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HOPE and lifetinme learning credit, conformto the deduction for interest on
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the rules relating to qualified state tuition prograns contained in the federal
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lifetime learning credits.

EFFECTIVE DATE
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begi nning after that date. However, the lifetine learning credit applies only
wWith respect to expenses paid after June 30, 1998, in taxable years ending after
that date, for education furnished in academ c periods beginning after that date.

LEG SLATI VE H STORY

AB 530 (Stats. 1997, Ch. 851)

SPECI FI C FI NDI NGS

1. HOPE and Lifetinme Learning Credit

Federal Law

I ndi vi dual taxpayers are allowed to claima non-refundabl e HOPE credit or
lifetine learning credit agai nst federal inconme taxes. The HOPE credit rate
is 100%on the first $1,000 of qualified tuition and fees, and 50% on the
next $1,000 of qualified tuition and fees. The lifetine learning credit is
20% of the first $5,000 (increased to $10,000 per student in 2003) of
qualified tuition and fees per taxpayer. Both the HOPE and the lifetine
learning credit are available only for tuition and fees required for the
enrol Il ment or attendance of an eligible student at an eligible institution
and are not avail able for expenses incurred to purchase books or for room
and board. For each taxable year, a taxpayer nust elect with respect to an
eligible student either the HOPE credit, the lifetine |earning credit, or
the exclusion fromgross incone for certain distributions froman education
| RA.

Nei ther the HOPE nor the lifetime learning credit is available to married
taxpayers filing separate returns. Married taxpayers nust file joint tax
returns to qualify for the credits.

A. HOPE credit

The HOPE credit is for tuition and fees paid for the first two years of the
student’ s post-secondary education in a degree or certificate program The
qualified tuition and rel ated expenses nust be incurred on behalf of the

t axpayer, the taxpayer’s spouse, or a dependent. Beginning in 2001, the
maxi mum credit amount of $1,500 will be indexed for inflation, rounded down
to the closest nmultiple of $50.

The HOPE credit may not be clai med agai nst a taxpayer’s alternative m ni mum
tax (AMI) liability. The HOPE credit anount that a taxpayer may ot herwi se
claimis phased out ratably for taxpayers with nodified AG between $40, 000
and $50, 000 ($80,000 and $100,000 for joint returns). Modified AG@ includes
anounts ot herwi se excluded with respect to inconme earned abroad (or incomne
fromPuerto Rico or US. possessions). The inconme phase-out ranges will be
i ndexed for inflation occurring after the year 2000, rounded down to the
closest nultiple of $1,000. The HOPE credit is available in the taxable year
t he expenses are paid, subject to the requirenment that the education
commence or continue during that year or during the first three nonths of
the next year. Qualified tuition expenses paid with the proceeds of a | oan
generally are eligible for the HOPE credits (rather than repaynent of the

|l oan itself).
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The Treasury Departnment is granted authority to issue regulations providing
that the HOPE credit will be recaptured in cases where the student or

t axpayer receives a refund of tuition and rel ated expenses with respect to
which a credit was clainmed in a prior year.

If a student is clainmed as a dependent by the parent or other taxpayer, the
eligible student is not entitled to claima HOPE credit for that taxable
year on the student’s own tax return. |If a parent (or other taxpayer)
clainms a student as a dependent, any qualified tuition and rel ated expenses
paid by the student are treated as paid by the parent (or other taxpayer)
for purposes of this provision.

For each taxable year, a taxpayer may elect with respect to an eligible
student either the HOPE credit, the lifetine |earning credit, or the
exclusion fromgross inconme for certain distributions froman education |RA
Thus, for exanple, if a parent clains a child as a dependent for a taxable
year, then all qualified tuition expenses paid by both the parent and child
are deened paid by the parent, and the parent nay claimthe HOPE credit
(assumng that the AD phaseout does not apply) on the parent’s return.

e Qualified Tuition and Fees

The HOPE credit is available for “qualified tuition and related
expenses,” meaning tuition and fees required for the enrollment or
attendance of an eligible student at an eligible educational

institution, as defined. The credit is not available for expenses
incurred to purchase books. Charges and fees associated with meals,
lodging, student activities, athletics, insurance, transportation, and
similar personal, living or family expenses are also not included.

