply not worth the
troubl e.

EE R I R R I R R R R R I I O R

VI . Qualified Tuition Prograns (8529 PLAN) - | RC 8529 Pl ans.

(A

General: |IRC 8529 (originally enacted as part of the Snal

Busi ness Job Protection Act of 1996) provides tax-exenpt status to
"qualified state tuition prograns", neaning certain prograns
establ i shed and mai ntai ned by a State under which persons may
acquire:

(1) Prepai d Tuition Accounts: Under these accounts, individuals
purchase tuition credits or certificates (e.g. prepay future
tuition, etc.) on behalf of a designated beneficiary that
entitles the beneficiary to a waiver or paynent of qualified
educati on expenses of the beneficiary.

(2) Savi ngs Accounts: Under these accounts, individuals nake
contributions to an account that was established for the
pur pose of meeting qualified higher education expenses
(undergraduate or graduate) of the designated beneficiary of
t he account.

For tax years beginning after 2001, distributions fromqualified
tuition prograns are treated similarly to distributions from CESA
(Education I RA) accounts (discussed above). For exanpl e,

di stributions to pay qualified educati on expenses are tax-free to
the extent of qualified education expenses. Also, the earnings
portion of any non-qualified distributions are subject to taxation
and a 10%early w thdrawal penalty.

Non-qualified distributions froma 8529 Plan are taxed to the
student under the annuity taxation rules of IRC 872, with the
di stributions being treated as representing a pro-rata share of
principal and accunul ated earnings in the account. [|IRC
8529(c) (3) (A .

NOTE — FORM 1099-Q  The earnings portion of any distribution will
be reported to the beneficiary (student) on Form 1099-Q  The
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(B)

(O

(D)

principal portion of any distribution under either systemw || not
be taxed at the federal |evel as no deduction was received at the
time of contribution to the qualified tuition program |RC Prop

Regs. 81.529-3.

Maxi mum Contri bution Allowed. The maxi mum contribution allowed to
a 8529 Plan is determned by the individual state involved
(generally up to approximately $240,000 -- |owa = $239, 000 for
2006 and after). Contributions are not subject to any phase-out
rul es based on taxpayer income |evels. Thus, higher-earning

i ndividuals may find these prograns attractive due to phase-out
ineligibility for other education incentive prograns.

Interaction with other Education Tax Benefits.

(1) CESA (Education 1 RAs) - 2002 TAX LAW CHANGE

(a) Contributions: For tax years beginning after 2001
contributions can be nmade to both CESA (Education
| RAs) and QTPs without incurring an excess
contribution penalty.

(b) Distributions: |If distributions from CESA (Education
RAs) and I RC 8529 Pl ans exceed the student’s
qual i fied educati on expenses for the tax year (after
reducti on by anmounts used for Hope/LLC), the
beneficiary is required to allocate the qualifying
educati on expenses between the CESA (Education |IRA and
| RC 8529 Plan distributions to determ ne the anount
includible in income fromeach. Each excess
di stribution then beconmes taxabl e based on the
underlying proportion of adjusted tax basis to incone.

(2) Hope Credit/Lifetine Learning Credit: |If an exclusion from
gross inconme is clained for a distribution froma 8529 Pl an
on behal f of a beneficiary, the beneficiary/distributee wll
still be eligible to claimthe HOPE Credit or the Lifetine
Learning Credit as long as different expenses are offset by
the 8529 Pl an excl usion and the Hope/LLC cl ai ned.

(3) U.S. Series EE and | Bonds: Taxpayers nmay redeem U. S.
Savi ngs Bonds and take the | RC 8135 exclusion, treating the
proceeds as used for higher education expenses, if the bond
proceeds are contributed to a 8529 Plan on behal f of the
t axpayer, the taxpayer's spouse, or a dependent. For this
purpose, the basis in the proceeds contributed on behal f of
a beneficiary to the 8529 Plan is equal to the basis the
contributor has in the bonds (i.e. the original purchase
price plus any previously reported accrued earnings).

Definitional Provisions: Provisions inpacting qualified tuition
programs were clarified and expanded under TRA ‘97 to provide

i ncreased benefits to a nore broadly defined group of
beneficiaries. |In essence, the changes made by TRA ' 97, as well
as, changes nade by EGIRRA of 2001 were identical to those nade
for CESA (Education |IRAs) (discussed above). For exanple, the
8529 Plan definition of “qualified higher education expenses” and
the 8529 Plan definition of what constitutes an “eligible
educational institution”, are identical to the definitions of
those terns as provided for CESA (Education |IRA) purposes for both
pre-2002 and post-2001 usage. Thus, qualified higher education
expenses for 8529 Pl an purposes include expenses for room and
board (if the student attended the institution on a one-half of
fulT-time work load basis - 6 hrs. or nore), and include expenses
of special needs individuals.
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(E) Rol | over s/ Beneficiary Changes: A rollover or change of
beneficiaries may only be nade between menbers of the same family.
However, the 8529 Plan definition of what constitutes a famly is
fairly broad.

