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SUBJECT: Qualified Tuition and Related Expenses Deduction
SUMMARY
This bill would allow a deduction for qualified tuition and related expenses to be taken by a
taxpayer as an above-the-line deduction when calculating adjusted gross income (AGI), under
the Personal Income Tax Law.
RECOMMENDATION
No position.

SUMMARY OF AMENDMENTS
The May 11, 2016, amendments removed the modification language relating to the applicable
dollar limit.
The amendments resolved both of the technical considerations discussed in the department’s
analysis of the bill as amended on April 25, 2016, however an additional technical concern was
identified.
Except for the “This Bill,” “Technical Considerations,” “Economic Impact,” and
“Support/Opposition” sections, the remainder of the department's analysis of the bill as
amended on April 25, 2016, still applies. The “Federal Law,” “State Law,” and “Fiscal Impact,”
sections have been restated below for convenience.
FEDERAL LAW
Existing federal law allows for the deduction of certain expenses when calculating AGI, such
as moving expenses, qualified tuition and related expenses, and interest on education loans.
Thus, all taxpayers with this type of expense receive the benefit of the deduction. These are
known as above-the-line deductions.
Through tax year 2016, an individual is allowed a deduction for qualified tuition and related
expenses for higher education paid by the individual during the taxable year. The deduction is
allowed in computing AGI. The term “qualified tuition and related expenses” is defined in the
same manner as for the Hope and Lifetime Learning credits, and includes tuition and fees
required for the enrollment or attendance of the taxpayer, the taxpayer’s spouse, or any
dependent of the taxpayer with respect to whom the taxpayer may claim a personal exemption,
at an eligible institution of higher education for courses of instruction of such individual at such
institution. The expenses must be in connection with enrollment at an institution of higher
education during the taxable year, or with an academic period beginning during the taxable
year or during the first three months of the next taxable year. The deduction is not available
for tuition and related expenses paid for elementary or secondary education.
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The maximum deduction is $4,000 for an individual whose AGI for the taxable year does not
exceed $65,000 ($130,000 in the case of a joint return), or $2,000 for other individuals whose
AGI does not exceed $80,000 ($160,000 in the case of a joint return). No deduction is allowed
for an individual whose AGI exceeds the relevant AGI limitations, for a married individual who
does not file a joint return, or for an individual with respect to whom a personal exemption
deduction may be claimed by another taxpayer for the taxable year.
The amount of qualified tuition and related expenses must be reduced by certain scholarships,
educational assistance allowances, and other amounts paid for the benefit of such individual,
and by the amount of such expenses taken into account for purposes of determining any
exclusion from gross income of: (1) income from certain U.S. savings bonds used to pay
higher education tuition and fees; and (2) income from a Coverdell education savings account.
Additionally, such expenses must be reduced by the earnings portion (but not the return of
principal) of distributions from a qualified tuition program if an exclusion from income under
Internal Revenue Code (IRC) section 529 is claimed with respect to expenses eligible for the
qualified tuition deduction. No deduction is allowed for any expense for which a deduction is
otherwise allowed or with respect to an individual for whom a Hope or Lifetime Learning credit
is elected for such taxable year.
The deduction is not allowed to an individual if that individual is claimed as a dependent on
another taxpayer's return for the taxable year. A qualified education loan generally is defined
as any indebtedness incurred to pay for the qualified higher education expenses of the
taxpayer, the taxpayer's spouse, or any dependent of the taxpayer as of the time the
indebtedness was incurred in attending (1) post-secondary educational institutions and certain
vocational schools defined by reference to section 481 of the Higher Education Act of 1965, or
(2) institutions conducting internship or residency programs leading to a degree or certificate
from an institution of higher education, a hospital, or a health care facility conducting
postgraduate training.
Qualified higher education expenses are defined as the student's cost of attendance
(generally, tuition, fees, room and board, and related expenses), reduced by (1) any amount
excluded from gross income for redemption of U.S. savings bonds, (2) any amount distributed
from an education Individual Retirement Account and excluded from gross income, and (3) the
amount of any scholarship or fellowship grants excludable from gross income, as well as any
other tax-free educational benefits, such as employer-provided educational assistance, that is
excludable from the employee's gross income.
STATE LAW
California specifically does not conform to the federal qualified tuition deduction. As a result,
California does not allow a deduction for qualified tuition and related expenses, and taxpayers
who deduct such expenses on their federal tax returns report the amount deducted for federal
purposes as a California adjustment on Schedule CA (540/540NR).
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THIS BILL
For taxable years beginning on or after January 1, 2016, and before January 1, 2021, this bill
would conform, with a modification, to the federal deduction allowed for the amount paid or
incurred by a taxpayer during the taxable year for qualified tuition and related expenses.
The bill would conform to the federal deduction, but specifically not conform to the federal
expiration date of the deduction.1
This deduction would be repealed by its own terms as of December 1, 2021.
TECHNICAL CONSIDERATIONS
The language that would replace the term “Secretary” by the term “Franchise Tax Board” is
unnecessary because existing state law2 provides this rule. The bill should be amended to
remove lines 9 and 10 on page 2.
FISCAL IMPACT
The department’s costs to implement this bill have yet to be determined. As the bill moves
through the legislative process, costs will be identified and an appropriation will be requested,
if necessary.
ECONOMIC IMPACT
Revenue Estimate
This bill would result in the following revenue loss:
Estimated Revenue Impact of SB 1148
As Amended May 11, 2016
Assumed Enactment After June 30, 2016
($ in Millions)
2016-17
2017-18
2018-19
- $120
- $80
- $85
This analysis does not account for changes in employment, personal income, or gross state
product that could result from this bill.

The federal qualified tuition and related expenses deduction expires after 2016; its termination date, under IRC
section 222(e), was extended for two years, through 2016, under the Protecting Americans from Tax Hikes Act of
2015.
2 Revenue and Taxation Code section 17024.5(h)(7).
1
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Revenue Discussion
Based on Franchise Tax Board data and federal statistics of income for 2013, it is estimated
approximately 125,000 Californians that claimed the federal higher education deduction and
1.2 million Californians that claimed the federal education expense credit would qualify for this
bill’s deduction. The 1.2 million amount was reduced to 900,000 to account for taxpayers that
lack enough income to claim the deduction or would claim the deduction as an itemized
deduction or a business deduction. It is estimated that approximately 1 million Californians
would qualify for this bill’s deduction.
Federal data indicates that the average deduction amount claimed is $1,800, bringing the total
estimated deduction for California taxpayers to $1.8 billion for 2013 (1 million Californians *
$1,800). The amount of the deduction is adjusted to reflect changes in the economy over time
and would increase to $1.9 billion by 2016. An estimated average tax rate of 4 percent is
applied and a 1 percent increase is added to account for nonresidents, resulting in an
estimated revenue loss of $75 million in taxable year 2016.
The tax year estimates are converted to fiscal years estimates, and then rounded to arrive at
the amounts reflected in the above table.
SUPPORT/OPPOSITION3
Support: California Academy of Family Physicians.
Opposition: California Tax Reform Association.
LEGISLATIVE STAFF CONTACT
Diane Deatherage
Legislative Analyst, FTB
(916) 845-4783
diane.deatherage@ftb.ca.gov

3

Jame Eiserman
Revenue Manager, FTB
(916) 845-7484
jame.eiserman@ftb.ca.gov

Gail Hall
Legislative Director, FTB
(916) 845-6333
gail.hall@ftb.ca.gov

From Senate Governance and Finance Committee analysis, dated April 29, 2016.

