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Tommy G. Thompson Cate Zeuske
Governor : Secretary of Revenue

February 29, 2000

Honorable Robert Wirch, Chair

Senate Committee on-Economic Development,
Housing and Government Operations

310 South Capitol

Madison, WI 53702

Dear Senator Wirch:

1 would like to take this opportunity to make you aware of two minor technical concerns the Department
of Revenue has with ASA 1 to AB 244, which creates a tax credit for college tuition.

Currently the substitute amendment refers to a family member of a claimant. This wording is
appropriate if the claimant is an individual business owner, however we would suggest that page 6, line
5 and page 8, line 17 be amended as follows to address the possibility of the claimant being a
corporation or other business entity:

“that the claimant paid or incurred for a family member of an officer, director or shareholder owning 5%
or greater of the outstanding stock of the claimant...”

Also, as presently drafted, this credit would first apply to taxable years beginning on July 1, 2001. Asa
result, not all taxpayers that pay tuition for a qualified individual to attend an education program during
the fall semester of 2001 would qualify to claim the credit. Only those taxpayers having a 2001 taxable
year that started on or after July 1, 2001 would qualify to claim the credit.

Example A

Company X, which has a calendar year taxable year, sends an employe to an education program at the
University of Wisconsin during the fall of 2001. Company X will not qualify for a credit with respect to
the tuition expense it incurred because its 2001 taxable year started before July 1, 2001.

Example B
Company Y, which has a July 1 — June 30 fiscal year taxable, year send an employe to an education

program at the University of Wisconsin during the fall of 2001. Company Y will qualify for a credit with
respect to the tuition expense it incu because its 2001 taxable year started after June 30, 2001.

To provide a credit to all taxpayers for the taxable year 2001 with respect to tuition paid for the fall 2001
academic period the initial applicability language in the draft should be revised to indicate that the credit
is first available for tuition expenses paid for academic periods beginning after July 1, 2001 for an
eligible student.

I hope this information is helpful. Please call me if you have questions or concerns.
Thank you.

Sincerely,

Cate Zeuske
Secretary

cc: Members, Senate Committee on Economic Development
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Teceived. Include it on the “total tax* line of
your retum. Next to the line, enter the
amount and “ECR."

Who can claim the credit. I there are
higher education costs for your -dapandent
child, either you or your child, but not both
of you, can claim a credit tor a particular
year. if you claim an exemplion for your
child on your tax retum, only you can glaim
a credit. If you do not claim an exemption
for your child on your tax retumn, only your
child can claim a credit.

Expenaes pald by others. If someone
other than you, your spouse, oOr your
claimed dependent makes a payment di-
rectly to an eligible educational institution to
pay for a student's qualified tultion and re-
lated expenses, the student is treated as
raceiving the nayment from tha other per-
son. The qualifled tuition and related ex-
penses are considerad paid to the institution
by the student.

Example. Ms. Allen makes a payment
directly t0 an eligible educational institution
in 1899 for her grandson's qualified tuition
and related expenses. For purposes of
claiming an education credit, the grandson
Is treated as recelving the money fram Ms.
Allen and, in turn, paying his qualified tuition
and related expenses.

Expenses pald by dependent. |t you
claim an exemption for your child on your
tax retum, treat any expenses pakl by your
chiid as If you had paid them. Inciude these
expenses when figuring the amount of your
Hope or lifetime learning credit.

Qualified tuition and related ex-
@ penses paid directly to an eligible

aducational Institution lfor your de-
pendent under a court-approved divorce
decree are lreated as paid by your de-
pendent.

income Phaseout

Your education credits are phased out
(gradually reduced) I{ your modified ad-
justed gross income is between $40,000

and $50,000 (§80,000 and $100,000 in the

case of a joint return).

You cannot claim any higher edu-

cation credits # your madified ad-
ouxnd justed gross income is $50,000 or
maove ($100,000 or more in the case of a
Joint return).

Modified adjusted gross income. For
most taxpayers, modified adjusted gross
income wiil be their adjustad gross income
(AG)) as figured on their federal income tax
retum. However, you must make adjust-
ments 10 your AGI if you excluded income
eamed abroad or from certain U.S. territo-
ries or possessions. if this applies to you,
increase your AGl by the following amounts
you excluded from your income.

1) Foreign samed income of U.S. citizens
or residents living abroad.

2) Housing costs of U.S. citizens or resi-
denis living abroad.
3) Income from sources .within Puerto

Rico, Guam, American Samoa, of the
Northern Mariana Islands.

December 39, 1698, and
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(reduction) works on a sliding scale. The
higher your madified adjusted gross income,
the more your credits are reduced. You fig-
ure the reduction, if any, in Part it of Farm
8863,

Hope Credit

You may be able to claim a Hope credit of
up to $1,500 for qualified tuition and related
expenses paid for esch eligibie student.
~You can take into account expenses paid in
1699 for academic periods beginning after
_before_ April 1,
~2000. Tha credit can be claimed for_anly 2
yaaris for each eligible student.

