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Education Tax Credits

AGENCY: Internal Revenue Service (IRS), Treasury.

ACTI ON:  Notice of proposed rul emaking and requests to hold a

vi deoconf erence public hearing.

SUMVARY: Thi s docunent contains proposed regulations relating to
t he Hope Scholarship Credit and the Lifetinme Learning Credit in
section 25A of the Internal Revenue Code. These proposed
regul ati ons provi de gui dance to individuals who may cl ai mthe
Hope Schol arship Credit or the Lifetinme Learning Credit for
certain postsecondary educational expenses. This docunent also
announces that a public hearing will be held on the proposed
regul ati ons upon request and that persons outside the Washi ngton,
DC, area who wish to testify at the hearing may request that the
| RS vi deoconference the hearing to their sites.

DATES: Witten or electronically generated conments nust be
received by April 6, 1999. Requests to videoconference the
hearing to other sites nust be received by March 8, 1999.
ADDRESSES: Send subm ssions to: CC DOM CORP: R

(REG 106388-98), room 5226, Internal Revenue Servi ce,
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POB 7604, Ben Franklin Station, Washington, DC 20044.
Subm ssions may be hand delivered Monday through Friday between
the hours of 8 am and 5 ppm to: CC DOM CORP: R (REG 106388-
98), Courier’s Desk, Internal Revenue Service, 1111 Constitution
Avenue., NW, Washington, DC. Alternatively, taxpayers may
submt comments electronically via the internet by selecting the
"Tax Regs" option on the IRS Honme Page, or by submitting comments
directly to the IRS internet site at
http://ww. irs.ustreas. gov/prod/tax_regs/comments. htm. The IRS
Wi ll publish the time and date of the public hearing and the
| ocations of any videoconferencing sites in the Federal Register.
FOR FURTHER | NFORMATI ON CONTACT: Concerning the regul ati ons,
Donna Wl ch, (202) 622-4910; concerning subm ssions of comments,
the hearing, and/or to be placed on the building access list to
attend the hearing, contact Mchael L. Slaughter, (202) 622-7190
(not toll-free nunbers).
SUPPLEMENTARY | NFORMATI ON:
Paper wor k Reducti on Act

The collection of information contained in this notice of
proposed rul emaki ng has been submtted to the Ofice of
Managenent and Budget for review in accordance with the Paperwork
Reduction Act of 1995 (44 U S.C. 3507(d)). Comments on the
collection of information should be sent to the Ofice of
Managenent and Budget, Attn: Desk Oficer for the Departnent of
the Treasury, O fice of Information and Regul atory Affairs,

Washi ngton, DC 20503, wth copies to the Internal Revenue
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Service, Attn: |IRS Reports Clearance Oficer, OP:FS:FP
Washi ngton, DC 20224. Comments on the collection of information
shoul d be received by March 8, 1999. Comments are specifically
request ed concer ni ng:

Whet her the proposed collection of information i s necessary
for the proper performance of the functions of the Internal
Revenue Service, including whether the information will have
practical utility;

The accuracy of the estimted burden associated with the
proposed col l ection of information (see bel ow);

How the quality, utility, and clarity of the information to
be coll ected may be enhanced,

How t he burden of conplying with the proposed collection of
i nformati on may be m nimzed, including through the
application of automated collection techni ques or other
forms of information technol ogy; and

Estimates of capital or start-up costs and costs of
oper ati on, mai ntenance, and purchase of services to provide

I nformati on.

The collection of information in this proposed regulation is
in 81.25A-1(d) and (f). Taxpayers must elect to claim an
education credit by attaching Form 8863, "Education Credits (Hope
and Lifetime Learning Credits)," to a timely filed (including
extensions) federal income tax return for the taxable year in
which a credit is claimed. This collection of information is

required in order for a taxpayer to elect to claim an education
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credit. This information wll be used to carry out the internal

revenue laws. The |ikely respondents are individuals.

The reporting burden contained in 81.25A-1(d) and (f) is
reflected in the burden of Form 8863, "Education Credits (Hope
and Lifetime Learning Credits)," and Form 1040, "U.S. Individual
Income Tax Return."

An agency may not conduct or sponsor, and a person is not
required to respond to, a collection of information unless
it displays a valid control number assigned by the Office
of Management and Budget.

Books or records relating to a collection of information
must be retained as long as their contents may become
material in the administration of any internal revenue
law. Generally, tax returns and tax return information are
confidential, as required by 26 U.S.C. 6103.
Backgr ound

The Taxpayer Relief Act of 1997 (Public Law 105-34 (111
Stat. 788) (TRA '97)) added section 25A to the Internal Revenue
Code to provide the Hope Scholarship Credit and the Lifetime
Learning Credit (education credits). In general, the Hope
Scholarship Credit and the Lifetime Learning Credit allow
taxpayers to claim a nonrefundable credit against their federal
income taxes for certain postsecondary educational expenses. On
November 17, 1997, the IRS published Notice 97-60 (1997-46 |.R.B.
8) to provide general guidance on the higher education tax

incentives enacted by TRA '97, including the Hope Scholarship
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Credit and the Lifetinme Learning Credit. This docunent contains
proposed amendnents to the I ncome Tax Regul ations (26 CFR part 1)
to provide detail ed guidance on the education credits in section
25A.

TRA * 97 al so added section 6050S to the Code, which requires
eligible educational institutions to file information returns to
assi st taxpayer and the IRS in determ ning the education credit
that taxpayers may clai munder section 25A. The IRS has
publ i shed several notices outlining the limted information
returns that are required for 1998 and 1999. On Decenber 22,
1997, the IRS published Notice 97-73 (1997-51 |.R B. 16), which
describes the information that nust be reported for 1998. On
Sept enber 8, 1998, the I RS published Notice 98-46 (1998-36 |.R B.
21), which extends the application of Notice 97-73 to information
returns required under section 6050S for 1999. Finally, on
Decenber 7, 1998, the IRS published Notice 98-59 (1998-49 |.R B.
16), which nodified the two prior Notices by providing that an
el igible educational institution is not required to file
I nformati on returns under section 6050S for 1998 or 1999 with
respect to either: (1) students who are enrolled during the year
only in courses for which the student receives no academ c credit
fromthe educational institution; or (2) nonresident alien
students, unless requested to do so by the student. The IRS and
the Treasury Departnent intend to issue separate regul ations on
the information reporting required under section 6050S for years

after 1999.



Expl anati on of Provisions

1. Calculation of Education Credit and General Eligibility
Requi r enent s

Under the proposed regul ations, a taxpayer may claima
nonr ef undabl e education credit equal to the total of the Hope
Schol arship Credit and the Lifetinme Learning Credit allowed for
the taxpayer, the taxpayer’s spouse, and any cl ai med dependents.
An education credit in excess of a taxpayer’'s tax liability for
t he taxabl e year can not be refunded. As with other personal
credits, section 25A does not allow a carryforward of an unused
education credit or a carryforward of excess qualified expenses.

The proposed regul ations provide rules for the coordination
of the Hope Scholarship Credit and the Lifetine Learning Credit.
The proposed regul ati ons provide that, in the sane taxable year,
a taxpayer may claima Hope Schol arship Credit for each eligible
student’s qualified tuition and rel ated expenses and a Lifetine
Learning Credit for one or nore other students’ qualified tuition
and rel ated expenses. The regul ations provide that a taxpayer
may claimeither the Hope Schol arship Credit or the Lifetine
Learning Credit, but not both, for the qualified tuition and
rel ated expenses of the sane student in the sane taxable year. A
Hope Schol arship Credit nmay be clained for the qualified tuition
and rel ated expenses (up to a specified limt described bel ow) of
each eligible student. The Lifetine Learning Credit may be
clainmed for the aggregate anount of qualified tuition and rel ated
expenses (up to a specified limt described below of those

students for whom no Hope Scholarship Credit is clained.
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Consi stent with the inconme limtations in section 25A(d),

t he proposed regul ati ons provide that the education credit
al l owed i s phased out for taxpayers with nodified adjusted gross
i ncone between $40, 000 and $50, 000 ($80, 000 and $100, 000 for
taxpayers filing a joint return) for the taxable year. For
taxabl e years begi nning after 2001, these anounts will be
adjusted for inflation. Based on the definition in section

25A(d) (3), the regul ations define nodified adjusted gross incone

as the adjusted gross incone (as defined in section 62) of the

t axpayer for the taxable year increased by any anount excl uded
fromgross incone under section 911, 931, or 933 (relating to

I ncome earned abroad or fromcertain U S. possessions or Puerto
Rico). The anpunt of an otherw se all owabl e education credit for
a taxable year that is reduced solely by reason of the nodified
adj usted gross incone limtation can not be carried forward and
claimed in a subsequent taxable year.