The expenses of education involving sports, games, or hobbies are not
qualified tuition and related expenses unless this education is part

of the student's degree program.

Qualified tuition and fees generally include only out-of-pocket
expenses. Qualified tuition and fees do not include expenses covered
by educational assistance that is not required to be included in the
gross income of either the student or the taxpayer claiming the
credit. Thus, total qualified tuition and fees are reduced by any
scholarship or fellowship grants excludable from gross income under
present-law and any other tax-free educational benefits received by
the student during the taxable year. No reduction of qualified

tuition and fees is required for a gift, bequest, devise, or

inheritance. A HOPE credit is not allowed with respect to any
education expense for which a deduction is claimed as a business
expense or under any other section of the Internal Revenue Code.

e Coordination with U.S. Savings Bonds

The TRA of 1997 amended the exclusion from income of interest earned
from federal savings bonds if used for higher education to provide

that the amount of qualified higher education expenses taken into
account for that purpose is reduced by the amount of the expenses
taken into account in determining the HOPE credit or the lifetime
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learning credit clainmed by any taxpayer with respect to the student
for the taxable year

e Eligible Student

An eligible student for purposes of the HOPE credit is an individual
who is enrolled in a degree, certificate, or other program (including
a program of study abroad approved for credit by the institution at
whi ch such student is enrolled) |eading to a recogni zed educati ona
credential at an eligible educational institution. The student nust
pursue a course of study for at |east one academ c period which begins
during the taxable year and nust carry at |east one-half the nornmnal
full-time work |oad for the course of study the student is pursuing.
In addition, an eligible student may not have been convicted of a
federal or state felony consisting of the possession or distribution
of a controlled substance.

e Eligible Educational Institutions

El i gi bl e educational institutions are defined by reference to section
481 of the Hi gher Education Act of 1965. Such institutions generally
are accredited post-secondary educational institutions offering credit
toward a bachel or’s degree, an associate’ s degree, or another

recogni zed post-secondary credential. Certain proprietary
institutions and post-secondary vocational institutions also are

eligi ble educational institutions. The institution nust be eligible
to participate in Departnent of Education student aid prograns.

B. Lifetime Learning Credit

Taxpayers may claima non-refundable lifetine | earning credit agai nst

federal inconme taxes equal to 20% of qualified tuition and fees incurred
during the taxable year on behalf of the taxpayer, the taxpayer’'s spouse, or
any dependents. For expenses paid after June 30, 1998, and prior to January
1, 2003, up to $5,000 of qualified tuition and fees per taxpayer return wll
be eligible for the 20% lifetime learning credit (i.e., the maxi mumcredit
per taxpayer return will be $1,000). For expenses paid after Decenber 31,
2002, up to $10,000 of qualified tuition and fees per taxpayer return wll
be eligible for the 20% lifetinme learning credit (i.e., the maxi mum credit
per taxpayer return will be $2,000). 1In contrast to the HOPE credit, a
taxpayer nmay claimthe lifetinme learning credit for an unlimted nunber of
taxable years. Also in contrast to the HOPE credit, the maxi mum anount of
the lifetime learning credit that may be clained on a taxpayer’s return will
not vary based on the nunber of students in the taxpayer’'s famly. The
lifetinme learning credit is phased out ratably over the sanme phase-out range
that applies for purposes of the HOPE credit--i.e., taxpayers with nodified
AG between $40, 000 and $50, 000 ($80,000 and $100, 000 for joint returns).
The inconme phase-out ranges will be indexed for inflation occurring after
the year 2000, rounded down to the closest multiple of $1, 000.

