51 North 1000 West, Suite 5
Hurricane, UT 84737

Accutek Solutions Tel: (435) 635-3684

Fax: (435) 635-5454
Doug Beecher, C.P.A. E-mail: dougbeecher@yahoo.com

Website: www.accuteksolutions.com

August 2004 - Maximizing Education Credits and Deductions

Atthistimeof year when thoughtsreturnto school, it isagood timeto review thevariouseducation creditsand
deductionsavailableto reduceyour taxes. Many of these have changed sincel wroteabout thislast inApril 2000. Which
of these programsare best for you depends on anumber of factors, most notably incomeandtiming. | will summarize
them here, but sincethe rulesare complex and often conflicting, | would urgeyouto get additiona informeation so that
you can maximizeyour benefits.

Higher Education Tax Credits

Two different education tax creditsare availablefor you, your spouse, or someoneyou claim asyour dependent. These
aretheHopecredit and the Lifetime L earning Credit.
TheHopecredit isavailablefor sudentsin thefirst two years of ahigher education program leading to adegree,

certificate, or other recognized educationa credentia. For at least onequarter or semester beginningin the calendar year,
the student must take at | east ahalf-time courseload as defined by the educational ingtitution. 1f astudent beginsa
programinthefal of tax year 1, continuesthrough tax year 2, and completesthefirst two yearsof theprograminthe
spring or summer of tax year 3, you can claim any two but not al three of thesetax yearsfor theHope credit. Keegpthisin
mind when deciding whether to claim the Hope credit for afirst tax year that includesonly one semester or quarter of
study.

It can aso beimportant to note that the Hope credit isonly available aslong asthe educational institution recognizesthe
student asbeing within thefirst two yearsof hisor her courseof study. IRSRegulations Section 1.25A-3(d)(2)(iii) states
that “ credit given onthe basi sof the student’sperformance on proficiency examinationsisto bedisregarded” Sincethe
educational ingtitutionissuesaForm 1098-T that notifiesthe IRS of the tudent’ squdification for thecredit, | suggest
watching theformissued by theschool closely in the case of astudent who hasnot been at school for two years, but has
morethan two yearsof credit because of examination credit. If appropriate, you can contact the school and ask themto

amend theform so that your student will continueto qualify for the Hope credit.



Themaximum Hopecreditis$1,500 per qualifying student, which you receiveif you paid $2,000 or moreof tuition and

related expensesrequired by the school asacondition of enrollment. You receiveadollar-for-dollar credit for thefirst
$1,000 of qualifying expenses, and a50% credit for the second $1,000. If you pay for morethan one quaifying student
that isyour dependent, you can claim the Hope credit for each of them.

TheL ifetimel earning Credit isavailablefor more students, but inmost casesisless generousthan the Hope credit.

Thereisno degree, certificate, or work load requirement, anditisavailablefor upper divisonand graduatelevel
education. Themaximum credit is$2,000 per tax return, and is 20% of thefirst $10,000 for tuition and rel ated expenses
for al eigiblestudentson atax return. If you pay for morethan one student, including you, your spouse, and your
dependents, the qualifying education expensesareadded for al of them and the 20% credit iscal culated on thetotal .
Both education creditsare claimedin the year tuition payment ismade. Thiscan beauseful tax planning tool, especialy

involving the semester or quarter beginningin January. You often can chooseto pay for that period at theend of
December or the beginning of January, so get helpif you need it to cal culate the credit both waysto seewhichisbetter for
you. Itisasouseful tonotethat if thetuition payment ismadewith borrowed money, thecredit isclamedintheyear the
loan proceeds are used to pay thetuition, not theyear theloanisrepaid.

Likeamost al tax credits, thereare additional qualifying conditions. You cannot claim bothaHopeand aL ifetime
Learning Credit for the same student inthesameyear. If youaremarried, you must fileajoint return with your spouseto
claim either of theeducation credits. Therearedsoincomelimitations. Phaseout of the creditsbegin at $42,000
($85,000if filing ajoint return) of modified adjusted grossincome (MAGI) and the creditsarenot availableat al above
$52,000 MAGI ($105,000if filingjointly) for education expensespaidin 2004.

Education Tax Deductionsand Exclusions

Threetax deduction/exclusion possibilitiesareavailable. Thesearethe student loan interest deduction, thededuction for
job-related education expenses, and theexclusion of U.S. SavingsBondinterest income used to pay education expenses.
Thisisfollowed by adescription of Coverdel Education SavingsAccounts. You usudly haveto choose between claiming
adeduction or oneof thecreditsdiscussed earlier inthisarticle, soitisimportant to cal cul ate the benefit of both and see
whichisbest for you. Insomecases, you can claim moreexpensesus ng adeduction than you canwith acredit, and
sometimesthe combination of stateand federal tax rates can makethe benefit of the deduction larger than acredit, eveniif
thealowed expensesareidentical. Inother cases, thecredit givesthelarger benefit. Thiscanvary fromoneyear tothe
next, so besureto dothe calculation each year.