Consi stent with the requirenents in section 25A(e)(1), the
proposed regul ati ons provide that a taxpayer nust elect to claim
t he education credit. The election nust be nmade by attaching
Form 8863, "Education Credits (Hope and Lifetinme Learning
Credits),"” to the taxpayer’s federal inconme tax return for the
taxabl e year in which the credit is clained. Consistent with the
identification requirenents in section 25A(g) (1), the regul ations
provi de that a taxpayer nust include on the federal incone tax
return the nane and taxpayer identification nunber of each

student for whomthe credit is clained.



8

Consistent with the requirenents in section 25A(e)(2), the
proposed regul ati ons provide that no education credit is allowed
for a taxable year for the qualified tuition and rel ated expenses
of a student if: (1) during the taxable year, a distributionis
made to, or on behalf of, the student from an education
i ndi vidual retirement account described in section 530(b); and
(2) any portion of the distribution is excluded from gross incone
under section 530(d)(2).

The proposed regul ati ons provi de gui dance on the rules for
claimng an education credit in the case of a dependent. The
regul ations provide that, if the student is a clainmed dependent
of another taxpayer, only that taxpayer may clai mthe education
credit for the student’s qualified tuition and rel ated expenses.
The regul ations explain that, if the taxpayer is eligible to, but
does not, claimthe student as a dependent, only the student may
claimthe education credit for the student’s qualified tuition
and rel ated expenses.

2. Definitions

The proposed regul ati ons provide that a clained dependent is
a dependent (as defined in section 152) for whom a deduction
under section 151 is allowed on the taxpayer’s federal incone tax
return for the taxable year in which the credit is clained.

Based on the requirenents of section 25A(f)(2), the proposed

regul ati ons provide that an eligible educational institution

means a col | ege, university, vocational school, or other

post secondary educational institution that: (1) is described in
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section 481 of the H gher Education Act of 1965 (HEA) (20 U.S.C
1088) as in effect on August 5, 1997 (generally all accredited
public, nonprofit, and proprietary postsecondary institutions);
and (2) participates in a federal student financial aid program
under title IV of the HEA (20 U . S.C. 1070 et seq.) or is
certified by the Departnent of Education as eligible to

participate in such a program but chooses not to participate.

The proposed regul ati ons provi de that acadeni c period neans
a quarter, senester, trinester, or other period of study (such as
a sunmer school session) as reasonably determ ned by the eligible
educational institution. Neither section 25A nor its |egislative

hi story defines the termacadem c period. Additionally, the

Departnment of Education does not have a recogni zed definition of

acadenm c period. The definition in the regulation is intended to

Include institutions that use traditional academ c terns and
I nstitutions that do not use academ c terns, but for exanple use
clock hours or credit hours. The IRS and Treasury invite

comments on this definition of academ c period as well as

suggestions on alternative definitions.
Based on the definition in section 25A(f) (1), the proposed

regul ations define qualified tuition and rel ated expenses as the

tuition and fees required for the enroll nent or attendance of a
student for courses of instruction at an eligible educational
institution. This definition is generally consistent with the

definition of tuition and fees contained in section 472(1) of the

HEA (20 U.S.C. 1087I1(1)). See HR Conf. Rep. No. 599, 105th
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Cong., 2d Sess., at p. 321 (1998). The regul ations provide that,
in general, the test for determning whether a fee is treated as
a qualified tuition and rel ated expense is whether the fee is
required to be paid to the eligible educational institution by
students as a condition of the students’ enrollnent or attendance
at the institution. The regulations specifically provide that
qualified tuition and rel ated expenses include fees for books,
supplies, and equi pnent used in a course of study only if the
fees nmust be paid to the eligible educational institution for the
enrol | ment or attendance of the student at the institution.
Simlarly, the regulations provide that, in general, qualified
tuition and rel ated expenses include nonacadem c fees (fees
charged by an eligible educational institution that are not used
directly for, or allocated to, an academ c course of study) only
If the fees nust be paid to the eligible educational institution
for the enrollnment or attendance of the student at the
I nstitution.

However, based on the |legislative history to section 25A,
t he proposed regul ations provide that qualified tuition and
rel ated expenses do not include the costs of room and board,
I nsurance, nedical expenses (such as student health fees),
transportation, and simlar personal, living, or famly expenses,
regardl ess of whether the fees nust be paid to the eligible
educational institution for the enrollnment or attendance of the
student at the institution. See H R Conf. Rep. No. 220, 105th
Cong., 1st Sess., at p. 343, 346 (1997). Further, based on the
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limtations in section 25A(f)(1)(B) and (c)(2)(B), the
regul ations provide that qualified tuition and rel ated expenses
do not include expenses that relate to any course of instruction
or other education that involves sports, ganes, hobbies, or any
noncredit course, unless the course is part of the student’s
degree programor, in the case of the Lifetinme Learning Credit,
Is taken by the student to acquire or inprove job skills.

3. Hope Schol arship Credit

The Hope Scholarship Credit is a per student credit that my
be clained for each eligible student. Consistent with the
provi sions of section 25A(b) (1), the proposed regul ati ons provide
that for taxabl e years begi nning before 2002 the maxi mum Hope
Schol arship Credit amount is $1,500 (100 percent of the first
$1,000 of the qualified tuition and rel ated expenses pai d during
t he taxabl e year for education furnished to an eligible student
during any academ c period beginning in the taxable year or
treated as beginning in the taxable year, plus 50 percent of the
next $1, 000 of such expenses paid with respect to that student).
For taxable years beginning after 2001, the $1,000 anounts wi ||
be adjusted for inflation. Consistent with the provisions of
section 25A(b)(2)(A), the regul ations provide that the Hope
Schol arship Credit is allowed for only two taxable years for each
el igible student.

Based on the requirenents in section 25A(b)(2) and (3), the

proposed regul ations define an eligible student for purposes of

t he Hope Schol arship Credit as a student who neets all of the
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follow ng requirenents: (1) for at | east one academ c period
during the taxable year, the student enrolls at an eligible
educational institution in a programleading toward a
post secondary degree, certificate, or other recognized

post secondary educati onal credential (degree requirenent);

(2) for at |east one academ c period during the taxable year, the
student enrolls for at |least half of the normal full-time work
| oad for the course of study the student is pursuing (work | oad

requirenment); (3) as of the beginning of the taxable year, the

student has not conpleted the first two years of postsecondary

education at an eligible educational institution (year of study

requirenent); and (4) the student has not been convicted of a

federal or state felony offense for the possession or
distribution of a controlled substance as of the end of the

taxable for which the credit is clained (felony drug conviction

restriction).

The proposed regul ati ons explain that the student neets the

work | oad requirenent if the student is enrolled for at |east

hal f of the normal full-time work |oad, as determ ned by the
el igi ble educational institution. The regulations provide that
t he educational institution's standards for a half-time work | oad
must equal or exceed the standards established by the Departnent
of Education under the HEA and set forth in 34 CFR 674.2(b) for a
hal f-ti me undergraduate student.

The proposed regul ati ons explain that whether a student has

conpleted the first two years of postsecondary education as of
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t he begi nning of the taxable year is based on whether the
el igible educational institution the student is enrolled in
awards the student two years of academi c credit for postsecondary
course work conpleted by the student prior to the begi nning of
t he taxable year. However, the regul ations provide that any
academ c credit awarded by the educational institution solely on
the basis of the student’s performance on proficiency
exam nations is not taken into account.

The proposed regul ati ons provide that the Hope Schol arship
Credit is effective for expenses paid after Decenber 31, 1997,
for education furnished in academ c periods beginning after that
dat e.