For purposes of account rollovers and beneficiary changes, a
menber of the beneficiary's famly includes the spouse of the
original beneficiary, anyone qualifying as his/her dependent, or
t he spouse of anyone qualifying as his/her dependent. Fanily
nmenbers now i ncl ude sons, daughters, step-children, brothers,

si sters, nephews, nieces, certain in-laws, and the spouses of
these individuals. EGIRRA of 2001 expanded this definition
further so that, beginning in 2002, first cousins of the origina
beneficiary will be considered famly nenbers. |RC 8529(e)(2).

NOTE: EGTRRA of 2001 clarifies that a transfer (rollover) from
one 8529 Plan to another 8529 Plan for the benefit of the sane
beneficiary will not be considered a distribution, as |ong as,
only one such transfer occurs within a 12-nonth period. |IRC
8529(c)(3) (O (iii).

Changes in Designated Beneficiaries: |RC Prop. Regs. 81.529-
2(e)(1)(1v) and 81.529-1(c) clarify that no penalty is required on
8529 Pl an earni ngs payouts when the noney is rolled over within 60
days to another 8529 Plan set up for a different designated
beneficiary. Simlarly, the designated beneficiary of the 8529

Pl an can be changed without triggering taxation provided the new
beneficiary is a menber of the famly of the old beneficiary. IRC
§529(c)(3) (0.

TAX PLANNING This is inportant when the first child does not
attend college or when his or her account turns out to be over-
f unded.

NOTE: When the designated beneficiary is changed, there are
normal ly no gift tax consequences, unless the new beneficiary is
in a generation |ower than that of the first beneficiary (then
GSTT considerations apply). 1In that case, the first beneficiary,
not the account owner, is treated as having nade a gift to the new
beneficiary. (Strange rule -- because the beneficiary has no
control over the account -- but true).

TAX PLANNI NG - DONOR RETAI NED CONTROL: Under npst 8529 Pl ans contributors are
treated as the account owner with the right to change the designated
beneficiary, or even withdraw the account. Despite these powers, 8529 Plan
account bal ances are generally not included in the contributor’s gross estate
(unl ess the contributor dies within 5 years of naking the gifting election --
di scussed below). This unusual but favorable estate tax rule enables
contributors to renmove assets fromtheir estates while retaining control over
the final disposition of the funds. Contributors rmay al so designate a
substitute (e.g. grandchild beneficiary' s parent) to nake decisions for the
8529 Pl an account.

(F) Estate and G ft Tax Considerations: Annual contributions to a
8529 Plan are eligible for the gift tax exclusion and excl udabl e
for purposes of the GSTT, provided that the annual gift tax
exclusion is not exceeded. |1RC 8529(c)(2)(A).

TAX PLANNING If a contribution in excess of the annual gift tax exclusion is
nmade, the contributor may el ect to have the contribution treated as if nade
pro-rata over a five-year period (e.g. $60,000 per contributor; $120,000 per
married couple (for 2006-2008). In this case, a gift tax return will need to
be filed. |RC 8529(c)(2)(B)
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EXAMPLE

John contributes $45,000 to a 8529 Plan for the coll ege education of
his daughter, Jean. This gift could be treated as nade over 5 years; and,
thereby a $9, 000 per year gift would be deemed to have been made by John to
his daughter. Since this anount is under the current annual gift tax

excl usion of $12,000, there would be no gift tax consequences to John

(G

NOTE: |If a contributor who made an excess contribution dies
during the five-year period, the portion of the contribution that
had not been allocated to the years prior to death is includible
in the contributor's estate. |RC Prop. Regs. 81.529-5(d)(2).
However, if the designated beneficiary dies, the 8529 Plan account
bal ance is not included in the contributor's gross estate. [|IRC
Prop. Regs. 81.529-5(d)(3). The contributor will nerely change

t he beneficiary designation to another “fanmly” nenber

NOTE -- EFFECT ON GSTT: In the event of a rollover of 8529 Pl an
funds, there are no transfer tax consequences if the beneficiaries
are of the sanme generation. |If the beneficiaries are of different
generations, a 5-year averaging rule may be applied to exenpt up
to $60,000 per contributor ($120,000 for a married couple) of the
transfer fromgift tax. |RC 8529(c)(5) and Prop. Regs. 81.529-

5(b) (3)(ii).

NOTE: The effective date of the gift tax provisions set forth
above was August 5, 1997. Contributions nmade prior to this date
were not treated as conpleted gifts.

Addi tional Rul es/ Comments: The IRS has rel eased proposed
regul ations regarding qualified tuition progranms (8529 Pl an).
Several rules regarding these prograns are clarified as foll ows:

(1) Separate Accounts: 8529 Plan's nmust maintain separate
accounts for each designated beneficiary to keep track of
contributions, earnings, and distributions. Prepaid plan
account bal ances can be expressed in terns of educationa
credits or units rather than fair market value (FW). |IRC
Prop. Regs. 81.529-2(f).

(2) Investnent Direction: Contributors and/or designated
beneficiaries cannot generally direct how 8529 Pl an account
bal ances are invested after contributions have been nade.
| RC 8529(b) (5). However the person establishing the account
is permitted to select anmong different investnent strategies
offered by the Plan. |IRC Prop. Regs. 81.529-2(g9).