The lifetime learning credit is available in the taxable year the expenses
are paid, subject to the requirenment that the education conmence or continue
during that year or during the first three nonths of the next year.
Qualified tuition and fees paid with the proceeds of a |oan generally are
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eligible for the lifetime learning credit (rather than repaynent of the | oan
itself).

e« Dependent Students

As with the HOPE credit, a taxpayer may claimthe lifetine |earning
credit with respect to a student who is not the taxpayer or the

t axpayer’s spouse (e.g., in cases where the student is the taxpayer’s
child) only if the taxpayer clains the student as a dependent for the
taxabl e year for which the credit is clained. If a parent (or other
taxpayer) clains a student as a dependent, any qualified tuition and
rel ated expenses paid by the student are treated as paid by the parent
(or other taxpayer) for purposes of this provision and, as with the
HOPE credit, the student is not entitled to the credit on the students
own tax return.

e Election of Lifetinme Learning Credit

For each taxable year, a taxpayer nay elect with respect to an
eligible student either the HOPE credit, the lifetinme learning credit,
or the exclusion fromgross inconme for certain distributions froman
education | RA

e Qualified Tuition and Fees

The lifetime learning credit is available for “qualified tuition and

fees,” meaning tuition and fees required for the enrollment or
attendance of the eligible student at an eligible institution.

Quialified tuition and fees are defined in the same manner as under the
HOPE credit provisions.

» Eligible Educational Institutions

Eligible educational institutions are (as with the HOPE credit)
defined by reference to section 481 of the Higher Education Act of
1965.

* Regulations

The Secretary of the Treasury (in consultation with the Secretary of
Education) is granted authority to issue regulations to implement the
provision. The Secretary of the Treasury will have authority to issue
regulations providing appropriate rules for recordkeeping and
information reporting. These regulations may address the information
reports that eligible educational institutions will be required to

file to assist students and the IRS in calculating the amount of the
lifetime learning credit potentially available.

California Law

California currently has no comparable credit.

Thi s bi || would partially conform to the federal HOPE and lifetime learning
credit by allowing a non-refundable credit equal to a HOPE credit for 25% of
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qualified tuition and rel ated expenses paid by the taxpayer during the

t axabl e year (for education furnished to the eligible student during any
academ c period beginning in that year) that exceed $1,000 (as adjusted for
inflation) and do not exceed $2,000 (as adjusted for inflation), plus a
lifetinme learning credit for 5% of qualified tuition and rel ated expenses
(up to a lifetime aggregate of $5,000) paid by the taxpayer during the

t axabl e year

The $5,000 lifetinme aggregate limt is increased to a lifetinme aggregate
limt of $10,000 in taxable years beginning on or after January 1, 2003.

This bill confornms to the federal rules relating to eligibility for and
determ nation of the anpunt of these credits and, in addition, specifies
that the lifetine learning credit is not allowed to be clained on the state
return with respect to a student for which the taxpayer has clained the
federal 100% HOPE credit for the sane taxable year

2. Deduction for interest on education |oans

Backgr ound

The Tax Reform Act of 1986 repeal ed the deduction for personal interest.
Student loan interest generally is treated as personal interest and thus is
not allowable as an item zed deduction. Taxpayers, in general, may not
deduct education and training expenses. However, a deduction for education
expenses is allowed as a trade or business expense if the education or
training (1) maintains or inproves a skill required in a trade or business
currently engaged in by the taxpayer, or (2) neets the express requirenents
of the taxpayer’s enployer, or requirenments of applicable |aw or

regul ations, inposed as a condition of continued enploynment. Education
expenses are not deductible if they relate to certain nini num educati onal
requirements or to education or training that enables a taxpayer to begin
working in a new trade or business. 1In the case of an enpl oyee, education
expenses (if not reinbursed by the enployer) may be clained as an item zed
deduction only if such expenses relate to the enployee’s current job and
only to the extent that the expenses, along with other m scell aneous
deductions, exceed 2% of the taxpayer’s adjusted gross incone (AQ).