4, Lifetinme Learning Credit

The Lifetinme Learning Credit is a per taxpayer credit,
rather than a per student credit. For taxable years begi nning
bef ore 2003, the maximum Lifetinme Learning Credit anount is
$1, 000 (20 percent of up to $5,000 of the aggregate qualified
tuition and rel ated expenses paid during the taxable year for
education furnished to the taxpayer, the taxpayer’s spouse, and
any cl ai ned dependent during any academ c period beginning in the
taxabl e year or treated as beginning in the taxable year). For
taxabl e years begi nning on or after 2003, the maxi num credit
anmount is $2,000 (20 percent of up to $10,000 of the aggregate
qualified tuition and rel ated expenses paid during the taxable
year for education furnished to the taxpayer, the taxpayer’s

spouse, and any cl ai med dependent during any academ c peri od
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beginning in the taxable year or treated as beginning in the
t axabl e year).

In contrast to the Hope Schol arship Credit, the Lifetine
Learning Credit is allowed for an unlimted nunber of years for
each student and does not have a degree requirenent, year of
study requirenent, work |oad requirenent, or a felony drug
conviction restriction. See H R Conf. Rep. No. 220, 105th
Cong., 1st Sess., at p. 346-347 (1997). Therefore, a taxpayer
may claima Lifetine Learning Credit for a student’s qualified
tuition and rel ated expenses even if the taxpayer could not claim
a Hope Schol arship Credit for those expenses.

Based on the provisions of section 25A(c)(2)(B) and the
| egi slative history to section 25A, the proposed regul ati ons
provide that, for purposes of claimng a Lifetinme Learning
Credit, anmbunts that a taxpayer is required to pay for a course
at an eligible educational institution are qualified tuition and
rel ated expenses if the course is either part of a postsecondary
degree programor is part of a nondegree programthat is taken by
the student to acquire or inprove job skills. The legislative
hi story explains that the Lifetinme Learning Credit is avail able
Wi th respect to any course of instruction at any eligible
educational institution (whether the student is enrolled on a
full-tinme, half-tinme, or less than half-tinme basis) to acquire or
I nprove job skills of the student. See H R Conf. Rep. No. 220,
105th Cong., 1st Sess., at p. 346-347 (1997).

The proposed regul ations provide that the Lifetine Learning
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Credit is effective for expenses paid after June 30, 1998, for
education furnished in academ c periods begi nning after that
dat e.

5. Special Rules Relating to Characterization and Tim ng of
Paynent s

The proposed regul ati ons provi de gui dance on qualified

tuition and rel ated expenses paid by a third party. The
regul ati ons provide that, solely for purposes of section 25A, if
a third party nakes a paynent directly to an eligible educational
institution to pay for a student’s qualified tuition and rel ated
expenses, the student is treated as receiving the paynent from
the third party, and, in turn, paying the qualified tuition and
rel ated expenses to the institution.

Consi stent with the provisions of section 25A(g)(3), the
proposed regul ations provide that qualified tuition and rel ated
expenses paid by a student are treated as paid by the taxpayer if
the student is a clainmed dependent of the taxpayer.

The proposed regul ations provide rules for adjustnents to
qualified tuition and rel ated expenses for certain excludable
educati onal assistance. Consistent with the provisions of
section 25A(g)(2) and the legislative history, the regul ations
provi de that the anmpbunt of otherw se allowable qualified tuition
and rel ated expenses paid during a taxable year nust be reduced
by the foll ow ng anbunts paid to, or on behalf of, a student
during the taxable year: (1) a qualified scholarship that is
excl udabl e from gross i ncone under section 117; (2) a veterans’

or nenber of the arned forces’ educati onal assistance all owance
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under chapter 30, 31, 32, 34, or 35 of title 38, US.C, or
chapter 1606 of title 10, U S.C; (3) enployer-provided
educati onal assistance that is excludable fromgross incone under
section 127; and (4) any other educational assistance that is
excl udabl e fromgross incone (other than as a gift, bequest,
devise, or inheritance within the neaning of section 102(a)).
See HR Conf. Rep. No. 220, 105th Cong., 1st Sess., at p. 343,
347 (1997).

The proposed regul ations provide rules for allocating
schol arshi ps and fell owship grants anong expenses. The
regul ati ons provide that a scholarship or fellowship grant is
treated as a qualified scholarship excludable fromincone under
section 117 (and thereby reduces the anount of qualified tuition
and rel ated expenses that a taxpayer nmay otherw se include in
claimng an education credit) unless either: (1) the student
reports the grant as inconme on the student’s federal incone tax
return; or (2) the grant nust be applied, by its ternms, to
expenses other than qualified tuition and rel ated expenses within
t he neaning of section 117(b)(2), such as room and board.

The proposed regul ati ons provi de gui dance on the timng
rules for claimng an education credit. Consistent with the
general rule in section 25A(b)(1) and (c)(1), the regul ations
provide that an education credit generally is allowed only for
paynments of qualified tuition and rel ated expenses that cover an
academ c period beginning in the sane taxable year as the year

the paynent is nmade. However, consistent with the specific
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prepaynment rule in section 25A(g)(4), the regul ations provide
that, if qualified tuition and rel ated expenses are paid during a
t axabl e year to cover an academ c period that begins during the
first three nonths of the taxpayer’s next taxable year, an
education credit is allowed only in the taxable year in which the
expenses are paid. Note, however, that because the Hope
Schol arship Credit does not apply to expenses paid before
January 1, 1998, and the Lifetine Learning Credit does not apply
to expenses paid before July 1, 1998, the prepaynent rul e does
not apply for tuition paid in 1997 to cover an academ c period
begi nning in 1998.

Consi stent with the legislative history to section 25A, the
proposed regul ati ons provide that an education credit may be
clainmed for the qualified tuition and rel ated expenses paid with
the proceeds of a loan only in the taxable year in which the
expenses are paid, and not in the taxable year in which the | oan
Is repaid. See H R Conf. Rep. No. 220, 105th Cong., 1st Sess.,
at p. 342, 346 (1997). |In order to provide taxpayers with a date
certain for paynent, the regul ations provide that |oan proceeds
di sbursed directly to an educational institution are treated as
paid on the date of the disbursenent. However, if the taxpayer
does not know the date of the disbursenent, the taxpayer nust
treat qualified tuition and rel ated expenses as paid on the |ast
date prescribed for paynent by the educational institution.

Consi stent with the directive in section 25A(i), the

proposed regul ations provide rules for refunds of qualified
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tuition and rel ated expenses. The regulations provide that, if a
paynment and a refund of qualified tuition and rel ated expenses
occur in the sane taxable year, the anmount of qualified tuition
and rel ated expenses for the taxable year is calculated by addi ng
all qualified tuition and rel ated expenses paid for the taxable
year, and subtracting any refund of the expenses received from
the eligible educational institution during the sane taxable
year.

The proposed regul ati ons provide that, if, in a taxable
year, a taxpayer (or the taxpayer’s spouse or a clained
dependent) receives a refund froman eligible educational
institution of qualified tuition and rel ated expenses paid in a
prior taxable year and the refund is received before the taxpayer
files a federal incone tax return for the prior taxable year, the
amount of the qualified tuition and rel ated expenses for the
prior taxable year nmust be reduced by the anmount of the refund.

Simlar to the tax benefit rule, the proposed regul ati ons
provide that, if, in a taxable year, a taxpayer (or the
t axpayer’s spouse or a clai med dependent) receives a refund of
qualified tuition and rel ated expenses for which the taxpayer
claimed an education credit in a prior taxable year, the tax for
t he subsequent taxable year is increased by the recapture anount.
The recapture anount is the difference between the credit clained
Iin the prior taxable year and the redetermned credit. The
redetermned credit is conputed by reducing the anount of the

qualified tuition and rel ated expenses for which a credit was
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clainmed in the prior taxable year by the amount of the refund of
the qualified tuition and rel ated expenses (redeterm ned
qual i fied expenses), and conputing the credit using the
redeterm ned qualified expenses and the relevant facts and
circunstance of the prior taxable year, such as nodified adjusted
gross i ncone.

The proposed regul ati ons provide that, if, in a taxable
year, any excludabl e educational assistance is received for the
qualified tuition and rel ated expenses paid during a prior
t axabl e year, the educational assistance is treated as a refund
of qualified tuition and rel ated expenses. In this situation, if
a taxpayer (or the taxpayer’s spouse or a clained dependent)
recei ves any excl udabl e educati onal assistance before the
taxpayer files a federal incone tax return for the prior taxable
year, the amount of the qualified tuition and rel ated expenses
for the prior taxable year is reduced by the anpbunt of the
excl udabl e educati onal assistance. However, if a taxpayer (or
t he taxpayer’s spouse or clai med dependent) receives excludabl e
educational assistance after the taxpayer has filed a federal
I ncome tax return for the prior taxable year, any education
credit claimed for the prior taxable year is subject to
recapt ure.