Eligible student tor the Hopa cradiL. You
can claim a Hope credit only for an eligible
student who meets all of the joliowing re-
quirermnents,

1) Has not completed the first 2 years
of postsecondary education (generally,
the freshman and sophomore years of
college).

2) is enrolled in a program that isads to
a degrea, certificate, or other recog:
nized educational credential.

3) Is taking at least half of the normal
tull-time work losd for Ms or her
course of study for at least onae aca-
demic period beginning during the cal-
endar year.

4) Is free of any felony conviction for

assing or distributing a controlled
@ cstance. _

Completion of first 2 years. A siudent
awarded 2 years of academic credit for
postsacondary work completed prior to the
beginning of the year has compisted the first
2 years of pestsecondary education.

Any academic cradit awarded solely on
the basis of the student's performance on
proficiency examinations ig disregarded in
determining whether the student has com-
pleted 2 years of postsecondary aducation.

Halif of normal full-time workioad. The
standard for what is half of the nomal fuli-
time work load ia determined by each aligi-
ble educational institution. However, the
standard may not be lower than standards
for half-time established by the Department
of Education under the Higher Education
Act of 1985.

Amount of credit. The amount of the Hope
credit Is 100% of the first $1,000 plus 50%
of the next $1,000 you pay for each elighble
student's qualified tuition and related ex-
penses. The maximum amount of Hope
credit you can clalm in 1639 ig $1,500 times
the number of eligible students. You can
claim the full $1,500 for aach eligible stu-
dent for whom you pay at least $2,000 for
qualified expenses. Howsver, the credit may
be reduced based on your moditied ad-
justsd gross income. Sea income Phaseoit,
earlier.

Example, Jon and Karen are marmied
and file a joint tax retumn. For 1899, they
claim an exemption for their dependent
daughter on their tax retum and their modi-
fled adjusted gross income is $70,000. Their
daughter is In her sophomore (second) year
of studies at the local university and Jon and
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costs.

Jon end Karen, their daughter, and the
local university meet all of the requiremaente
for the Hope credit. Jon and Karen can
claim a $1,600 Hope credit In 1999. This is
the maxdmumn amount allowed for 1699,

How to figure the Hope credit. The Hope
credit is figurad in Parts | and ili of Fom
8863. An itiustrated exampis using Formn
8863 appears later. -

Lifetime Learning Credit

You may be able to claim a lifetime learning
credit of up to $1,000 for qualified tuition
and related expenses paid for alf students
enrolled in eligible educational institutions.
You can iake into account expenses paid In
1999 for academic periods beginning after
December 31, 1888, and before Apdl 1,

2000. .
The Ifetime leaming credit is different
than the Hope credit in the following ways.

1) The lifetime leaming credit is not based
on the student's work load. it Is allowed
for one or more courses.

2) Thae lifetime Ieaming credit Is not (im-
ited to students in the first 2 years of
postsecondary education.

3} Expenses for graduate-ievel degree
work are eligible.

4) Expenses related to a course of in-
struction or other sducation that in-
volves sports, games, hobbies, or other
noncredit courses are eligible /f they
are pan of a couise of instruction to
acquire or improve job skills.

) Thare Is no limRi on the number of
years for which the lifetime learning
credit can be claimed for each student.

6) The amount you can claim as a lifetime
learning credit does not vary (increase)
based on the number of students for
whom you pay qualified expenses,

Amount of credit. The amount of the life-
time leaming credlt is 20% of the first
$5,000 you pay for qualified tuition and re-
lated expenses for alt students In the family.
The maximum amount ot lifetime leaming
credit you can claim for 1889 is $1,000
(20% x $5,000). However, that amount may
be reduced based on your modified ad-
1us't'od gross incoma. See income Phaseault,
eatfier.

Bxample. Bruce and Toni are married
and file a joint tax return, For 1999, their
modified adjusted gross income is $50,000.
Tonl is attending the community college (an
sligble sducational institution) to eam
credits towards an associate's degree in
nursing: she already has a bachelor's de-
gree in history and wants to become a
nurse. in August 1988, Toni paid $2,000 for
her fall 1899 semester. Bruce and Toni can
claim & $400 (20% x $2,000) lifetime leam-
ing cradit on their 1999 joint tax retum.

How to figure the lifetime ieaming credit.
The lifetime leaming credit is figured in
Parts 1t and Jll of Form 8863. An llustrated
example using Form 8863 appears later.
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For each student, you can elect for any tax
year only one of the credits or a tax-free
withdrawa) from an education IRA. (See
Education IRAs in chapter 18 for more In-
formation.) For example, if you elect to take
the Hope credit for a child on your 1999 tax
return, you cannot, for that same child, also
claim the lifetime leaming credit for 1998

or take a tax-free withdrawal from an edu-

cation IRA for 1999.

Lifetime learning credit after Hope cregt
You can claim the Hope credit for the

2 years of a student's ary
calion and claim the lifetime laaming credit
for that same student in later tax years.

