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MEMORANDUM

February 15, 2008

TO: Marc Shovers
Legislative Reference Bureau

FROM: Rebecca Boidt
Department of Revenue

SUBJECT: Technical Memorandum on Assembly Bill 714: Creating a Nonrefundable
Individual Income Tax Credit for Interest Paid on Certain Student Loans

The Department has the following concern related to the bili:

There currently is a deduction for up to $2,500 for student loan interest under sec. 221 of the
internal Revenue Code (IRC). This deduction aiso applies for Wisconsin. Therefore, a person
would receive a double benefit under this bili by being able to deduct ali or a portion of the
amount paid, plus receive a credit for the entire amount paid.

For purposes of sec. 221 of the IRC, sec 221(d) provides that the indebtedness may be incurred
for education expenses incurred on behalf of the taxpayer, the taxpayer's spouse, or any
dependent of the taxpayer as of the time the indebtedness was incurred. It appears the
Wisconsin credit could not be claimed by a parent (claimant) because the expenses must be
related to the claimant's attendance at an eligible educational institution. Is this the intent?

If you have any questions regarding this technical memorandum, please contact Brad Caruth at
(608) 261-8984 or bradley.caruth @ revenue.wi.gov.

cc: Representative Hixson
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AN Act ...; relating to: creating a nonrefundable individual income tax credit for

interest paid on certain student loans©

eduaFional
Analysis by the Legislative Reference Bureau

Under federal law, there is deduction for up to $2,500 in student loan interest
paid in the year to which the claim relates for indebtedness incurred for €Jucation
expenses for a taxpayer, the taxpayer’s spouse}/or the taxpayer’s dependent.” This
deduction applies for Wisconsin purposes as well” v

This bill creates a nonrefundable individual income,tax credit for interest
payments paid by a claimant on a loan that is used for the'educgtional expenses of
the claimant, the claimant’s spouse, or the claimant’s dependentY Under the bill, the
credit may be claimed for 50 percent of the interest paid by the claimant on a loan,
the proceeds of which are used to pay forfuition, fees books, room and board, and
educational suppliesMhat are directly related to the‘f

claimant’s attendance, or the
attendance of the claimant’s spouse or dependent," at a regionally accredited,
nonprofitYpostsecondary educational institution.

Because the credit is nonrefundable’it may be claimed only up to the amount
of a claimant’s income tax liability.‘/The credit may not be claimed by*honresidents
or part-year residents of this state:

For further information see the state fiscal estimate, which will be printed as
an appendix to this bill.

The people of the state of Wisconsin, represented in senate and assembly, do
enact as follows:
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SECTION 1

SECTION 1. 71.07 (8e) of the statutes is created to read:

71.07 (Se)JEDUCA’I‘IONAL INTEREST EXPENSES TAX CREDIT. (a) Definitions. In this
subsection:\/

1. “Claimant” means an individual who files a claim under this subsection.

2. “Dependent” means an individual who is claimed by the claimant as a
dependent under section 151 (c) of the Internal Revenue Code

3. “Educational interest expenses” means any amount of interest paid on a
loan, the proceeds of which are used to pay fof/tuition, fees, books, room and board,
and educational supplies\{:hat are directly related to the claimant’s attendance, or the
attendance of the claimant’s spouse or dependent, at an \éligible educational

institution, as defined in s. 18.81 (2)‘./

(b) Filing claims.J Subject to the limitations provided in this subsectionya
claimant may claim as a credit against the tax imposed under s. 71.02,‘/ up to the
amount of those taxes, 50\/percent of the amount that the claimant pays for
educational interest expenseélin the year to which the claim relates.

(© Limitations\./ 1. No credit may be allowed under this\éubsection unless it
is claimed within the time period under s. 71.75 (2)\./\

2. No credit may be claimed under this subsection by a part-year resident or
a nonresident of this stateT/

(d) Administration?/Subsection (9e) (d)\,/to the extent that it applies to the credit
under that subsection, applies to the credit under this subsection\./

SECTION 2. 71.10 (4) (cg}yc‘)f the statutes is created to read:

71.10 (4) (cg) The educational interest expenses tax credit\l/mder s. 71.07 (8e)\./

SECTION 3. Initial applicability.
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SECTION 3

(1) This act first applies to taxable years beginning on January 1‘{)f the year
in which this subsection takes effect, except that if this subsection takes effect on or
after August l‘ﬁliS act first applies to taxable years beginning on\ganuary 1 of the
year following the year in which this subsection takes effect.

(END)
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