6. Proposed Effective Date

These regul ati ons are proposed to be effective on the date
they are published in the Federal Register as final regul ations.

Taxpayers may rely on these proposed regul ations for guidance
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pendi ng the issuance of final regulations. |If, and to the
extent, future guidance is nore restrictive than the guidance in
t he proposed regul ations, the future guidance will be applied
wi t hout retroactive effect.
Speci al Anal yses

It has been determ ned that these proposed regul ations are
not a significant regulatory action as defined in EO 12866.
Therefore, a regulatory assessnent is not required. It also has
been determ ned that section 553(b) of the Adm nistrative
Procedure Act (5 U.S.C. chapter 5) does not apply to these
regul ati ons, and because the regul ations do not inpose a
collection of information on small entities, the Regul atory
Flexibility Act (5 U.S.C. chapter 6) does not apply. Pursuant to
section 7805(f), this notice of proposed rul emaking will be
submtted to the Chief Counsel for Advocacy of the Small Business
Adm ni stration for comment on their inpact on small business.
Comment s and Public Hearing

Bef ore these proposed regul ati ons are adopted as fi nal
regul ati ons, consideration will be given to any witten and
el ectronic comments that are submtted tinely to the IRS. The
I RS and Treasury specifically request coments on the clarity of
t he proposed regul ati ons and how they can be nade easier to
understand. Al comments will be available for public inspection
and copyi ng.

A public hearing will be scheduled in the Internal Revenue

Bui I di ng, 1111 Constitution Avenue, NW, Wshington, DC. The IRS
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recogni zes that persons outside the Washington, DC, area may al so
wish to testify at the public hearing through videoconferencing.
Requests to include videoconferencing sites nust be received by
March 8, 1999. |If the IRS receives sufficient indications of
Interest to warrant videoconferencing to a particular city, and
I f the IRS has videoconferencing facilities available in that
city on the date the public hearing is to be schedul ed, the IRS
will try to accommodate the requests.

The IRS will publish the time and date of the public hearing
and the | ocations of any videoconferencing sites in an
announcenent in the Federal Register.

Drafting Information

The principal author of the regulations is Donna Wl ch,
Ofice of Assistant Chief Counsel (Incone Tax and Accounting).
However, other personnel fromthe IRS and the Treasury Departnent
participated in the devel opnent of the regul ations.

Li st of Subjects in 26 CFR Part 1

I ncone taxes, Reporting and recordkeeping requirenents.
Proposed Amendnents to the Regul ations

Accordingly, 26 CFR part 1 is proposed to be anended as
fol | ows:

PART 1--1NCOVE TAXES

Paragraph 1. The authority citation for part 1 is anmended
by adding entries in nunerical order to read as foll ows:

Authority: 26 U.S.C. 7805 * * *

Section 1.25A-0 al so issued under section 26 U.S.C. 25A(i).
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Section 1.25A-1 al so issued under section 26 U. S.C
Section 1.25A-2 al so issued under section 26 U. S.C
Section 1.25A-3 al so issued under section 26 U. S.C
Section 1.25A-4 al so issued under section 26 U. S.C
Section 1.25A-5 al so issued under section 26 U. S.C

Par. 2. Sections 1.25A-0 through 1.25A-5 are added to read

as foll ows:

§1.25A-0 Table of contents

This section lists captions contained in 881.25A-1, 1.25A-2,
1.25A-3, 1.25A-4, and 1.25A-5.

81.25A-1 Calculation of education credit and general eligibility

25A(i ).
25A(i ).
25A(i ).
25A(i ).
25A(i ).

*

*

*

requirements

(a) Amount of education credit.

(b) Coordination of Hope Scholarship Credit and Lifetime Learning
Credit.

(1) In general.

(2) Hope Scholarship Credit.

(3) Lifetime Learning Credit.

(4) Examples.

(c) Limitation based on modified adjusted gross income.
() In general.

(2) Modified adjusted gross income defined.

(3) Inflation adjustment.

(d) Election.

(e) Coordination with Education IRA.

(f) Identification requirement.

(9) Claiming the credit in the case of a dependent.

(1) In general.

(2) Examples.

(h) Married taxpayers.

(i) Nonresident alien taxpayers and dependents.

§1.25A-2 Definitions

(a) Claimed dependent.

(b) Eligible educational institution.

(1) In general.

(2) Rules on federal financial aid programs.
(c) Academic period.

(d) Qualified tuition and related expenses.
() In general.
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(2) Required fees.

(i) I'n general.

(11) Books, supplies, and equi pnent.
(1i11) Nonacadem c fees.

(3) Personal expenses.

(4) Treatnent of conprehensive fees.
(5) Hobby courses.

(6) Exanpl es.

81.25A-3 Hope Scholarship Credit

(a) Amount of the credit.

(1) In general.

(2) Maximum credit.

(b) Per student credit.

(1) In general.

(2) Example.

(c) Credit allowed for only two taxable years.
(d) Eligible student.

(1) Eligible student defined.

(i) Degree requirement.

(i) Work load requirement.

(i) Year of study requirement.

(iv) No felony drug conviction.

(2) Examples.

(e) Academic period for prepayments.
(1) In general.

(2) Example.

(f) Effective date.

81.25A-4 Lifetime Learning Credit

(a) Amount of the credit.

(1) Taxable years beginning before January 1, 2003.

(2) Taxable years beginning after December 31, 2002.
(3) Coordination with the Hope Scholarship Credit.

(4) Examples.

(b) Credit allowed for unlimited number of taxable years.
(c) Both degree and nondegree courses are eligible for the
credit.

(1) In general.

(2) Examples.

(d) Effective date.

81.25A-5 Special rules relating to characterization and timing of

payments .

(a) Payments of educational expenses by a third party.
(1) In general.

(2) Example.

(b) Expenses paid by dependent.

() In general.
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(2) Example.

(c) Adjustnent to qualified tuition and rel ated expenses for
certain excludabl e educational assistance.

(1) I'n general.

(2) No adjustnent for excludabl e educational assistance
tributable to expenses paid in a prior year.

) Allocation of scholarships and fell owship grants.

) Exanpl es.

) No doubl e benefit.

) Timng rul es.

) In general.

) Prepaynent rule.

1) In general.

1) Exanple.

) Expenses paid wth | oan proceeds.

) Refund of qualified tuition and rel ated expenses.

) Payment and refund of qualified tuition and rel ated expenses
t he sanme taxabl e year

) Payment of qualified tuition and rel ated expenses in one
taxabl e year and refund in subsequent taxable year before return
filed for prior taxable year.

(3) Paynment of qualified tuition and rel ated expenses in one
taxabl e year and refund in subsequent taxable year

(i) I'n general.

(11) Recapture anount.

(4) Excludabl e educational assistance received in a subsequent
taxabl e year treated as refund.

(5) Exanpl es.

N TINTNANSNTNN AS SN ASSN )
N S H_"‘CAJ_ - NFRDO W™

81.25A-1 Calculation of education credit and general eligibility

requirements

(a) Amount of education credit . An individual taxpayer is

allowed a nonrefundable education credit against income tax
imposed by chapter 1 of the Internal Revenue Code for the taxable
year. The amount of the education credit is the total of the

Hope Scholarship Credit (as described in 81.25A-3) plus the
Lifetime Learning Credit (as described in §1.25A-4). For
limitations on the credits allowed by subpart A of part IV of
subchapter A of chapter 1, see section 26.

(b) Coordination of Hope Scholarship Credit and Lifetime

Learning Credit --(1) In general . In the same taxable year, a
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t axpayer may claima Hope Schol arship Credit for each eligible
student’s qualified tuition and rel ated expenses (as defined in
81.25A-2(d)) and a Lifetime Learning Credit for one or more other
students' qualified tuition and related expenses. However, a
taxpayer may not claim both a Hope Scholarship Credit and a
Lifetime Learning Credit with respect to the same student in the
same taxable year.

(2) Hope Scholarship Credit . Subject to certain

limitations, a Hope Scholarship Credit may be claimed for the
qualified tuition and related expenses paid during a taxable year
with respect to each eligible student (as defined in 81.25A-

3(d)). Qualified tuition and related expenses paid during a

taxable year with respect to any student for whom a Hope
Scholarship Credit is claimed may not be taken into account in
computing the amount of the Hope Scholarship Credit with respect
to any other student or the Lifetime Learning Credit.