In Notice 2001-55, the I RS announced rul es that provide sone
additional flexibility regarding 8529 Pl an investnent
strategi es. The person who established the 8529 Pl an
account may now change investment strategies (only anong
these offered by the 8529 Pl an) once per cal endar year and
upon a change in the designated beneficiary. Notice 2001-
55, IRB 2001-39 (9-24-01).

(3) Contribution Linits: 8529 Plan's nust take nmeasures to
ensure that contributions will not exceed the anount needed
to finance the designated beneficiary's qualified higher
education expenses. | RC Prop. Regs. 81.529-2(i)(2).

(4) Penal ti es on Nonqualified Payouts - 2002 TAX LAW CHANGE
For tax years beginning after 2001, a I0%early w thdrawal
penalty is inmposed for non-qualified distributions. The
application of the 10%early withdrawal penalty mirrors the
penalty application for non-qualified distributions fron
CESA (Education | RAs).
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(H

(1)

(J)

NOTE - COLLEGE FINANCIAL AID: Some states don't consider 8529
Plan participation in determning eligibility for state-sponsored
financial aid programs. However, the general rule is benefits
fromprepaid plans are considered a "resource” and will reduce a
student's financial need on a dollar-for-dollar basis.

Private Educational Institution 8529 Plans: EGIRRA of 2001
expanded the definition of “qualified turtion progranms” to include
prepaid tuition prograns established and mai ntained by private
educational institutions as long as the prepaid tuition progran
had received a ruling or determnation fromthe IRS that the
program sati sfied applicable I RC 8529 requirenents.

The change in tax law will pernit private educational institutions
to sponsor tax-free 8529 Plans that offer prepaid tuition credits
or certificates. Private educational institutions will not be

allowed to offer college savings account plans.

The earnings on distributions for “qualified higher education
expenses” from | RC 8529 prograns established by private
educational institutions will be eligible for exclusion fron
income for tax years beginning in 2004 and thereafter (e.qg.
allowed tax-free treatnent after that date). A special rule wll
apply to distributions prior to this date so that a 10%early

wi t hdrawal penalty will not apply to an otherw se “non-qualified”
di stribution of earnings. Wile the 10%early w thdrawal penalty
will not apply, the earnings portion of a pre-2004 distribution
will be included in the gross incone of the beneficiary.
Apparently, Congress believed that conformng the penalty to the
CESA (Education I RA) provisions will rmake it easier for taxpayers
to all ocate expenses between the various education tax incentives.

Trust Fund Requirement: The assets of a private institution's
8529 Plan must be held in a trust created or organized in the
United States for the exclusive benefit of designated
beneficiaries. The trust nust conply with the requisites of IRC
8408(a)(2) and (5). Under these rules, the trustee nust be a bank
or other person who denonstrates that it will adm nister the trust
in accordance with applicable requirenments. The assets of the
trust may not be conmm ngled with other property except in a conmon
trust fund or comon investnent fund.

Research/ Websites: To review the various state 8529 Pl ans, check
out the follow ng websites:

. www. savi ngf orcol | ege. comr -- A website dedicated to | RC 8529
Plans. This website contains a free 8529 Pl an eval uator
tool for conparing selected features of the various state
pl ans.

. www. col | egesavi ngs.org -- Links to each of the state plans.

Advant ages of Qualified Tuition Prograns (I RC 8529 Pl ans) Over
CESA (Education | RAS):

(1) Control: Donor may serve as owner, retain the ability to
W t hdraw unused pl an anounts (al though income recognition on
earnings and a 10% penalty will occur), change the

beneficiary designation to another fanm |y nenber. Even

t hough the donor retains these controls, the investnent is
considered a gift at inception; and, is therefore, renoved
fromthe donor’'s estate.

EXCEPTION:. Limited control over investment strategy.

(2) Contri buti on Ambunts/ AJ Phase-out: No nomnal ($2,000 CESA
(Education IRA)) contribution Itmt and no AG phase-out
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eligibility limt applicable to the donor when contributing
to a 8529 Plan. G ft tax exclusions and exenptions provide
the only Iimtations on contributions.

(3) Distribution: There is no age limtation for distribution
to a designated beneficiary. The donor can control when the
account transfers to the next generation (CESA (Education
| RAs) = age 30).

(4) Age Linmtations: 8529 Plan can be established at any age.
(CESA (Education |IRAs) can no |longer be funded after the
beneficiary attains age 18).

(5) State tax savings: Contributions to a QSTP may be eligible
for a state income tax deduction.

(6) Less FAFSA Inpact: Since ownership of the 8529 Plan is
retained by the donor, only 5.6% of the value will be
included in the expected family contribution for FAFSA
purposes. |f the designated beneficiary were treated as the
owner, 35% woul d be incl uded.

NOTE: If donor = grandparents, nothing is included for
FAFSA pur poses.