More than one student. If you pay qual-
ified expenses for more than one student in
the same year, you can choose to take
credits on a per-atudent, per-year basis.
This means that, for example, you ¢can claim
the Hope credit for one student and the
kfetime leaming credit for ancther student
in the same tax year.

parts, you enter the student's name and
taxpayer identification number (usually a
social sacurity number) and the amount of
qualified expensee paid in 1999, You then
complete Part ill to compute the amount to

DOR SECY'S OFC

enter on line 44 of Form 1040 or line 28 of

Legisiation affecting this credit was
A panding at the time of printing. For
RO guidance, visit the IRS's web site at
www.irs.gov or see your lax forms in-
structions. Publication 553, Highlights of
1699 Tax Changes, will also contain infor-
mation abowt this and other tax law
changes.

An eligible educational institution (such
as a college or university) that receives
payment of qualified tultion and related ex-
penses should Issue Form 1088-T, Tuition
Payments Siatement, 10 each student by
Fabruary 1, 2000. The information on Form
1098-T will help you detsrmine whether you
can claim an aeducation tax credit for 1899,
The following information should be in-
cluded on the 1959 form.

1) The name, addraess, and taxpayer
Identification number of the educational
Institution.

2) The name, address, and taxpayer

The eligible educational institution may ask
for. a completed Form W-9S, Request for
Studants or Borrowers Social Secunity
Number and Cetrtification, or similar state-

doo4

ment, to obtain the information needed to

F Choosing Which Credit Form 1040A. Attach the completed Form  complete (2) above.
G To Claim 8883 to your retum, -

lllustrated Example
Dave and Valerie are married and file a joint
tax retum. For 1999, they claim exemptions
for thelr two dependsnt chlidren on their tax
return, and their modified adjusted gross
income is $72,000. Their son, Sean, will
receive his bachelor's degree in psychology
from the state college in May 2000. Their
daughter, Corey, enrolled full-lime at that
same college in August 1998 to begin
working on her bachelor's degree in phys-
ical education. In Decaember 1998, Dave
and Valerie paid $2,000 for each child's tu-
ition for the winter 1999 semester. In July
1998, they paid $2,200 in tuition costs for
each of them for the fall 1998 semester.
Dave and Valeria, their children, and the
college meet all of the requiraments for the
higher education credits. Because Sean Is
beyond the second (sophomore) year of his
postsecondary education, his expenses do
not qualify for the Hope credit  But,
amounts paid for Sean’s expenses in 1999
for academic periods after 1998 and before
April 1, 2000, quality for the lifetime leaming
credit. Corey is In her first {freshman) year

4 . - Identification number of the student. of !pofsbtsa:ondary gggu'mm and expenses
i 3). Whether the student was enroiled for paid for her in 1998 for academic periods
i How To Claim the credns at least half of the full-time academic beginning after 1998 and before April 1,
i You elect to claim education credits and you worldoad. 2000, qualify for the Hope credit
figwe their amount by compisting Form Dave and Valerie ligure thair total higher
8863. Use Part ) for the Hope credit and 4) Whether the student was enrolied ex- education credits for 1999, $1,940, as
Part Il for the lifetime ieaming credit. In both - clusively in a gradusate-level program. shown in the completed Form 8863. They

can claim the full amount because their
modified adjusted gross income is not more
than $80,000. They carry the amount from
Form 8863 to line 44 of Form 1040, and
they attach the Form 8863 to their return.

-
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TO 1999 ASSEMBLY BILL 244

@ At the locations indicated, amend the/substitute amendmen% f(ill)ows:
2 1. Page 5, line 14: delete lines 14 to 16.‘/

@ 2. Page 6, line 5: delete lines 5 and 6 and substituteg:that the claimant paid
4 or incurred for a family member of an officer, director or\éhareholder owning at least
5 5% of the outstanding stock of the claimant unless all of the following apply:”.
6 3. Page 8, line 1: delete lines 1 to 3‘./
7 4. Page 8, line 17; delete lines 17 and 18 and substitute(gzthat the claimant
8 paid or incurred for a family member of an officer, director or shareholder owning at

9 least 5% of the outstanding stock of the claimant unless all of the following apply:”.

10 5. Page 10, line 13: delete “taxable years beginning on” and substitute “tuition

11 amounts that are paid for academic periods beginning after”.

12 @Dy v
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State of Wisconsin
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SENATE AMENDMENT 2,
TO 1999 ASSEMBLY BILL 244

March 28, 2000 — Offered by Senator DARLING.

At the locations indicated, amend the bill, as shown by assembly substitute

amendment 1, as follows:

1. Page 5, line 14: delete lines 14 to 16.

2. Page 6, line 5: deiete lines 5 and 6 and substitute “that the claimant paid
or incurred for a family member of an officer, director or shareholder owning at least
5% of the outstanding stock of the claimant unless all of tile follo;zvir'ig apply:”.

3. Page 8, line 1: delete lines 1 to 3.

4. Page 8, line 17: delete lines 17-and 18 and substitute “that the claimant paid

or incurred for a family member of an officer, director or shareholder owning at least

5% of the outstanding stock of the claimant unless all of the following apply:”.

9. Page 10, line 13: delete “taxable years beginning on” and substitute “tuition
amounts that are paid for academic periods beginning after”.

(END)