Federal Law

Under the TRA of 1997, certain individuals who have paid interest on
qual i fi ed education | oans may clai man above-the-1line deduction for such

i nterest expenses, up to a nmaxi mum deduction of $2,500 for the 2001 taxable
year. The nmaxi mum deduction is phased in over four years, with a $1, 000
maxi mum deduction in 1998, $1,500 in 1999, $2,000 in 2000, and $2,500 in
2001. The maxi num deduction anmobunt is not indexed for inflation.

In addition, the deduction is phased out ratably for individual taxpayers
with nodified AG of $40, 000-$55, 000 ($60, 000-$75,000 for joint returns).

The deduction is allowed only with respect to interest paid on a qualified
education |loan during the first 60 nonths in which interest paynents are
requi red. Months during which the qualified education loan is in deferra
or forbearance do not count against the 60-nmonth period. No deduction is
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allowed to an individual if that individual is clainmd as a dependent on
anot her taxpayer’s return for the taxable year. A qualified education |oan
generally is defined as any indebtedness incurred to pay for the qualified
hi gher educati on expenses of the taxpayer, the taxpayer’'s spouse, or any
dependent of the taxpayer as of the time the indebtedness was incurred in
attendi ng (1) post-secondary educational institutions and certain vocational
school s defined by reference to section 481 of the Hi gher Education Act of
1965, or (2) institutions conducting internship or residency prograns

|l eading to a degree or certificate froman institution of higher education,
a hospital, or a health care facility conducting postgraduate training.

Qual i fied higher education expenses are defined as the student’s cost of
attendance as defined in section 472 of the Hi gher Education Act of 1965
(generally, tuition, fees, roomand board, and rel ated expenses), reduced by
(1) any amount excluded from gross incone for redenption of U S. savings
bonds, (2) any anount distributed froman education | RA and excl uded from
gross inconme, and (3) the amount of any scholarship or fellowship grants
excl udabl e fromgross incone, as well as any other tax-free educati onal
benefits, such as enpl oyer-provided educational assistance, that is

excl udabl e fromthe enpl oyee’s gross incone.

California Law

California |aw generally is in conformty with the Internal Revenue Code as
it read on January 1, 1997, as it relates to educational incentives, which
did not allow a deduction for student |oan interest.

This bill would allow a deduction for the interest paid by the taxpayer
during the taxable year on any qualified education loan up to the foll ow ng
maxi mum amount s:

Taxabl e Year Maxi mum
1998 $1, 000
1999 $1, 500
2000 $2, 000

2001 or thereafter $2, 500

3. Modifications of qualified state tuition prograns

Backgr ound

Internal Revenue Code Section 529 (enacted as part of the Small Business Job
Protection Act of 1996) provides tax-exempt status to “qualified state

tuition programs,” meaning certain programs established and maintained by a

state (or agency or instrumentality thereof) under which persons may (1)

purchase tuition credits or certificates on behalf of a designated

beneficiary that entitle the beneficiary to a waiver or payment of qualified

higher education expenses of the beneficiary, or (2) make contributions to

an account that is established for the purpose of meeting qualified higher

education expenses of the designated beneficiary of the account.

“Qualified higher education expenses” are defined as tuition, fees, books,
supplies, and equipment required for the enroliment or attendance at a
college or university (or certain vocational schools). Prior to the 1997
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Taxpayer Relief Act, qualified higher education expenses did not include
room and board expenses. That section also provides that no amount shall be
included in the gross inconme of a contributor to, or beneficiary of, a
qualified state tuition programw th respect to any distribution from or
earni ngs under, such program except that (1) anmounts distributed or

educati onal benefits provided to a beneficiary (e.g., when the beneficiary
attends college) will be included in the beneficiary’'s gross incone (unless
excl udabl e under anot her Code section) to the extent such anmounts or the

val ue of the educational benefits exceed contributions made on behal f of the
beneficiary, and (2) amounts distributed to a contributor (e.g., when a
parent receives a refund) will be included in the contributor’s gross incone
to the extent such anounts exceed contributions nmade by that person.
Specifically, section 529(c)(3)(A) provides that any distribution under a
qualified State tuition programshall be includible in the gross incone of
the distributee in the same manner as provided under present-law Interna
Revenue Code section 72 to the extent not excluded from gross incone under
any other provision of the Internal Revenue Code.

