TAX CREDIT VS. TAX DEDUCTION 

A $100 tax credit will result in a $100 tax savings. A $100 tax deduction will only result in a $15 tax savings for a person in the 15% tax bracket; $28 for a person in the 28% tax bracket.

Due to income limitations, the three new 1998 credits discussed below will probably not be eligible to those persons in the higher tax brackets (over 28%).

MAXIMUM CREDIT AMOUNTS
Child Credit--$400/child.

Education Credits:

 Hope Credit--$1,500/student.

 Lifetime Learning Credit-- $1,000/family or individual.

$400 CHILD TAX CREDIT 
 This credit may be claimed for children age 16 and younger, as of the end of 1998, and whom you claim as dependents. 

There are limitations to this credit and a complicated IRS worksheet must be completed in order to figure the exact amount of the credit.

Qualifying Child

 The child must be your child, stepchild, grandchild, or great-grandchild. Adopted and foster children will also qualify in most cases.

Income Limitation

The credit is limited to  your modified adjusted gross income (MAGI). The MAGI is your adjusted gross income (AGI) plus some non-reportable income items, such as tax exempt interest. For most of you, your MAGI will be the same as your AGI (line 32 on your 1997 form 1040). 

The $400 child tax credit is reduced by $50 for each $1,000 that your MAGI exceeds the threshold for your filing status shown below:

Married filing Jointly-- $110,000.

Single, Head of Household & Qualifying Widow(er)--$75,000.

Married filing Separately--$55,000.

Summary: you will not be eligible for the child tax  credit if your MAGI exceeds the above figures by more than $8,000.

Tax Liability Limitation

The child tax credit may also not exceed your regular tax liability. Example: if you have two children, and therefore eligible for an $800 tax credit, but your computed tax liability is only $700, your credit will only be $700.

However, if the child tax credit exceeds your computed tax liability, and if you have three or more children, you may claim an “additional child tax credit” to generate a refund from Social Security & Medicare taxes you paid. The “additional child tax credit” is claimed on Form 8812.

EDUCATION TAX CREDITS

There are two: the Hope credit and the Lifelong Learning credit. They are figured on Form 8863 and a married couple must file a joint return to claim either credit.

Tax Liability Limitation
Both education credits are subject to the tax liability limit (same as the child tax credit).

$50,000/$100,000 Income Limitations
Furthermore, both credits are phased out if your modified adjusted gross income (MAGI) is between $40,000 - $50,000 if single, or between $80,000 - $100,000 on a joint return. No credit will be allowed if your MAGI exceeds the upper limits shown above. 

The above amounts are scheduled to be indexed for inflation after the year 2000.

Eligible Students
Eligible students are you, your spouse, or a person you claim as a dependent. That person must be enrolled at a post-secondary institution (e.g., a college) for at least one academic period (e.g., a semester).

Eligible Expenses

Eligible expenses only consist of tuition and course fees required for enrollment or attendance. Eligible expenses do not include books, room & board, student activities, or equipment and supplies. 

Also, if the tuition and course fees are paid for by a tax-free scholarship, Pell grant, an employer reimbursement plan, an Education IRA, or excluded interest from a series “EE” U.S. Savings Bond, you may not claim a credit for those amounts. However, amounts paid with gifts from private individuals do qualify for the credit.

If your child is claimed by you as a dependent, his or her payment of qualifying expenses is treated as your payment. If you do not claim the child, your child can only claim a credit for expenses he or she actually paid.

If in 1998 you pay for qualified tuition and related course fees for an academic period that begins in the first three months of 1999, you can include the prepayment in figuring your 1998 credit.

HOPE CREDIT
The Hope credit is only eligible to those students who are in their first or second year of college or other post-secondary institution. In addition, the student must be (1) enrolled in a program that leads to a degree, (2) be taking at least one-half of the normal full-time work load, and (3) not have any felony conviction for possessing or distributing a controlled substance. 

The maximum credit is $1,500 per student. The amount of the Hope credit is 100% of the first $1,000 + 50% of the next $1,000, for each eligible student’s qualified tuition and related course fees. That is, if you have two qualifying children and paid over $2,000 tuition for each one, your total Hope credit would be $3,000; i.e., a $3,000 tax savings.

LIFETIME LEARNING CREDIT

For expenses paid after June 30, 1998 and for academic periods beginning after that date, you may claim a Lifetime Learning credit of up to $1,000.

The credit is not based on a student’s workload; the taking of one post-secondary course will qualify. Also, graduate-level degree work qualifies.

The Lifetime Learning credit is 20% of the first $5,000 paid for qualified tuition and related course fees for all eligible students in the family. That is, the $1,000 limit applies regardless of the number of eligible students for whom you pay education expenses.

Beginning in the year 2003, the Lifetime Learning credit is scheduled to increase to 20% of the first $10,000 of qualified expenses; that is, a maximum credit of $2,000 vs. $1,000.

STUDENT LOAN INTEREST DEDUCTION

Subject to an income limitation, you may deduct interest paid on a student loan, even if you take the standard deduction. The “above-the-line” deduction is limited to $1,000 for 1998, increasing $500/year until it reaches its $2,500 maximum for 2001 and later years.

If married, you must file a joint return in order to take the deduction.

Income Limitations
The deduction is phased out if your modified adjusted gross income (MAGI) is between $40,000 - $55,000 if single; or between $$60,000 - $75,000 if married. No deduction will be allowed if your MAGI exceeds the upper limits shown above .

60-Month Time Limit
If eligible, the deduction is only allowed for interest accrued on a loan in its first 60 months of payments. Example: Bill started paying back his student loan in March, 1994. The 60 months ends in February, 1999. This is the last month for which a student loan interest deduction will be allowed.

Qualified Educational Loan
A qualified educational loan is a loan, from anyone except a related party, used to pay expenses of qualified post-secondary education, including graduate school. Allowable expenses include tuition, fees, books, room & board, supplies and any necessary equipment.

An eligible student must have been enrolled in a degree or certificate program and carried at least ½ the normal full-time work load.