(7) Bankrupt cy Protection
(a) Beneficiary: Since beneficiary does not have the
right to receive distributions and does not have

control over the account, account woul d not be
i ncluded as an asset of the designated beneficiary.

(b) Donor: Since donor retains controls over investnent
decisions/distribution of assets, creditors should be
able to get to Plan assets absent a state statute
granting special creditor protection for 8529 Pl an
accounts. (NOTE: New York and Al aska have adopted).

POSSI BLE SOLUTI ON: Consi der changing party
responsi ble for Plan prior to the tinme that transfer
woul d be treated as a preference in bankruptcy.

KRRk S S S R R S O S O R O R R R Ik S b Sk b S R Rk O

VII. Education (Student) Loan Interest -- |RC 8221.

(A

Maxi mum Year|ly Deduction: Under | RC 8221, individuals are allowed
to deduct interest paid on any qualified education |oan, subject
to the following limts:

Year Max. Deducti bl e
I nt er est
1998 $1, 000
1999 $1, 500
2000 $2, 000
2001 and after $2, 500

NOTE: The deduction for interest on qualified educational |oans
W be taken as a deduction for AG (above-the-line).

22


http://www.iowabar.org/taxes.nsf/44439fa0a1595092862575450053d553!OpenView

Tableof Content

(B)

NOTE. An individual is not entitled to the deduction if the
taxpayer nay be clainmed as a dependent by anot her taxpayer for the
tax year beginning in the cal endar year in which the individual’s
tax year begins. For married taxpayers, the deduction is allowed
only if the taxpayer and the spouse file a joint return for the
year. There is no deduction for individuals who file on a narried
filing separately basis. |RC 8§221(f)(2).

NOTE. Student loan interest is only deductible by a taxpayer who
is Tegally obligated to nmake interest paynents pursuant to the
terms of the Toan. In the case of paynents made by a third party
who is not legally obligated to nake the paynent, the taxpayer is
treated as receiving the paynment fromthe third party and, in
turn, nmaking the paynent. |RC Regs. 81.221-1(b)(4)(i).

Qualified Educati on Loan. The 1998 I RS Restructuring and Reforrm
Act defined "qualified education | oan" as indebtedness incurred by
a taxpayer solely to pay qualified education expenses of the

t axpayer, spouse, or a dependent of the taxpayer at the tine the
debt was incurred. Therefore, the interest on a revolving |line of
credit will not qualify if a taxpayer does not agree to use the
l[ine of credit solely for education expenses.

Qualified educati on expenses nmust be paid within a “reasonabl e”
time before or after the education | oan indebtedness was incurred
(generally 90 days before or after the academ c term begins or
ends). Also the individual nust have been enrolled in a degree or
certificate programwith at least half of a full-tine work | oad at
an eligible education institution

NOTE: A qualified education |oan also includes debt to refinance
a qualified education loan as |long as the proceeds are used solely
for that purpose.

NOTE: Any debt owed to a related party as defined in | RC §267(b)
and §707(b)(1) is not a qualified education |oan

EXAMPLE

The interest paid to grandparents for an education loan is not
deduci bl e because the grandparents' |oan does not neet the definition of a
qual i fied education | oan

(O

(D)

Qualified Hi gher Education Expenses. Includes the cost of

turtion, fees, roomand board, and rel ated expenses, such as
books, supplies and transportation to attend an eligible education
institution. Qualified expenses are reduced by the foll ow ng:

(1) Distributions from CESA (Education | RAs) or 8529 Plans which
are excluded from gross i ncone;

(2) Qualified schol arshi ps excl udable from gross i ncone under
I RC 8117;

(3) Exclusions for interest earned on U S. Series EE and | bonds
under | RC §135; and

(4) Amount s deducted as busi ness expenses (e.g. enployer-
provi ded educati on assi stance).

El i gible Education Institution. Includes post-secondary
educational 1 nstitutions and vocational schools, as well as,
hospital s and health care facilities offering post-graduate
trai ni ng.
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(B)

(F)

(G

Phase- out of

Deducti on.

deducted w |

The anpunt of

interest that may be

be phased-out on a prorata basis as foll ows:

MODI FT ED AG MODI FT ED AG MODI FT ED AG
FI LI NG PHASE- OUT RANGE PHASE- OUT RANGE PHASE- OUT RANGE
STATUS (2007) (2008) (2009)
MFJ $110, 000 - $140,000 | $115, 000 - $145,000 | $120, 000 - $150, 000
Si ngl e/ HOH $55,000 - $ 70,000 | $ 55,000 - $ 70,000 | $ 60,000 - $ 75,000
MFS Not al I owed Not al I owed Not al I owed

The term"nodified AG" (as defined in the statute) generally
includes AG determned without regard to the foreign earned

i ncome excl usion, the domestic production activities deduction
and the tuition and fees deduction. [|RC 8221(b)(2)(CO

NOTE: The AG phase-out anmounts will be indexed for inflation in
multiples of $5,000 after the year 2002

LOAN ORI G NATI ON FEES/ CAPI TALI ZED | NTEREST. Loan origination fees
and Interest that 1s accrued and added to the principal of a |loan
(capitalized) are treated as interest when paid. |RC Regs.
81.221-1(h)(2). For purposes of this rule, paynents on student

| oans are allocated as foll ows:

(1) First, to newy accrued interest that is due on the date of
t he payment;
(2) Second, to loan origination fees/capitalized interest unti

such anmobunts are reduced to zero; and

(3) Third, to principal

Thus, a portion of the initial principal paid on a student |oan
for which loan origination fees and/or accrued but unpaid interest
were added to principal, would be deductible as student |oan
interest. Pursuant to the above ordering rules, 100% of the
initial principal paynents on the student | oan woul d be deductible
(subject to yearly deduction limts) until the full anmount of the
l oan origination fees and/or capitalized interest has been
accounted for.