Federal Law

The 1997 Taxpayer Relief Act made the follow ng nodifications and
clarifications to Section 529 of the Internal Revenue Code, which governs
the tax treatnment of qualified State tuition prograns.

* Room and board expenses -- Expands the definition of “qualified higher
education expenses” to include room and board expenses (meaning the
minimum room and board allowance applicable to the student as
determined by the institution in calculating costs of attendance for
federal financial aid programs under section 472 of the Higher
Education Act of 1965) for any period during which the student is at
least a half-time student.

» Eligible educational institution -- Expands the definition by defining
the term by reference to section 481 of the Higher Education Act of
1965.

Such institutions generally are accredited post-secondary educational
institutions offering credit toward a bachelor's degree, an

associate's degree, a graduate-level or professional degree, or
another recognized post-secondary credential. Certain proprietary
institutions and post-secondary vocational institutions also are
eligible institutions. The institution must be eligible to

participate in Department of Education student aid programs.

*  Member of family -- Expands the definition of family member for
purposes of allowing tax-free transfers or rollovers of credits or
account balances in qualified state tuition programs (and
redesignations of named beneficiaries), so that the term means, with
respect to the taxpayer, a son or daughter or descendent of either, a
stepson or stepdaughter, a brother, sister, stepbrother, or
stepsister, the father, mother, or ancestor of either, a stepfather or
stepmother, nephews, nieces, aunts, uncles, and certain in-laws as
well as the spouse of any of these persons.
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The 1997 Taxpayer Relief Act also provides a special rule that, in the
case of any contract executed prior to August 20, 1996 (i.e., the date
of enactnment of Section 529), that section will be applied w thout
regard to the requirenent that a distribution be transferred to a
menber of the famly or the requirenent that a change in beneficiaries
may be made only to a nmenber of the fanily.

e Prohibition against investnent direction-- Clarifies the present-Ilaw
rule that qualified state tuition prograns may not allow contributors
or designated beneficiaries to direct the investnent of contributions
to the program (or earnings thereon) by specifically providing that
contributors and beneficiaries may not “directly or indirectly” direct
the investment of contributions to the program (or earnings thereon).

« Interaction with HOPE credit and Lifetime Learning credit-- Under the
1997 Taxpayer Relief Act (as under present law the earnings portion of
the distribution from a qualified state tuition program (whether made
in cash or in-kind) will be includible in the gross income of the
distributee. However, to the extent that a distribution from a
qualified state tuition program is used to pay for qualified tuition
and fees, the distributee (or another taxpayer claiming the
distributee as a dependent) will be able to claim the HOPE credit or
lifetime learning credit provided for by the 1997 Taxpayer Relief Act
with respect to such tuition and fees (assuming that the other
requirements for claiming the HOPE credit or lifetime learning credit
are satisfied).

In cases where in-kind benefits are provided to a beneficiary under a
qualified state prepaid tuition program, the provision of such

benefits is treated as a distribution to the beneficiary. Thus, to

the extent such in-kind benefits, if paid for by the beneficiary,

would constitute payment of qualified tuition and fees for purposes of
the HOPE credit or lifetime learning credit, the beneficiary (or

another taxpayer claiming the beneficiary as a dependent) may be able
to claim the HOPE credit or lifetime learning credit with respect to
payments that are deemed to be made by the beneficiary with respect to
the in-kind benefit.

