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Busingss & TAX PLANNING IDEAS for OUR CLIENTS and FRIENDS

How the Nontraditional
Back-to-School Crowd Pays
for Its Education

Did you know that wpwards of 43% of col-
lege students are deemed “nontraditional"?
Lespsely interpreted, "nontraditional” refers
to those students who are not 18 to 22, who

work ar have worked, who may be far along

in their careers, or who may have served In
the milltary and then attended school.

If you've decided to go back to schiool
to fimish your college degree, earn a second
of third one, or pursue graduate or profes-
stonal level edoucation, then it's high time
vou brush up on vour fax savings knowl-
edge as it relates o higher education.
Careful planning with our office can yield
considerable savings on the eved-inflating
cost of higher education,

The Hope Tax Credit
The Hope Tax Credlt is & credit against your
federal income tax liability, You may claim a
tax credit up to §1,500 for only two tax vears,
and it only applies to the first two years of
postsecondary education,

The Hope Tax Credit i3 available only to

singghe taxpayers with modified adjusted gross |

Imcorme {R4AGT of less than $52,000 or married
tiuxpayers, filing jointly, with MAGH less than
$105 0060, The maximum coredit amount of

51,500 is grodually reduced for incomes |

between 542,000 and $52,000 if single, or
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LRS,000 and £105,000 1f marred. The credit is
not avidlable to marmied taxpavers who file
separately. To obtain this benefit, you must be
enrolled at least half-time in an eligible pro-
gram leading to a degree or cedificate during
the calendar year,

Our office will calculate the actual

amount of the Hope Credit avallable based |

on your household income, your number of |

¢ dependents, the amount of qualified tuition

and fees pald, and the amount of cerfain
scholarships and  allowances subtracted
from tultion.

. The Lifetime Learning Tax Credit
i Closely analogous to the Hope Credit, the

Litetime Learning Tax Credit provides a

- credit agalnst your federal income tax lia-

hility. Key differences between the two

available and
the credit.
The Lifetime Learning Tax Credit pro-
vides for a credit of 200 of the first
10,000 of qualified educational expenses,
resulting in o maximum credit of 52,000
for each wear vou are pursuing postsecs
ondary education or taking courses to
acquire or improve your job skills. There is

claim this credit.
Dhar office will perform a detailed analy-
sis to determine the exact amount of this

Ccredit for which vou are eligihle.

cortinied om page 2

. include the number of years this credit is
the maximum amount of |

i o limit on the number of Years vou can |
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| The deduction for qualified higher

education expenses
For 2005, vou can fake an "above-the-
line”™ deduction of up to $4000 for

| tultion and fees for higher education,
| provided that the tuition you earmark
| for this deduction Is not comprised of

the same fuition dollars you designate
o gualify for ether of the Hrst two

credits mentioned above (Hope and |

Lifetime Learningl—in other words,

vou may not claim this deduction plus
either of the other two for the same |

| student,

You can take this deduction even if

| wou do not itemize your deductions on

your inoomee fax returm, bt if Yoo ane

married, you must flle jointly to claim

this deduction.
This deduction s only available if
your income does not exoedsd Certain

| cellings. To qualify for the full deduc-

tion, yvour income may not excesd
565,000 (if you are single) or $ 130,000
(if you are married filing jointhy), The
rules allow for lesser deductlons at

higher rates of income: Single taxpay-

ers with Incomes between 65,000 and

SB0000, as well as marrisd taxpayers
filling jointly with Incomes between |
SFL30,000 and $160.000, may claim up

by i 52,000 deduction,

Interest deductions

Shident Ioan frferest deduction: Federal
ald s not age-restrictive, 0 you can
glways opt to apply for educational
loans. The maximum deduction 15
52,500, and vou dom't need to itemize
to claim this deduction.

To gualify, you must meet teo |

rEquirements:

First, the student loanm on which |

Vou'ne paving interest must be one that

vou incurred to pay college expenses
whien vou were at least a half-time stu-

dent. This requirement excludes pan-
tirme adhill learrers or ofher nontradi-
tional students.

Sepond, you must meet ncome
limits. To take the full student loan
interest deduction, single filers must
have a modified adjusted gross in-
come (MAGH below $50,000 (below
5100,000 for marmied persons filing
jointly), A partial deduction is avail-
able for single filers with an MAGI
between $50,000 and $65000 (e
tween 5 100,000 and § 130,000 for mar-
tled filing jointly). These income limits
are adjusted anmually for inflation.