Form 1098-E: Busi nesses receiving $600 or nore of interest fronm
an individual on one or nore qualified education |oans wll need

to file Form 1098-E, Student Loan Interest Statenent, under nor nal

reporting requiremnments.

NOTE: The IRS has wai ved payee penalties under |IRC 86721 and
86722 for failure to report on Form 1098-E, cal endar year
qual i fied education | oan paynents attributable to |oan origination
fees and capitalized interest. Penalties were waived begi nning
with 2004 filings if the payee:

(1) Filed and furnished in a timely manner a Form 1098-E (or
ot her appropriate information statenment) that included the
amount of interest (except for any loan origination fees or
capitalized interest) received; and

(2) Furni shed a statement to the borrower indicating that the
amount of interest reported on Form 1098-E did not include
paynments attributable to either | oan origination fees or
capitalized interest received on qualified education |oans
and that the borrower may be able to deduct anounts in
addition to the anpunt reported.
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VI,

Borrowers can use any reasonable nmethod to allocate |oan
origination fees over the termof the |oan for purposes of
conputing deductible interest. Notice 2004-63, 2004-41 |RB
(Cct. 12, 2004).

NOTE: The payee who is required under |RC 86050S to report

i nterest on education |loans on Form 1098-E, is not required to
verify the payor’s actual use of funds. The payee nay rely on the
payor’s certification that the | oan proceeds wll be used solely
for qualified higher education expenses when the loan is
initiated.

KRk S R R I O S O O S R IR I O bk b S b b O R R

Cancel |l ation of Certain Student Loans -- | RC 8108(f): As clarified by
the 1998 I RS Restructuring and Reform Act, If a tax-exenpt organization
refi nances an existing student |oan on behalf of a student, the student
must be required to fulfill a public service work requirenent to be
eligible to exclude the debt forgiveness frominconme. |RC 8108(f)(2).
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FIGURE 6.13 (COSTS ELIGIBLE FOR EDUCATION BENEFITS

Higher u.s. Student
Lifetime Coverdell Education Savings Loan
Hope Learning ESA §529 Plans Deduction Bonds Interest
Tuition & fees required for
enrollment Yes Yes Yes Yes Yes Yes Yes
Books, supplies & equipment—only
if fees must be paid to an eligible
educational institution for
enroliment of student Yes Yes Yes Yes Yes Yes Yes
Room & board—must be at least
half-time student at eligible
institution No No Yes Yes No No Yes
Additional expenses for special-
needs student No No Yes Yes No No No
Postsecondary Yes Yes Yes Yes Yes Yes Yes, with
special
rules
Elementary/secondary No No Yes No No No No
Non-degree courses No Yes No No No No No
FIGURE 6.14 COORDINATION OF EDUCATION COSTS/CREDITS
Can both provisions be used in the same year?
Higher
Lifetime Education
Hope Learning Coverdell ESA §529 Plans Beduction
Hope X No {for same Yes Yes No
individual) Yes
(for another
qualifying
individual)
Lifetime No (for same X Yes Yes No
Learning individual) Yes
(for another
qualifying
individual)
Coverdell ESA Yes Yes X Yes (for Yes
contributions
and
distributions)
§529 Plans Yes Yes Yes (for X Yes
contributions
and
distributions)
Higher
Education
Deduction No No Yes Yes X

26


http://www.iowabar.org/taxes.nsf/44439fa0a1595092862575450053d553!OpenView

o]

o

I3
=
3
o
<
M
T

swio4aulT-uQ

Jo saouas ayy ‘pasmbau s1 90upISISSD Jadxa Yons J] "a0114as 10 21apD [ouoissajo.d buriapua. u pabobua jou s1 4aysyqnd ay] "pataaod 1330w 33lgns ay3 uo uoYDPULIfUI DM aprnoid 03 paubisap S1 uoyDIY

‘ybnos aq pmoys (puorssafo.d juajaduiod v

qnd

S, bCLHECE (008) 100 UOIDULO/R UORALOSANS 0y “ISUSTY] JOPUN UII2Y PISTL SSUDWISPDA pasasibal 240 @FLIOSIpY X0, TOUCHIDN Pub ‘@OWR UOIOY X0, ‘@OUfaud X0], Spmup-om ‘@Sugajmg Uogoy
X0, SIUOGHIDI] “@SUBIIING UOHOY XD, SIUOHIDI] UaP2ISMau apopdn xvy Apgruows 301 $Ddd wodf uoisstusad ypm papuuday] paauasay sy Ny “Aunduo) burysygnd siauoggonid $00¢ 0 3ybuhdoD