» Federal estate and gift tax -- Any contribution to a qualified tuition
program or education IRA will be treated as a completed gift of a
present interest from the contributor to the beneficiary at the time
of the contribution. Thus, contributions made to a qualified tuition
program and/or education investment account will be eligible for the
present law annual gift tax exclusion and also will be excludable for
purposes of the generation-skipping transfer tax (provided that the
contribution, when combined with any other contributions made by the
donor to that same beneficiary, does not exceed the annual gift-tax
exclusion limit of $10,000 in the case of an individual or $20,000 in
the case of a married couple that elects to split their gifts).
Contributions to a qualified tuition program (either a state-sponsored
program or one maintained by a private education institution) or to an
education IRA will not, however, be eligible for the educational
expense exclusion. In no event will a distribution from a qualified
tuition program or education investment account be treated as a
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taxable gift.

A special rule is provided in the case of contributions that exceed
the i ndexed annual gift tax exclusion limt (currently $10,000 for

i ndi viduals). For such contributions, the contributor may elect to
have the contribution treated as if nade ratably over a five-year
period. Under this rule, a donor currently may contribute up to

$50, 000 every five years ($100,000 in the case of a married couple
that elects gift splitting) with no gift tax consequences, assum ng no
other gifts are made fromthe donor to the beneficiary during the
five-year period. A gift tax return nust be filed with respect to any
contribution in excess of the annual gift-tax exclusion limt, and the
el ection for five-year averagi ng nust be nmade on the contributor’s
gift tax return.

I f a donor mnaking an over-$10,000 contribution dies during the five-
year averagi ng period, the portion of the contribution that has not
been allocated to the years prior to death is includible in the
donor’s estate.

If a beneficiary’s interest is rolled over to another beneficiary,
there are no transfer tax consequences if the two beneficiaries are in
the sanme generation. If a beneficiary's interest is rolled over to a
beneficiary in a |ower generation (e.g., parent to child or uncle to
ni ece), the five-year averaging rule described above may be applied to
exenpt up to $50,000 of the transfer fromgift tax.

The federal estate and gift tax treatnent of educational accounts has
no effect on the actual rights and obligations of the parties pursuant
to the terns of the contracts under State |aw.

Transfers or rollovers of credits or account bal ances from an account
benefiting one beneficiary to an account benefiting anot her
beneficiary (or a change in the designated beneficiary) will not be
treated as a taxable gift to the extent that the new beneficiary is:
(1) a menber of the famly of the old beneficiary (as defined above),
and (2) assigned to the sane generation as the old beneficiary (within
t he neaning of Internal Revenue Code section 2651). In all other
cases, a transfer fromone beneficiary to another beneficiary (or a
change in the designated beneficiary) will be treated as a taxable
gift fromthe old beneficiary to the new beneficiary to the extent it
exceeds the $10, 000 present-law annual gift tax exclusion. Thus, a
transfer of an account froma brother to his sister will not be
treated as a taxable gift, whereas a transfer froma father to his son
will be treated as a taxable gift (to the extent it exceeds the

$10, 000 present-law gift tax exclusion).

For estate tax purposes, the value of any interest in a qualified
tuition programor education investnment account will be includible in
the estate of the designated beneficiary. |In no event will such
interests be includible in the estate of the contributor.
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California Law

AB 530 (Stat. 1997, Ch. 851), under the Education Code, created the Gol den
State Schol arshare Trust, effective for taxable years beginning on or after
January 1, 1998. (The CGolden State Schol arshare was designed to neet the
requi rements of Section 529 of the Internal Revenue Code as a state-
sponsored qualified tuition program) The Revenue and Taxati on Code was
nmodi fied to nake the Schol arshare trust tax exenpt and earnings on the
deposits to the trust non-taxable to the participant or beneficiary until
the earnings are distributed. AB 530 states under uncodified law that it is
the intent of the Legislature that the Gol den State Schol arshare program be
mai ntained as a qualified state tuition programas provided in Section 529
of the Internal Revenue Code. Further, AB 530 is to be applied in a manner
consistent with Section 529 of the Internal Revenue Code and any anbiguities
shall be resol ved consistent with Section 529 of the Internal Revenue Code.