Farly each year, a lender must
send Form 1098-E 0 any bormowers
who paid that lender over 5600 of
Interest on o qualified student loan
the previous year. The form provides

details on the amount of interesq you
paid—contact vour lender In the
event the form is not sent to yodl.
Home equity lines of owdit Some
returning students prefer 1o take advan-
tage of the ow interest mtes typicalby
associated with home equity lines of
credit. If you choose this route o pay
yous tultion, vou can deduct the home
erpuity loan interest. This is a particulardy
aftractive optiom for nontraditional stu-
dents with high incomes, as there ane
fewer income limits to wory about
when claiming this deduction, like with
deductions for student loan interest,
Certain  limitations associated  with

| home equity lines of credit exist, even

when used for tultion, For example, you
can only deduct up to FT00000 of
indettedness, and there 5 a sepamie sct

{of AMT rules that can come into play.

i Employer Tuition Reimbursemant

Programs

Some of you have the good fortune of
working for an employer with a
tuition reimbursement program, The
ke allows working adults to recelve
up to 55,250 per year tax-free for
tuktion and fees associated with gradu-
ate and undergraduate level courses,
Thie classes do not need to be job-relat-
e, Consult your employee handbook
and our office for more nformation
o this benefit. cimitieiraed o page 3

Planning to Purchase a 2006 Toyota

Highlander Hybrid?

Thee IRS recently certified the model year 2006 Toyvota Highlander Hybrid as
being eligible for the dean-burning fuel deduction—meaning if you pur-
chase ane of these hivbrid vehicles new during cilendar vear 2005, vou may
claim a tax dedoction of up to 32000 on Form 10440 for 2005, The deduc-
tion decreases to only $500 in 2006 and to S0 after 2006 Please see the July
20005 edition of CPA Chimd Bulletin for detatled Information about this cdean-

burning fuel deduction,
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Early withdrawals from IRAs

Trerditional IRA: The 108 penalty tax |
imposed on IRA withdrawals before

age 59% does not apply if the distribu-
tiom & wsed to pay for “gualified”
higher education expenses. You must
pay repgular income tax, howeyver, on
these early withdrawals. Call our
iffice 10 determine which expenses
are deemed to be “qualified.”

Rath I8As: You can avold the
carly withdrawal 10 penalty tax i
the distribution is used to pay for

your gualified higher sducation |

expenses, but be advised that you

Donations Every Time

As part of an overll, smant tax-plan-
ning strategy, many people get an early
start to the holiday gift-giving season
by contributing to charities throwgh-
out the autumn months. As long as
wou follow all of the 1RS rules, vou get
the gift of tax savings In return for vour

the charity t© benefit from your gen-
erosliy—creating a win-win situation,

Qualified organizations

chade *50T(cH3 " —named for o sec-
tion of the Tax Code that defines their

status as nonprofits. Other kinds of
organizations may also qualify, in- |

cluding cducational and religioos
Institutlons, federal, state, and local
governments, and certain not-for-
profit cemetery companies. Our office

will be happy to let yvou know |

whether vour intended beneficlary © one

arganization qualifies.

Over 5250 = proper documentation
required

The IRS requires a “confemporans-
prs written acknowledgment” from
the gualified organization that

will owe Income tax on any carnings
withdrawn from the account. The
good mews—withdrawals from
Hoth are treated as being taken from
contributions first, which are not
subject to tax. To the extent vouw
have met the Roth withdrawal rules
{age 5% and contributions made at
least flve vears before), vour distri-
bution will be completely tax-free,

Drihveer alternatives

i recebved your contribution of 3250
' or more in cash or non-cash of at
i least that walue. Basically, that
i means that you want to get proof of

your charitable contribution at the
same Hme vou make the gift. This
written acknowledgment can be
provided on paper or electronically,
bt Lt spraest Include:

#  the name of the organization;

i * the date that you contributed your
contributions, allowing both you and |

gift;

non-cash contribution; and

i * an explanation of any benefit you
Only gifts made to [RS-recognized |
charities will result in a tax break |
These “gualified” organizations in-

receivid in retum for contributing
to the organimtion, along with an
estimated value of that benefit (iF
no benefit was conferred, then the
written statement should indicate
that fact).

Also, nonprofits st provide you

with a written statement for gifts greater

than 375 if the organization gave vou a
benefit in rebum. When this happens,
the written statement must Include (15a
good faith estimate of the value ol the

benefit; and (2} an explanation that you

| 1

stusdies—is to set up your own 529
plan to save for educational expens-
cs This attractive option 15 not lim-
ited to saving for the educational
needs of your childrem and grand-
children, contrary to popular bellef,
Our CPAs can talk o vou about the
particulars of this tax-free savings
vehicle.

saving what is possibly the best

' idea for last, free money is always the
| preferred way to go, If you are over 60
i vears of age, don't forget to invest-
| gate the pver-6() programs at schools,
| Another tool—If you know that you
will go hack to school several years | tuition as incentives to promote life-
' n advance of commencing your |

many of which offer free or low-cost
time learming and campus diversity.

miay deduct orily the amount of the gift
in excess of the benefit.

Contribute assets il you have them

When chocosing between cash and
assets, it makes more sense to donate
an appreciated capital asset whiich you
held on to for more than a year {long-

¢ term) to a qualified charity than o sell

it and donate the after-tax proceeds of
the sabe. Why? First, vou will avoid

;mguﬂn,gmplm]gamsnxunﬂtul:
. = the specific amount of cash or, i

appropriste, a description of the |

of your asset. Second, for long-term
capital gain property isee below), you

! will recelve a tax deduction equal to

its full fair market value.