"|Jooyas uls1 Aripuag ayl sieak ayi Jo Aue Bulinp Ajiwe) s, Ak i01euUsd syl pue (Juspnis) Aripusag unodde Aq pasn
*ApNIS JO 854N0J S,)USPNIS 3U) J0} PO [3JoM L 3-[N} [eLLIOU 8U }jey 1Ses| Te Sa11ed Juapnis au) 41 Ajuo sasuadxe Uo11eanpa se Ajlenb pieoq pue Wwooy
uonN1IISUI 8y} Te 9oUepUBIIe IO JUBLU||0JUS JO UOIIPUOD B SB LOAN}ISUI [euoileanpa a|qibie ayl o1 pred aq snwl Asu) 41 Ajuo sasuadxe uoieonpa se Ajlenb syoog
"Junowe ploysaJy} seddn spasoxe |9y PaILIPOLL 41 U0 1IONPSpP ON LNowe
POUSBIL Bd0N PEB0XB 10USS0P (DY PRIIPOLL 41 PBMO| B (000'Z%) UOONDBP [EONpsy JUNOLLE PIOUSB.L BVO| PBS0XS JOUS0D 1DV PBLIPOW 1 pevo|e (000'4) tononpsp [ind sbuel no-eseyd oN

o]
o]

q

e

$S9IO0N]
yigT [udy suew/edaid
BUIIPssp UoINg LILI0D UoNINUO L0 UDY uondwoexs
- ENWA BAl} BN Aouepuadap|uo ndwiexa Aouspuadap
Yif peaids o1a(e|ere ay1 Bule ay1 Puiwe
AR 1BUBY SWES ™ 1o 50 soBIU SWOOU1 8]qepN 0% om_em#wmg ® o.;_u_ ogo%#m.& mm
0}dIOPE VSIUD|  ypssidee jo 116 Se Yam pred sesuad>e se Juspuadep }1 Uana| Buo|se JUBpLBOEP J1 UB/D
018INqLUcO 0} e300\ poreay suonnquiLion|  0}UOIONEEP WEP 10ULED PO WEP UED LBPNIS| JIPB.0 WP UED LBpNKS|
mmﬁ_w___ﬁmwwo_m SPUN} WERPS) Ued pue ssLeche Sesed 01 peinq Uy syesed o) peINg LI
JoUoniodolRe) uoneubEsp AepipUeq oo vomeonge payyiienbl  Juspnis Ag paumo swepuBcbp Aqsiewed| — siepusdsp Agsiewded
0 firewed o Jono |0u0d LEOUSCEPE | UORINED fed 0} 2108 agjouUROSpUOG|  LBPNIS Gl PEINGUIE|  )USPNIS 0] PRINQ LIYE
Heusd %0T] suepl BUMO JUNCCDY/ WP JOUURD WBPNIS|  peunoulaq BN Ueo-] swewed Aued-piyL| suewiAed Aved paiy ]
suonnqUISIp spuog
po1jifenbuol  WBPNISAULES 0) edsal LM JepuRdep | S91/SS JO686T| ILBPNBALLES JOJ pBLUEP|  LUBPNISALLES JOj pBEP
0c e psuonNquBI Jouoniodaexe)| PEWEP 1pB.0 UoTEONES oA e J1 uononpap, B parssispuog| S111palD diyske|oyos S111pauD BuluteaT| ssjrupuesLonpUoo
Aoepue N uo Ajjeuad 9407 Y! PEMOJE JOU UOIONPEd|  Wiep J0UURD LBPNKS| 01 AJuo s1ddy/| adoH j1we JouueD| WY HWEPIOURD|  pa1efes BYI0
painBIsouepLeIR
ON ON ON SA ON ON SOA Wi Jey Leylao N
paiinbai
ON ON ON SSA ON ON SOA ueBodaaieg
ZT-A
sopelf ose orpnpelb aenpelb aenpelb aenpelb aenpelb aenpelBipun uoedINpa
pue arenpebiepun pueapnefepun|  9enpeb puesenpeBBpun pueapnpefBpuUN pueapnpeBepuN pueapnpeBepuN JoSEaA oM BIH Buk)ipnd
InoLuco A
fomquuod1d UOTELIOCSLEA |
,PIe0q % Wooy ,P1e0q 7 wooy pieoq 79 Wooy UOINgLILICO /S
s)ooqg s)ooq Sloog syo0g uonnquLIco 410 Soog (5009 S99} sosuadxe
59} p Uoning 599} ORI 50 7 lonin| 5] R uonIN S994 7 UONRINL 5%} B Uonny ®uoninl | uoneanpe peyend
. 002'T$ U 9%0S
000°¢$ P99dX® d1O4q sssuedxe)  (sasueke palienb noore WE o\oomd
Jouued AepIpUBC epeULLEEp ARDIBUS] ) ) ) BuiAj1renbl j0000'0T$01dN J09407) WepNIs/008"
10} SUOTINGUILICO 10 1 jed SuoANGLIUCO 1oL 000'2/000'$ 005°Z$) jounowy| ~  winp. sed 00074 pNIS/008'T$ Hwl| enuuy
sbunes| sbuines uonoNpap uonoNpap paxe)
uoneonpesall-Xe ] | abe|jo0l)-xe ] uonin}aull-ayl-eA0gy| seIUIauUIBYIeAOdY|  10USWIoUI BB | 11pa.10 Xe | 11paJo Xe L Jj|ueq Xe L
0000TT 00056 V/N 0 _ 0 0 0 0 SEECSS [BUE\
0000TT 000'%6 «\ H 200008 /000'59 000'0L /000'SS 00T'Z8 /00T'.9 000'8G /000'8Y 00085 /000'8Y TGwamemm
00010cZ/000 06TS / =000'09T/000 0ETS 000'SYT/000'STT 0S9'0ET/0S9'00T | 000'9TT/000'96 000'9TT/000'06 | o i r Pl
:abue. 1no-aseyd
19V PRIIPOIN
O3] 6¢S (444 1¢ ael Ya¢ V'S¢ 58S DI
(VSH) 1unosoy (4LD) WessoJ uononpa( 1S9193U] UOISNIXH 3S9I23U] HpaID) npar) ANqURY
s3uraeg uoneonpyg uonmf, pagiens) uonmy, paygiens) UeoT] noneonpy puog HH somg SuTUTEY T SWNAYI | drysyejoyog adofy
J03 uopoNpa(