This bill would conformthe Revenue and Taxation Code to the federal
nodi fications and clarifications governing the incone tax treatnent of
qualified state tuition prograns.

Since California has no gift tax and the state estate tax is a “pick-up” tax
(i.e. the tax is equal to the maximum federal credit for state estate tax
allowed on the federal estate tax return for that decedent), the federal
estate and gift tax modifications do not apply to California.

Policy Considerations

Most credits are enacted with a sunset date so the Legislature may review
their effectiveness. The HOPE credit and lifetime learning credit do not
contain a sunset date.

Implementation Considerations

Federal law allows the deduction for interest on education loans to be taken

in computing adjusted gross income (AGI). Thus, all taxpayers paying this
type of interest receive the benefit of the deduction, not only those who

have itemized deductions which exceed the standard deduction. This is known
as an above-the-line deduction. As an above-the-line deduction on the

federal return, this interest deduction will appear on a significant number

of the most simple returns (i.e. the 1040EZ and TELEFILE returns) of former
students entering the work force in entry-level positions.

The California return begins with federal AGI. Since the bill currently does
not contain language which would allow this same above-the-line treatment
for state purposes, an adjustment to federal AGI would be required as well
as allowing this deduction as an itemized deduction. Those adjustments can
be made only on the long Form 540. Thus, those taxpayers who previously
were eligible to file the most simple state returns (i.e. 540EZ and TELEFILE
returns) would now be required to file the long form 540 to take this
deduction as an itemized deduction instead of an above-the-line deduction.

Technical Considerations
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In subdivision (c) of Section 17053.51 as added by this bill,

(Scott)

to “Section 25A(c)(2)(A)” should instead read “Section 25A(c)(2)(A) of the
Internal Revenue Code”.

FISCAL IMPACT

Departmental Costs

If the implementation consideration is resolved, this bill would not
significantly impact the department’s costs.

Tax Revenue Estimate

Revenue losses from this provision are estimated as follows:

Estimated Revenue Impact of AB 1613
Taxable Years Beginning 1/1/98
Assumed Enactment After 6/30/98

1998-9 | 1999-0 [2000-01
Hope Credit (B18)  ($14) ($14)
Lifetime Learning Credit  ($61) | ($53) | ($55)
Deduction of Interest ($14)| ($15) | (%1b)
Total ($93) ($82) ($85)

The provisions relating to the Scholarshare program would not change
baseline revenue projections since the proposal addresses modifications and
clarifications that were considered in the revenue estimates of AB530
(Stats. 1997, Ch. 851).

This analysis does not consider the possible changes in employment, personal
income, or gross state product that could result from this proposal.

Tax Revenue Discussion

HOPE and Lifetime Learning Credits

These estimates were derived from information from the California
Postsecondary Education Commission on student profiles and costs, combined
with state tax return data on income and tax liability distributions. For
1998 it is projected that approximately 1,065,000 taxpayers (138,000
taxpayers claiming the Hope credit and 928,000 claiming the Lifetime
Learning credit) would claim education credits.

Deduction for Interest on Education Loans

These estimates were derived from information from the California Aid
Commission Office on students loans. The vast majority of taxpayers would
be former students (rather than parents) with modest incomes. It was
projected that of the approximately 1 million students in repayment status,
half (500,000) would claim the interest deduction for tax year 1998. Many
would not be eligible due to the interest period limitation (first 60 months

of payments), AGI tests, home equity financing of loans for which interest

the reference
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is currently deductible, and defaults on loans. It was assuned that the
average annual interest paynment woul d be $600 (one-half of an average annual
paynment of $1,200). |If a marginal tax rate of 4.5%is applied to these
deductions, the inpact would be around $14 mllion.

BOARD PCSI TI ON

Pendi ng.