TheSudent L oan Interest Deduction. Upto $2,500 of student loaninterest can be deducted from grossincome,

based onthefollowing quaifying restrictions:

v You cannot claim thedeductioninthecurrent year if you are claimed asadependent by another person or if you are
married and fileaseparatetax return.

v" Thedeductionisphased out beginning at $50,000 modified adjusted grossincome (MAGI) ($100,000if filing ajoint
return). Itisnot availableat al above $65,000 MAGI ($130,000if filing ajoint return).



v Interest on student loansfromrelativesisnot eigiblefor the deduction.

v"Youmust usetheloan proceedsonly to pay qualified education expensesfor yoursalf, your spouse, or your dependents
claimed onyour tax return.

v" If theloanisbased on homeequity, you can clamtheinterest asamortgageinterest deduction or astudent loan interest
deduction, but not both.

Job-related continuing education expenses can be claimed asan itemized deduction subject to theserules:

v Theeducation must improveyour skillsat your current employment, and cannot qualify you for another lineof work.
For example, abusinesslaw coursemay improveyour skillsat your job, and would thusqualify. However, thesame
courseaspart of aprogramto receive alaw degreewould not bedeductibleif it quaified you for anew career asan
attorney, evenif you havenointention to change careers.

v You cannot claim both an education tax credit and adeduction for the sameexpense.

v Asajob-related expense, you can deduct car mileageor other travel to get to and from the classes, aswell asmedls
andlodgingif you must travel away from homeovernight to attend. Thisisinaddition totuition, books, and other
associated feesand supplies. Sincethisruleismoregenerousthan what isallowed for the education credits, it may
have animpact onyour choiceof credit or deduction.

v You add these expensesto other job-rel ated expenses and miscel laneousitemi zed deductions, and then subtract 296 of
adjusted grossincome. Thedifferenceisyour usablededuction.

| suggest asking your employer to reimburseyou upon the successful completion of thesejob-related courses, rather than

paying them yoursalf and claiming thisdeduction. Bothyou and your employer would be better off, since your employer

can clam thefull deduction without the 2% of incomelimitation. Inaddition, payroll taxessuch associa security,
medicare, and unemployment (not to mention workers compensation) are due onthewagesyou useto pay for job related
education expenses. |f your employer reimbursesyou instead, thisreimbursement isnot considered wagesand so arenot
subject to these payroll taxes.

Exclusion of U.S. Savings Bond Interest Used To Pay Education Codts. If your modified adjusted grossincomeis

below $59,850 ($89,750if married filing ajoint return) you can excludedl U.S. SavingsBond interest used to pay educetion

costs from your tax return. Above these income levels, the exclusion is gradually phased out until at $74,850 it is not
availableat dl ($119,750if married filingajoint return). Onceagain, if youaremarried you cannot fileaseparatetax return
from your spouseand usethisprovision.

Coverdell Education SavingsAccounts. These accountsare trusts created for the sole purpose of paying the qualified

education expenses of aspecificindividual beneficiary. No deductionisallowed for contributionsto these accounts. No
contributionsto theaccount can be made after thebeneficiary reachesage 18 (except for anindividua who requiresadditiona
time to complete his or her education because of aphysical, mental, emotiona, or learning disability condition. Total

contributionsto the account arelimited to $2,000 per year.



Earningson theaccountsaretax free, asare withdrawal sused to pay qualified education expenses. Caremust betaken not

to takewithdrawa sfor any other purpose, sincethey are subject to ordinary incometax plusan additional 10 percent tax!

Generally, any balance remaining intheaccount must be distributed within 30 days after the beneficiary’ s30" birthday, or
after deathif that occursfirdt. If thisbecomesaconcern, agood optionisto nameanew beneficiary beforethis 30" birthday.
If acontributor hasincome above $95,000 ($190,000 if married filing ajoint return) then the amount that can be
contributed to aCoverdd | account isgradually reduced until itiseliminated at anincome of $110,000 ($220,000if
marriedfilingajoint return). Itisuseful to notethat corporationsand other entities, including tax-exempt organizations,

aredlowed to make contributionswithout any incomelimitations.
| mportant Note!

Theinformationin thisarticleisintended toinform you of some of thefinancial opportunitiesprovided in thetax
lawsor esewhere. Itisnot intended to giveyou specificadvicefor your per sonal situation. |f you need such advice,
pleasecontact aqualified professional! Pleasecall or e-mail me (doug@accuteksol utions.com) for aninitial consultation
todiscussyour persond situation and how thetax lawsmight benefit you. Your first 30-minutevistisfreetolet you sample
what we can do for you at no cost or obligation. We asoinviteyou to submit questionsyou' d liketo haveanswered ina
futurearticle!
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