(3) Lifetime Learning Credit . Subject to certain

limitations, a Lifetime Learning Credit may be claimed for the
aggregate amount of qualified tuition and related expenses paid
during a taxable year with respect to students for whom no Hope
Scholarship Credit is claimed.

(4) Examples . The following examples illustrate the rules
of this paragraph (b):

Example 1 . In 1999, Taxpayer A pays qualified tuition and
related expenses for his dependent, B, to attend College Y during
1999. Assuming all other relevant requirements are met, Taxpayer
A may claim either a Hope Scholarship Credit or a Lifetime

Learning Credit with respect to dependent B, but not both. See
81.25A-3(a) and §1.25A-4(a).
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Exanple 2. 1n 1999, Taxpayer C pays $2,000 in qualified
tuition and rel ated expenses for her dependent, D, to attend
College Z during 1999. |In 1999, Taxpayer C al so pays $500 in
qualified tuition and rel ated expenses to attend a conputer
course during 1999 to i nprove Taxpayer Cs job skills. Assum ng
all other relevant requirenents are net, Taxpayer C may claima
Hope Schol arship Credit for the $2,000 of qualified tuition and
related expenses attributable to dependent D (see §1.25A-3(a))
and a Lifetime Learning Credit for the $500 of qualified tuition
and related expenses incurred to improve her job skills.

Example 3 . The facts are the same as in Example 2 , except
that Taxpayer C pays $3,000 in qualified tuition and related
expenses for her dependent, D, to attend College Z during 1999.
Although a Hope Scholarship Credit is available only with respect
to the first $2,000 of qualified tuition and related expenses
paid with respect to D (see 81.25A-3(a)), Taxpayer C may not add
the $1,000 of excess expenses to her $500 of qualified tuition
and related expenses in computing the amount of the Lifetime
Learning Credit.

(c) Limitation based on modified adjusted gross income --(2)
In general . The education credit that a taxpayer may otherwise
claim is phased out ratably for taxpayers with modified adjusted
gross income between $40,000 and $50,000 ($80,000 and $100,000
for married individuals who file a joint return). Thus,
taxpayers with modified adjusted gross income above $50,000 (or
$100,000 for joint filers) may not claim an education credit.

(2) Modified adjusted gross income defined . The term

modified adjusted gross income means the adjusted gross income

(as defined in section 62) of the taxpayer for the taxable year
increased by any amount excluded from gross income under section
911, 931, or 933 (relating to income earned abroad or from

certain U.S. possessions or Puerto Rico).

(3) Inflation adjustment . For taxable years beginning after

2001, the amounts in paragraph (c)(1) of this section will be

increased for inflation occurring after 2000 in accordance with
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section 1(f)(3). |If any anount adjusted under this paragraph
(c)(3) is not a nultiple of $1,000, the anbunt will be rounded to
the next lowest multiple of $1,000.

(d) Election. No education credit is allowed unless a

t axpayer elects to claimthe credit on the taxpayer’'s tinely
filed (including extensions) federal income tax return for the
taxabl e year in which the credit is claimed. The electionis
made by attaching Form 8863, "Education Credits (Hope and
Lifetime Learning Credits),"” (or its successor) to that federal
I ncome tax return.

(e) Coordination with Education IRA. No education credit is

all owed for a taxable year for the qualified tuition and rel ated
expenses of a student if--

(1) During the taxable year, a distribution is nmade to, or
on behalf of, the student from an education individual retirenent
account described in section 530(b) (Education IRA); and

(2) Any portion of the distribution is excluded from gross
I ncome under section 530(d)(2).

(f) Ldentification requirenent. No education credit is

al l owed unl ess a taxpayer includes on the federal incone tax
return claimng the credit the nane and the taxpayer

I dentification nunber of the student for whomthe credit is
claimed. For rules relating to assessnent for an om ssion of a
correct taxpayer identification nunber, see section 6213(b) and
(9)(2)(J).

(g) daimng the credit in the case of a dependent--(1) In
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general. |If a student is a clainmed dependent of another
taxpayer, only that taxpayer may claimthe education credit for
the student’s qualified tuition and rel ated expenses. However,
If the taxpayer is eligible to, but does not, claimthe student
as a dependent, only the student may claimthe education credit
for the student’s qualified tuition and rel ated expenses.

(2) Exanples. The follow ng exanples illustrate the rules
of this paragraph (9):

Exanple 1. In 1999, Taxpayer A pays qualified tuition and
rel ated expenses for his dependent, B, to attend University Y
during 1999. Taxpayer A clains B as a dependent on his federal
I ncome tax return. Therefore, assumng all other rel evant
requi renents are nmet, Taxpayer A is allowed an education credit
on his federal incone tax return, and B is not allowed an
education credit on B's federal incone tax return. The result
woul d be the same if B paid the qualified tuition and rel ated
expenses. See §1.25A-5(b).

Example 2 . In 1999, Taxpayer C has one dependent, D. In
1999, D pays qualified tuition and related expenses to attend
University Z during 1999. Although Taxpayer C is eligible to
claim D as a dependent on her federal income tax return, she does
not do so. Therefore, assuming all other relevant requirements
are met, D is allowed an education credit on D's federal income
tax return, and Taxpayer C is not allowed an education credit on
her federal income tax return, with respect to D's education
expenses. The result would be the same if C paid the qualified
tuition and related expenses on behalf of D. See §1.25A-5(a).

(h) Married taxpayers . If a taxpayer is married (within the

meaning of section 7703), no education credit is allowed unless
the taxpayer and the taxpayer's spouse file a joint federal
income tax return for the taxable year.

(i) Nonresident alien taxpayers and dependents . Ifa

taxpayer or the taxpayer's spouse is a nonresident alien for any
portion of the taxable year, no education credit is allowed

unless the nonresident alien is treated as a resident alien by
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reason of an el ection under section 6013(g) or (h). In addition,
If a student is a nonresident alien, a taxpayer may not claim an
education credit with respect to the qualified tuition and

rel ated expenses of the student unless the student is a dependent
as defined in section 152. Anpbng other requirenments under
section 152, the nonresident alien student nust be a resident of
a country contiguous to the United States in order to be treated
as a dependent.

§1.25A-2 Definitions

(a) Claimed dependent . A claimed dependent means a

dependent (as defined in section 152) for whom a deduction under
section 151 is allowed on a taxpayer's federal income tax return

for the taxable year.

(b) Eligible educational institution --(1) In general . In
general, an eligible educational institution means a college,

university, vocational school, or other postsecondary educational
institution that is--

(i) Described in section 481 of the Higher Education Act of
1965 (20 U.S.C. 1088) as in effect on August 5, 1997, (generally
all accredited public, nonprofit, and proprietary postsecondary
institutions); and

(i) Participating in a federal financial aid program under
title 1V of the Higher Education Act of 1965 (20 U.S.C. 1070 et
seq.) or is certified by the Department of Education as eligible
to participate in such a program but chooses not to participate.

(2) Rules on federal financial aid programs . For rules
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governi ng an educational institution's eligibility to participate
in federal financial aid prograns, see 20 U S.C. 1070 et seq.; 20
U.S.C. 1094; and 34 CFR 600 and 668.

(c) Academ c period. Acadenic period neans a quarter

senester, trinmester, or other period of study (such as a sumrer
school session) as reasonably determ ned by an eligible
educational institution.

(d) Qualified tuition and rel ated expenses--(1) In general.

Qualified tuition and rel ated expenses neans tuition and fees

required for the enroll nent or attendance of a student for
courses of instruction at an eligible educational institution.

(2) Required fees--(i) In general. Except as provided in

paragraph (d)(3) of this section, the test for determning
whet her any fee is a qualified tuition and rel ated expense is
whether the fee is required to be paid to the eligible
educational institution as a condition of the student’s
enrol | ment or attendance at the institution.

(ii1) Books, supplies, and equipnent. Qualified tuition and

rel ated expenses include fees for books, supplies, and equi pnent
used in a course of study only if the fee nust be paid to the
eligible educational institution for the enrollnent or attendance
of the student at the institution.