JUSIUOD JOd|qeL

(8002) seAnua2u| Xe | aimipuadx3 uoireanp3 Jo uosiedwo)d

27


http://www.iowabar.org/taxes.nsf/44439fa0a1595092862575450053d553!OpenView

COLLEGE FI NANCI AL Al D

(1) General: Colleges determine a student's need for financial aid under
the follow ng fornula
Cost of Attendance (CQOA) $
LESS: Expected Family Contribution (EFC) ( )
Fi nanci al Need $

(2) Cost of Attendance (CQA):

(a) The COA is unique to each institution, and reflects its total
annual costs for tuition, fees, roomand board, books, supplies,
transportation, and personal expenses.

(b) Al of these itens are eligible for financial aid, but not al
education institutions will factor transportation and persona
expenses into their COA anount.

(c) NOTE: When conparing financial aid offers from conpeting
col I eges, the content of the COA should be scrutinized. Each
institution may not be starting with a conparable COA figure
because of inclusion or om ssion of transportation and persona
expenses.

(3) Expected Family Contribution (EFC)

(a) The EFC is unique to each student, and represents the amount the
student and fam |y are expected to contribute towards annual post-
secondary education costs.

(b) The armount is cal cul ated under a federal formula, based on data
submitted to the U S. Departnment of Education on the Free
Application for Federal Student Aid (FAFSA) forns.

(c) The EFC is divided by the nunmber of family nenbers enrolled in
hi gher education (i.e. enrolled for at least 6 credit hours in one
termand working toward a degree or certificate at an accredited
post -secondary institution).

(d) For a student’s financial aid to be determ ned i ndependent of his
or her parents, the student nust neet one of the follow ng
criteria:

(1) Attai ned age 24 by December 31! of the school year
(2) Veteran of U S. armed forces active duty;
(3) Marri ed;

(4) Graduat e/ pr of essi onal program student (post-bachel or
degree); or

(5) Bot h parents deceased, or student is a ward of the Court.
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EXPECTED FAM LY CONTRI BUTI ON
(Federal Methodol ogy Fornul a)

CONTRI B.
PARENT/ CHI LD EXEMPTI ON | TENS RATE
Parent's AG plus - I ncome Protection 22-
Unt axed | ncorme & (Living) Allowance X 47% = Parents' Contribution
Benefits Fed. | ncone Taxes from | ncone
Soc. Sec. Taxes
State Tax Al l owance
(1A = 4%
Enpl oyment Expense
Al | owance
Parents' Assets - Asset Protection 2. 6- Parents' Contribution
Al | owance X 5.6% = from Assets
Student's AQ plus Federal |ncome Taxes
Unt axed | ncone & - St at e Taxes X 50% = Student's Contribution
Benefits Soci al Security Tax from | ncone

I ncomre Protection
Al | owance ($3, 000)

Student's Assets - Not hi ng x 35% = Student's Contribution
from Assets

= Expected Famly
Contri bution (EFC)

NOTES: All EFC al |l owances (dollar anpbunts and ranges) were taken from updated
tables prepared by the Departnment of Education for the 2008-09 coll ege award
year. The tables can be accessed online at:

http://ww. ifap.ed. gov/ | FAPWebApp/ current EFCI nf or mati onPag. j sp
| ncome Protection (Living) Alowance: GCenerally, ranges from $12, 750 -

$32, 650, dependi ng upon nunber of total household nenbers and nunber of
students in college (i.e. 4 household nenbers with 1 student = $23, 660).