Examples of capital assets in-
chudie, but are not limited to, stocks,
real property, and works of art—each
of which could be classified as “long-
term” of “shor-term” capital assets

. depending on how long vou have
Il you donate less than 3250 or its |
i oquivalent to a gualified organizsation, |
| vour cancelled check, credit card, or cash
i pecept will fulfill the requirement for &
| “contemporaneses written acknowledg-
mient” and the charty need not supply |
o limdted to, assets acquired  through

owned the asset. If vou hold vour asset
for under a year, it is short-temm prop-

| erty: otherwise, it |s generally consid-

ered] long-term, However, specinl nles
apply to determine the holding period
in many situations, Including but not

inheritance, divorce, and like-kind
property exchanges.

To llustrate vour potential @x
savings, gain from the sale of long-
term assets s taxed at a maximum
federal capital gains tax of 15% (5% if
vour income is under a certain leved),

carfimied an page 4




cortirised from page 3

Gabn from the sale of shom-term assets
is taxed at your marginal federal tax
rate, which can be up to 35%.,

Vehicle donations

Mew, stringent rules govern how you
cormpute the amount you may dedwct
for a charitable contribution of a qual-
ifled vehicle worth mose thin $500,
hr otfice can discuss these mles,
information reparting  requirements,
issues that arise if the charity sells the
vehicle, and other issues.

Calculating your deduction

Broadly speaking, vou are entitlad o
take charitable deductions of up o

September 12
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rive Win-Win Charitable Donations Every Tlime

S0 of vour adjusted gross Income
(AGH. However, cellings of 2006 and
30% are imposed for certain contri-
butions, which our office can speak
to vou about. Certaln types of dona-
tiong and donations to certain tbypes
of organizations will trigger these
fower llmits.

Generally, vou cin deduct the
amount by which your total gift
exceeds the value of any benefit vou
reCeive in feturn, Where that benefit is
very small, vou may completely disre.
gard it and not reduce the amount of
vaur deduction, These “insubstantial®
benelits are defined each vear by law
Also, you may disclaim a benefit when

Tax Calendar.
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it is given, thereby avoiding the
impact of a reduced charitatde deduc-
tiom. L course, vou must reject the
benefit when it is offered, not after
vou have received it,

Voluntear, but don't iry to deduct

your tima

Although you areé not entitled to any
deduction for the walue of your
donated services, you may be able to
deduct some expenses you inmcur
when performing voluntesr work,
For example, vou can deduct your
travel expenses if the qualified organ-
izatlon does not relmburse you,
assuming vou did not recelve benefit
for the travel (such as a pleasure trip,
recreation, of vacation)

Empiloyeas wivo wark for tips. f you received $20 or mare in tips dunng August, repor thim to your ompleyer, You can use Fom 070,

September 15

Individuals. Make & payment of your 2005 estimated tax if you are not paying your income tax for the yoar through withholding for will nat
pay in enaugh that wayl. Use Form 1080-E5, This Is the third installmant date for estimatod tax in 2005
Eﬂlﬂ:ﬁhﬁnﬂihﬂ&;ﬂhﬂnmm income tax, and nonpayroll withholding, deposit the tax far paymants in August il the
Corporations. File & 2004 catendar year income tx return (Form 1120 or 1120-A) and pary amy tax due. This dus date appliss anby if you time-
Iy resquasted an sutomatic so-month extansion,

Dapasit the third nstalment of estimated income tx for 2005. Usa the worksheet Farm 1770-W §o help estimata tax for the year.
5 corporations, File & 2004 calendar year Income tax retumm (From 11205} and pary any tax due. This dis date spplies only i you timely
requastod an aufomatic six-month extension. Provide each shareholder with a copy of Scheduds K-1 |Form 11205,

DCTOBER 2005
Ociober 11
Employess who work for tips. 1 you received 520 ar mare in fipa during Septembe, rapart them o vour employer, You can use Form 4070,
Oeiober 17

Inedivichanbs. File o 2004 incame tax retumn and pay any tae, nterest, and pesalties dua f you wars givan an additanal two-month axtension.
Partnerships. Rl o 2004 calendor yeor retum (Form 1085). This due dete apples only if you were given an additional three-manth axten-
sion. Provide aech parmer with a copy of Schedule K- (Form 1068) or & subsimute Schedule K-1,

Becting large parterships. Filo o 2004 calendar year roturn [Form 1065-B), Thes dun date applies onby i you were given an additional three-
randh extension.

In accordance with RS Circular 230, this newsletter i not to be considered a “covered opinion® or other written
tax advice and should mot be relled upon for IRS audit, tax dispute, or any other purposes,

The CFA Cltent Molletin i prepared monthily by the staff of the AICPA for the dients of ity members. The Bullvtin doses not heve any officisl aethonty
and the information therein shoald nor be acted apon without peofessbonal sdvice, Copyright © 2008, Amerlcan Enstitude of Certified Pablic
Actountanis, I, Harbarside Financial Center, 200 Placs Thieos, Jevey City, ™0, O7311-3881 Peinted in the U504, Althea sieeH, Editor,
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