(ii11) Nonacadem c fees. Except as provided in paragraph

(d)(3) of this section, qualified tuition and rel ated expenses
I nclude fees charged by an eligible educational institution that

are not used directly for, or allocated to, an academ c course of
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instruction only if the fee nust be paid to the eligible
educational institution for the enrollnment or attendance of the
student at the institution.

(3) Personal expenses. Qualified tuition and rel ated

expenses do not include the costs of room and board, insurance,
medi cal expenses, transportation, and sim/lar personal, |iving,

or famly expenses, regardl ess of whether the fee nust be paid to
the eligible educational institution for the enrollnment or
attendance of the student at the institution.

(4) Treatnent of conprehensive fees. |If a student is

required to pay a conprehensive fee to an eligible educational

I nstitution that includes charges for tuition, fees, and personal
expenses described in paragraph (d)(3) of this section, the
portion of the conprehensive fee that is allocable to personal
expenses is not a qualified tuition and rel ated expense. The

al l ocation nust be made by the institution using a reasonable

met hod.

(5) Hobby courses. Qualified tuition and rel ated expenses

do not include expenses that relate to any course of instruction
or other education that involves sports, ganes, or hobbies, or
any noncredit course, unless the course or other education is
part of the student’s degree programor, in the case of the
Lifetime Learning Credit, is taken by the student to acquire or
| nprove job skills.

(6) Exanples. The follow ng exanples illustrate the rules

of this paragraph (d). |In each exanple, assune that all other
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rel evant requirenents to claiman education credit are nmet. The
exanples are as foll ows:

Exanple 1. University V offers a degree programin
dentistry. In addition to tuition, all students enrolled in the
programare required to pay a fee to University V for the rental
of dental equipnent. Because the equipnent rental fee nust be
paid to University V for enroll ment and attendance, the tuition
and the equipnent rental fee are qualified tuition and rel ated
expenses.

Exanple 2. First-year students at College Ware required to
obtai n books and other reading materials used in its mandatory
first-year curriculum The books and other reading materials are
not required to be purchased from Col |l ege Wand nay be borrowed
from ot her students or purchased from of f-canpus bookstores, as
well as from College Ws bookstore. College Whills students for
any books and materials purchased from Col | ege Ws bookstore.

The fee that Coll ege Wcharges for the first-year books and
materials purchased at its bookstore is not a qualified tuition
and rel ated expense because the books and materials are not
required to be purchased from Coll ege Wfor enrollnment or
attendance at the institution.

Exanple 3. All students who attend College X are required
to pay a separate student activity fee in addition to their
tuition. The student activity fee is used solely to fund on-
canpus organi zations and activities run by students, such as the
student newspaper and the student governnment (no portion of the
fee covers personal expenses). Although | abeled as a student
activity fee, the fee is required for enrollnent or attendance at
College X. Therefore, the fee is a qualified tuition and rel ated
expense.

Exanple 4. The facts are the sane as in Exanple 3, except
that College X offers an optional athletic fee that students may
pay to receive discounted tickets to sports events. The athletic
fee is not required for enrollnment or attendance at College X
Therefore, the fee is not a qualified tuition and rel ated
expense.

Exanple 5. College Y requires all students to live on
canpus. It charges a single conprehensive fee to cover tuition
required fees not allocable to personal expenses, and room and
board. Based on College Y' s reasonable allocation, sixty percent
of the conprehensive fee is allocable to tuition and ot her
required fees not allocable to personal expenses, and the
remaining forty percent of the conprehensive fee is allocable to
charges for room and board. Therefore, only sixty percent of
Col l ege Y's conprehensive fee is a qualified tuition and rel ated
expense.
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Exanple 6. As a degree student at College Z, Student Ais
required to take a certain nunber of courses outside of her
chosen major in Economcs. To fulfill this requirenment, Student
A enrolls in a square dancing class offered by the Physical
Educati on Departnent. Because Student A receives credit toward
her degree program for the square dancing class, the tuition for
the square dancing class is included in qualified tuition and
rel at ed expenses.

81.25A-3 Hope Scholarship Credit

(a) Amount of the credit --(1) In general . Subject to the

phase out of the education credit described in §1.25A-1(c), the
Hope Scholarship Credit amount is the total of--

(i) 100 percent of the first $1,000 of qualified tuition and
related expenses paid during the taxable year for education
furnished to an eligible student (as defined in paragraph (d) of
this section) who is the taxpayer, the taxpayer's spouse, or any
claimed dependent during any academic period beginning in the
taxable year (or treated as beginning in the taxable year, see
81.25A-5(e)(2)); plus

(i) 50 percent of the next $1,000 of such expenses paid
with respect to that student.

(2) Maximum credit . For taxable years beginning before

2002, the maximum Hope Scholarship Credit allowed for each
eligible student is $1,500. For taxable years beginning after
2001, the amounts in paragraph (a)(1) of this section to
determine the maximum credit will be increased for inflation
occurring after 2000 in accordance with section 1(f)(3). If any
amount adjusted under this paragraph (a)(2) is not a multiple of
$100, the amount will be rounded to the next lowest multiple of

$100.
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(b) Per student credit--(1) In general. A Hope Schol arship

Credit may be clained for the qualified tuition and rel ated
expenses of each eligible student (as defined in paragraph (d) of
this section).

(2) Exanple. The follow ng exanple illustrates the rule of
this paragraph (b). |In the exanple, assunme that all the
requirenents to claiman education credit are net. The exanple
Is as foll ows:

Exanple. In 1999, Taxpayer A has two dependents, B and C,
both of whom are eligible students. Taxpayer A pays $1,600 in
qualified tuition and rel ated expenses for dependent B to attend
a conmunity college. Taxpayer A pays $5,000 in qualified tuition
and rel ated expenses for dependent C to attend University X
Taxpayer A may claima Hope Schol arship Credit of $1,300 ($1, 000
+ (.50 x $600)) for dependent B, and the nmaxi nrum $1, 500 Hope
Schol arship Credit for dependent C, for a total Hope Schol arship
Credit of $2,800.

(c) Cedit allowed for only two taxable years. For each

el igible student, the Hope Schol arship Credit may be clai med for
no nore than two taxabl e years.

(d) Eligible student--(1) Eligible student defined. For

pur poses of the Hope Scholarship Credit, the termeligible
student neans a student who satisfies all of the follow ng

requirenments- -

(i) Degree requirenent. For at |east one academ c period
that begins during the taxable year, the student enrolls at an
el igible educational institution in a programleading toward a
post secondary degree, certificate, or other recognized
post secondary educati onal credential;

(i1) Wrk load requirenent. For at |east one academ c
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period that begins during the taxable year, the student enrolls
for at least half of the normal full-time work |oad for the
course of study the student is pursuing. The standard for what
is half of the normal full-tinme work oad is determ ned by each
eligible educational institution. However, the standard for
hal f-time may not be |ower than standards for half-tine
established by the Departnent of Education under the Hi gher
Education Act of 1965 and set forth in 34 CFR 674.2(b) for a
hal f-ti me undergraduate student;

(ii1) Year of study requirenent. As of the beginning of the

taxabl e year, the student has not conpleted the first tw years
of postsecondary education at an eligi ble educational

institution. Whether a student has conpleted the first two years
of postsecondary education at an eligible educational institution
as of the beginning of a taxable year is determ ned based on
whether the institution in which the student is enrolled in a
degree program (as described in paragraph (d)(1)(i) of this
section) awards the student two years of academc credit at that

I nstitution for postsecondary course work conpleted by the
student prior to the beginning of the taxable year. Any academ c
credit awarded by the eligible educational institution solely on
the basis of the student’s performance on proficiency

exam nations is disregarded in determ ning whether the student
has conpl eted two years of postsecondary education; and

(iv) No felony drug conviction. The student has not been

convicted of a federal or state felony offense for possession or
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di stribution of a controlled substance as of the end of the
taxabl e year for which the credit is clained.

(2) Exanples. The follow ng exanples illustrate the rules
of this paragraph (d). |In each exanple, assune that the student
has not been convicted of a felony drug offense, that the
institution is an eligible educational institution unless
otherwi se stated, that the qualified tuition and rel ated expenses
are paid during the sane taxable year that the academ c period
begi ns, and that a Hope Schol arship Credit has not previously
been clained for the student (see paragraph (c) of this section).
The exanples are as follows:

Exanple 1. Student A graduates from hi gh school in June
1998 and enrolls full-time in an undergraduate degree program at
College U for the 1998 Fall senester. For the 1999 Spring
senmester, Student A again enrolls at College Uon a full-tine
basis. For the 1999 Fall senester, Student A enrolls in |ess
than half the normal full-tinme course work for her degree
program Because Student A is enrolled in an undergraduate
degree programon at least a half-tine basis for at |east one
academ c period that begins during 1998 and at | east one academ c
period that begins during 1999, Student Ais an eligible student
for taxable years 1998 and 1999 (including the 1999 Fall senester
when Student A enrolls at College Uon less than a half-tine
basi s) .