The current year income protection allowances for parents of dependent
students and i ndependent students with dependents other than a spouse are:

Nunmber 1 n Coll ege

Fam ly Size 1 2 3 4 5
$15, 380 $12, 750
$19, 150 $16, 540 $13, 900
$23, 660 $21, 020 $18, 410 $15, 770
$27, 910 $25, 280 $22, 660 $20, 030 $17, 410
$32, 650 $30, 010 $27, 400 $24,770 $22, 150

O O A W[ N

For each additional fanmly menber add $3, 680.
For each additional college student subtract $2, 620.

Enpl oynent Expense Al | owance: The enpl oynent expense all owance for parents of
dependent students, narried i ndependent students w thout dependents other than
a spouse, and independent students with dependents other than a spouse is the
| esser of $3,300 or 35% of earned income of the individual or |ower earning
spouse.

Factor for Parent's Contribution Fromlncone: 47%rate applies if AQ mnus
exclusions is above $27,801. Rate begins at 22% and increases to 47% for
amount s between $3, 410 and $27, 801
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Pernmitted Exclusions fromParent's Assets: Qualified retirement plan
accounts, annuities, CSV of life Insurance, household itens, personal autos,
the principal residence and a fam |y-operated farm Also, a fornula | owers
the value of a business or an investnent farmby up to 40% - 60%if assets
val ues do not exceed $550, 000.

[T the net worth of the Then the adjusted net worth is
busi ness/farmis:
Less than $1 $0
$1 to $110, 000 $ 0 + 40% of net worth (NW
$110, 001 to $330, 000 $ 44,000 + 50% of NWover $110, 000
$330, 001 to $550, 000 $154,000 + 60% of NwWover $330, 000
$550, 001 or nore $286, 000 + 100% of NW over $550, 000

Asset Protection Al lowance: Based on age of ol der parent as of each Decenber
31°". Examples: Age 45 = $43,400 (approx.); age 55 is $56, 300 (approx.).
The all owance is smaller for a single parent.

PARENT(S) — FOR FAFSA PURPOSES: The FAFSA instructions include the foll ow ng
as part of Section 5 on Parent Finances:

“

—If your parent is wi dowed or single, answer the questions about that
parent. If your wi dowed parent is renmarried as of today, answer the questions
about that parent and the person to whom your parent is married (your

st epparent).

“—f your parents are divorced or separated, answer the questions about the
parent you lived with nore during the past 12 nonths. If you did not live with
one parent nore than the other, give answers about the parent who provided
nore financial support during the past 12 nonths, or during the nost recent
year that you actually received support froma parent. If this parent is
remarried as of today, answer the questions about that parent and the person
to whom your parent is married (your stepparent).”

NOTE: For FAFSA purposes, a separation need not be a | egal separation. The
student’ s parents may consider thensel ves separated when one of the parents
has |l eft the household for an indefinite period of time and no | onger nmakes a
substantial contribution to the finances of the household. If the student did
not live with one parent nore than with the other (e.g. joint custody or in
the case of a nmarried couple who divorced or separated i medi ately before the
financial aid application was signed), the inconme and asset information of the
parent who provided the mgjority of financial support during the |ast twelve
nmont hs, or during the nost recent cal endar year that the student was actually
supported by a parent, is listed. This may not be the parent who clained the
student on his tax return or the one who was awarded custody by a court order.

NOTE: Support includes money, gifts, |oans, housing, food, clothes, car
medi cal and dental care, paynent of college costs, etc.”

(4) Fi nanci al Need:

(a) Each educational institution deternines a student's financial need
by starting with the institution's cost of attendance (CQA), and
subtracting the student's expected fam |y contribution (EFC)

(b) The institution will attenpt to neet the financial need, if any,
with a conbination of financial aid el enents.

(1) Gft vs Self-help Aid: Financial aid nmay be gift aid
(schol arships and grants), and self-help aid (work-study
arrangenents and/ or student | oans).

(2) NOTE: In conparing financial aid offers from conpeting
educational institutions, a careful conparison should be
made of the breakdown between gift aid and self-help
amounts. Mire expensive private institutions are likely to
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of fer nmore gift aid, reducing the true cost of attendance,
whereas public institutions nmay offer nore | oans and work-
study arrangenments. The fam |y should conpare the net cost
after considering only gift aid to determ ne the true out-
of - pocket cost of attendance.

(c) A Financial need calculator is available at the follow ng site:
www. finaid.org/cal cul ators/scripts/estinate. cgi.

RESOURCE GQUIDE: For a further resource on the college financial aid system
see Practitioners Publishing Conmpany's Guide to College Financial Aid, a part
of the Beibl-Ranweiler Portfolio Series (Portfolio No. 13). This particular
portfolio, containing eight chapters covering the college financial aid
system can be acquired with supplenental software that allows advance

calcul ation of the famly's EFC under the federal financial aid fornula. For
nore i nformation concerning this portfolio, call 1-800-323-8724. The GQuide to
Coll ege Financial Aid is authored by R ck Darvis, CPA and Ronald Them CEP.
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