How to get a $2,500 tuition rebate

It sounds too good to be true, but if you meet income qualifications (and are careful with any 529 savings

accounts), Uncle Sam is prepared to help cover college bills.

By Kim Clark, U.S. News & World Report

Millions of students and parents struggling to raise cash for college this fall could have a happy surprise early next
year: a tax credit of up to $2,500.

The new higher-education tax credit, which was part of the stimulus bill signed into law in February, is expected to
put hundreds, if not thousands, of dollars into the pockets of millions of Americans who write tuition checks this
year. Better yet, students don't have to fill out any extra financial-aid applications to get the new money. They just
file their tax returns.

"This will definitely help people," says Jackie Perlman, an analyst for H&R Block's Tax Institute.

Of course, like most things in the federal tax code, the rules are a little complicated. But experts such as Perlman
say the new credit is bigger and more inclusive than previous higher-education tax credits, which were so
complicated that more than a quarter of eligible taxpayers failed to get a penny, and those who were able to
collect typically got less than $900.

How much can | get?

You can get a reduction in your 2009 tax bill of up to $2,500. Even if you don't owe a penny in taxes, you can still
get up to $1,000.

When can | get the money?

The credit covers only tuition, fee and book expenses paid in 2009 and 2010. So the soonest you can get the
money is in early 2010, after you file your 2009 tax return. Congress might at some point decide to extend the
credit beyond 2010.

Does every student qualify for the money?

No. The credit is available only for undergraduates who attend college at least half time. And only tax filers with
adjusted gross incomes of less than $80,000 a year (if single) or $160,000 (filing jointly) qualify for the full credit.
It is phased out for people who earn more. Anyone who earns more than $90,000 (or $180,000 for joint filers)
won't qualify at all.

In addition, the credit covers only tuition, fees and books. So if you get a scholarship or grant that covers those
costs, you can't get the credit, even if you have to spend a lot of money on, say, room and board. Also, students
with felony drug convictions are disqualified.

How do I get the maximum?

You can claim 100% of your first $2,000 spent in 2009 on tuition, fees or course materials. You can claim 25% of
the next $2,000 spent on the same things. So if you have $4,000 in course-related expenses, you can take $2,500
off whatever you owe the Internal Revenue Service. If you earn so little that you don't owe the IRS that much,
then the government will send you a check for 40% of whatever extra credit you qualify for, up to a maximum of

$1,000.



What if 1 borrow to pay for tuition or books this year?

No problem. You can still collect the credit.

What if | take money out of my 529 to pay for tuition or books this year?

Here's where it gets complicated. Parents who have profits in their 529 college savings accounts (of course, many
don't after the market meltdown) and plan to withdraw some of those profits to pay tuition could benefit from
checking first with a tax accountant or financial adviser, says John W. Roth, a senior tax analyst for CCH. Because
the government has already given savers a tax break on 529 profits, it doesn't want to allow people to double-dip
by giving them a credit on the same school expenditures, he notes. So you'll end up paying tax (though not a
penalty) on the profit portion of your 529 withdrawal for which you then also could claim the new credit.

But there are lots of ways to get around this, such as using the 529 money to pay for room and board, and using
money from your checking account to pay the first $4,000 of tuition. Even if you do end up using 529 money to
pay for tuition, Roth has estimated that the tax bite would very likely be comparatively small -- perhaps a few
hundred dollars for most filers. So the credit is still worth claiming, he says.

If I am paying for two children in college this year, may | collect two credits?

Yes. The credit is for each student.

What if I earn too much or am otherwise ineligible? Are there any other education breaks | can get?
Yes, although they are generally less valuable than the credit. The lifetime learning credit of up to $2,000 is
available to many more kinds of students, including those who've already graduated, part-timers and those in job-
related courses. Students can claim a deduction on their tax forms for tuition and fees and student loan interest.
Important: There's no doubling up. You get to take only one of the breaks for an expense.

Are there any catches?

Of course! This is the tax code, after all. To get the credit, you'll have to fill out next year's IRS Form 8863 (not
yet available). And you should keep records of your tuition and book expenditures just in case.

H&R Block's Perlman says taking the credit does not increase the odds of an audit. "That's a common

misconception," she says. "You want to take every credit for which you are eligible."