Exanple 2. Prior to 1998, Student B attended coll ege for
several years on a full-tine basis. Student B transfers to
College V for the 1998 Spring senester. College V awards Student
B credit for some (but not all) of the courses he previously
conpl eted, and College V classifies Student B as a first-senester
sophonore. During both the Spring and Fall senesters of 1998,
Student B enrolls in half the normal full-time work load for his
degree program Because Coll ege V does not classify Student B as
having conpleted the first two years of postsecondary education
as of the beginning of 1998, Student B is an eligible student for
taxabl e year 1998.

Exanple 3. The facts are the sane as in Exanple 2. After
taking classes on a half-tinme basis for the 1998 Spring and Fal
semesters, Student B enrolls in a full-tine work | oad at Col | ege
V for the 1999 Spring senester. College V classifies Student B
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as a second-senester sophonore for the 1999 Spring senester and
as a first-senmester junior for the 1999 Fall senester. Because
Col | ege V does not classify Student B as having conpleted the
first two years of postsecondary education as of the beginning of
1999, Student B is an eligible student for taxable year 1999.

Exanple 4. At the tinme that Student C enrolls in a degree
program at College Wfor the 1998 Fall senester, Student C takes
exam nations to denonstrate her proficiency in several subjects.
On the basis of Student C s performance on these exam nati ons,
Col l ege Wcl assifies Student C as a second-senester sophonore as
of the beginning of the 1998 Fall senester. Student C takes a
full-time work | oad during the 1998 Fall senmester and during the
1999 Spring and Fall senesters. Because Student C was not
enrolled in a college or other eligible educational institution
prior to 1998 (but rather was classified as a second-senester
sophonore by College Was of the start of the 1998 Fall senester
sol ely because of proficiency exam nations), Student Cis not
treated as having conpleted the first two years of postsecondary
education at an eligible educational institution as of the
begi nning of 1998 or as of the beginning of 1999. Therefore,
Student Cis an eligible student for both taxable years 1998 and
1999.

Exanple 5. During the 1998 Fall senester, Student Dis a
hi gh school student who takes classes on a half-tinme basis at
College X. Student Dis not enrolled as part of a degree program
at Coll ege X because Col |l ege X does not admt students to a
degree program unl ess the student has a high school diploma or
equi val ent. Because Student Dis not enrolled in a degree
program at College X during 1998, Student Dis not an eligible
student for taxable year 1998.

Exanple 6. The facts are the sane as in Exanple 5. During
the 1999 Spring senmester, Student D again attends Col |l ege X but
not as part of a degree program Student D graduates from high
school in June 1999. For the 1999 Fall senester, Student D
enrolls in College X as part of a degree program and Col |l ege X
awards Student D credit for her prior course work at College X
During the 1999 Fall senester, Student D takes nore than half the
normal full-tinme work | oad of courses for her degree program at
Col I ege X. Because Student Dis enrolled in a degree program at
College X for the 1999 Fall termon nore than a half-tine basis,
Student Dis an eligible student for all of taxable year 1999.
Therefore, the qualified tuition and required fees paid for
cl asses taken at College X during both the 1999 Spring senester
(during which Student D was not enrolled in a degree program and
the 1999 Fall senester are taken into account in conmputing any
Hope Schol arship Credit.

Exanple 7. Student E conpleted two years of undergraduate
study at College S located in Country S. College Sis not an
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el igible educational institution for purposes of the education
credits. At the end of 1998, Student E noves to the United
States and enrolls in an undergraduate degree program at Coll ege
Zon a full-time basis for the 1999 Spring senester. College Z
awards Student E two years of academc credit for his previous
course work at College S and classifies Student E as a first-
senester junior for the 1999 Spring senester. Student Eis
treated as having conpleted the first two years of postsecondary
education at an eligible educational institution as of the

begi nni ng of 1999. Therefore, Student E is not an eligible
student for taxable year 1999.

Exanple 8. Student F was born and raised in Country R and
she received a degree in 1998 from College R located in Country
R College Ris not an eligible educational institution for
pur poses of the education credits. During 1999, Student F noves
to the United States and enrolls for the 1999 Fall senester on a
full-tinme basis in a graduate-degree programat College Y. By
admtting Student F to its graduate degree program College Y
treats Student F as having conpleted the first two years of
post secondary education as of the beginning of 1999. Therefore,
Student F is not an eligible student for taxable year 1999.

(e) Academ c period for prepaynents--(1) In general. For

pur poses of determ ning whether a student neets the requirenments
I n paragraph (d) of this section for a taxable year, if qualified
tuition and rel ated expenses are paid during one taxable year for
an academ c period that begins during January, February or March
of the next taxable year (for taxpayers on a fiscal taxable year,
use the first three nonths of the next taxable year), the
academ c period is treated as begi nning during the taxable year

I n which the paynent is made.

(2) Exanple. The follow ng exanple illustrates the rule of
this paragraph (e). |In the exanple, assunme that all the
requirenents to claima Hope Scholarship Credit are nmet. The
exanple is as foll ows:

Exanple. Student G graduates from high school in June 1998.

After graduation, Student G works full-time for several nonths to
earn noney for college. Student Genrolls full-tine in an
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under gr aduat e degree program at University W an eligible
educational institution, for the 1999 Spring senester, which
begins in January 1999. Student G pays tuition to University W
for the 1999 Spring senester in Decenber 1998. Because the
tuition paid by Student Gin 1998 relates to an academ c peri od
that begins during the first three nonths of 1999, Student G s
eligibility to claima Hope Scholarship Credit in 1998 is
determned as if the 1999 Spring senester began in 1998. Thus,
assum ng Student G has not been convicted of a felony drug

of fense as of Decenber 31, 1998, Student Gis an eligible student
for 1998.

(f) Effective date. The Hope Schol arship Credit is
applicable for qualified tuition and rel ated expenses paid after
Decenber 31, 1997, for education furnished in academ c periods
begi nni ng after Decenber 31, 1997.
81.25A-4 Lifetime Learning Credit

(a) Amount of the credit --(1) Taxable years beginning before

January 1, 2003 . Subject to the phase out of the education

credit described in §1.25A-1(c), for taxable years beginning
before 2003, the Lifetime Learning Credit amount is 20 percent of
up to $5,000 of qualified tuition and related expenses paid

during the taxable year for education furnished to the taxpayer,
the taxpayer's spouse, and any claimed dependent during any
academic period beginning in the taxable year (or treated as
beginning in the taxable year, see §1.25A-5(e)(2)).

(2) Taxable years beginning after December 31, 2002

Subject to the phase out of the education credit described in
81.25A-1(c), for taxable years beginning after 2002, the Lifetime
Learning Credit amount is 20 percent of up to $10,000 of
gualified tuition and related expenses paid during the taxable

year for education furnished to the taxpayer, the taxpayer's
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spouse, and any cl ai med dependent during any academ c peri od

beginning in the taxable year (or treated as beginning in the

taxable year, see §1.25A-5(e)(2)).

(3) Coordination with the Hope Scholarship Credit

paid with respect to a student for whom the Hope Scholarship
Credit is claimed are not eligible for the Lifetime Learning
Credit.

(4) Examples . The following examples illustrate the rules
of this paragraph (a). In each example, assume that all the
requirements to claim a Lifetime Learning Credit or a Hope
Scholarship Credit, as applicable, are met. The examples are as
follows:

Example 1 . In 1999, Taxpayer A pays qualified tuition and
related expenses of $3,000 for dependent B to attend an eligible
educational institution, and he pays qualified tuition and
related expenses of $4,000 for dependent C to attend an eligible
educational institution. Taxpayer A does not claim a Hope
Scholarship Credit with respect to either B or C. Although
Taxpayer A paid $7,000 of qualified tuition and related expenses
during the taxable year, Taxpayer A may claim the Lifetime
Learning Credit with respect to only $5,000 of such expenses.
Therefore, the maximum Lifetime Learning Credit Taxpayer A may
claim for 1999 is $1,000 (.20 x $5,000).

Example 2 . In 1999, Taxpayer D pays $6,000 of qualified
tuition and related expenses for dependent E, and $2,000 of
qualified tuition and related expenses for dependent F, to attend
eligible educational institutions. Dependent F has already
completed the first two years of postsecondary education. For
1999, Taxpayer D claims the maximum $1,500 Hope Scholarship
Credit with respect to dependent E. In computing the amount of
the Lifetime Learning Credit, Taxpayer D may not include any of
the $6,000 of qualified tuition and related expenses paid on
behalf of dependent E but may include the $2,000 of qualified
tuition and related expenses of dependent F.

. Expenses

(b) Credit allowed for unlimited number of taxable years

There is no limit to the number of taxable years that a taxpayer
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may claima Lifetine Learning Credit with respect to any student.

(c) Both degree and nondegree courses are eligible for the
credit--(1) In general. For purposes of the Lifetinme Learning
Credit, anmpbunts paid for a course at an eligible educational
institution are qualified tuition and rel ated expenses if the
course is either part of a postsecondary degree programor is not
part of a postsecondary degree programbut is taken by the
student to acquire or inprove job skills.

(2) Exanples. The follow ng exanples illustrate the rule of
this paragraph (c). In each exanple, assune that all the
requirenents to claima Lifetinme Learning Credit are net. The
exanples are as foll ows:

Exanple 1. Taxpayer A, a professional photographer, enrolls
I n an advanced phot ography course at a | ocal community coll ege.

Al t hough the course is not part of a degree program Taxpayer A
enrolls in the course to inprove her job skills. The course fee
pai d by Taxpayer Ais a qualified tuition and rel ated expense for
pur poses of the Lifetine Learning Credit.

Exanple 2. Taxpayer B, a stockbroker, plans to travel
abroad on a "photo-safari™ for his next vacation. |In preparation
for the trip, Taxpayer B enrolls in a noncredit photography class
at a local comunity college. Because Taxpayer B is not taking
t he phot ography course as part of a degree programor to acquire
or inprove his job skills, ambunts paid by Taxpayer B for the
course are not qualified tuition and rel ated expenses for
pur poses of the Lifetine Learning Credit.

(d) Effective date. The Lifetine Learning Credit is

applicable for qualified tuition and rel ated expenses paid after
June 30, 1998, for education furnished in academ c periods
begi nning after June 30, 1998.

81.25A-5 Special rules relating to characterization and timing of

payments .
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(a) Paynents of educational expenses by a third party--(1)

In general. Solely for purposes of section 25A, if a third party
(soneone other than the taxpayer, the taxpayer’s spouse, or a

cl ai red dependent) makes a paynent directly to an eligible
educational institution to pay for a student’s qualified tuition
and rel ated expenses, the student is treated as receiving the
paynment fromthe third party, and, in turn, paying the qualified
tuition and rel ated expenses to the institution.

(2) Exanple. The follow ng exanple illustrates the rule of
this paragraph (a). |In the exanple, assunme that all the
requirenents to claiman education credit are net. The exanple
Is as foll ows:

Exanple. G andparent D nakes a direct paynent to an
eligible educational institution for Student E' s qualified
tuition and rel ated expenses. Student E is not a clained
dependent in 1999. For purposes of claimng an education credit,

Student E is treated as receiving the noney from her grandparent
and, in turn, paying her qualified tuition and rel ated expenses.

(b) Expenses paid by dependent--(1) In general. Qualified
tuition and rel ated expenses paid by a student are treated as
paid by a taxpayer if the student is a clainmed dependent of the
taxpayer for the taxable year in which the expenses are paid.

(2) Exanple. The follow ng exanple illustrates the rule of
this paragraph (b). |In the exanple, assunme that all the
requirenments to claiman education credit are net. The exanple
Is as foll ows:

Exanpl e. Under a court-approved divorce decree, Parent Ais
required to pay Student Cs college tuition. Parent A nakes a
direct paynent to an eligible educational institution for Student

C s 1999 tuition. Under paragraph (a) of this section, Student C
Is treated as receiving the noney fromParent A and, in turn,
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paying his qualified tuition and rel ated expenses. Under the

di vorce decree, Parent B has custody of Student C for 1999.
Parent B properly clainms Student C as a dependent on Parent B's
1999 federal income tax return. Parent B may claiman education
credit for the qualified tuition and rel ated expenses paid
directly to the institution by Parent A

(c) Adjustnent to qualified tuition and rel ated expenses for

certain excludabl e educational assistance--(1) In general. In

determ ning the anmpbunt of an education credit, qualified tuition
and rel ated expenses paid during the taxable year nust be reduced
by any anmount paid to, or on behalf of, a student during the
taxabl e year with respect to attendance at an eligible
educational institution during an academ c period beginning in
that taxable year that is--

(i) Aqualified scholarship that is excludable fromincone
under section 117;

(ii) A veterans’ or nenber of the arnmed forces’ educational
assi stance al |l owance under chapter 30, 31, 32, 34 or 35 of title
38, United States Code, or under chapter 1606 of title 10, United
St at es Code;

(ii1) Enployer-provided educational assistance that is
excl udabl e fromincone under section 127; or

(iv) Any other educational assistance that is excludable
fromgross incone (other than as a gift, bequest, devise, or
I nheritance within the neaning of section 102(a)).

(2) No adjustnent for excludabl e educational assistance

attributable to expenses paid in a prior year. A reduction is

not required under paragraph (c)(1) of this section if the anount

of excl udabl e educati onal assistance received during the taxable
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year is treated as a refund of qualified tuition and rel ated
expenses paid in a prior taxable year. See paragraph (f)(4) of

this section.

(3) Allocation of scholarships and fellowship grants. For
pur poses of paragraph (c)(1) of this section, a scholarship or
fellowship grant is treated as a qualified schol arshi p excl udabl e
frominconme under section 117 unl ess--

(1) The student reports the grant as incone on the student’s
federal incone tax return; or

(i1) The grant nust be applied, by its terns, to expenses
other than qualified tuition and rel ated expenses within the
meani ng of section 117(b)(2), such as room and board.

(4) Exanples. The follow ng exanples illustrate the rules
of this paragraph (c). |In each exanple, assune that all the
requirenents to claiman education credit are net. The exanples
are as follows:

Exanple 1. University X charges Student A, who lives on X's
canmpus, $3,000 for tuition and $5,000 for room and board.
University X awards a $2, 000 schol arship to Student A, which
Uni versity X applies against Student A's $8,000 total bill. The
terns of the scholarship permt it to be used to pay any of a
student’s costs of attendance at University X, including tuition
and room and board. Student A pays the $6, 000 bal ance of her
bill fromUniversity X with a conbinati on of savings and anounts
she earns froma sumrer job. University X does not require Ato
pay any additional fees beyond the $3,000 in tuition in order to
enroll in classes. Student A does not report any portion of the
schol arship as incone on Student A's federal inconme tax return.
The schol arship is a qualified scholarship that is excludable
from Student A s incone under section 117 and is allocable first
to Student A's qualified tuition and rel ated expenses.

Therefore, for purposes of calculating an education credit,
Student A is treated as having paid only $1,000 ($3,000 tuition -
$2, 000 scholarship) in qualified tuition and rel ated expenses to
Uni versity X
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Exanple 2. The facts are the sane as in Exanple 1, except
that in addition to the scholarship that University X awards to
Student A, University X also provides Student A with a student
| oan and pays Student A for working in a work/study job in the
canmpus dining hall. The [oan is not excludabl e educati onal
assistance. |In addition, wages paid to a student who is
perform ng services for the payor are neither a qualified
schol arshi p nor ot herw se excludable from gross incone.
Therefore, Student Ais not required to reduce her qualified
tuition and rel ated expenses by the anobunts she receives fromthe
student | oan or as wages from her work/study job.

Exanple 3. 1n 1999, Student B pays University Y $1,000 in
tuition for the 1999 Spring senester. University Y does not
require Student B to pay any additional fees beyond the $1,000 in
tuition in order to enroll in classes. Student B is an enpl oyee
of Conpany Z. At the end of the academ c period and during the
sanme taxable year that Student B paid tuition to University Y,
Student B provides Conpany Z with proof that he has
satisfactorily conpleted his courses at University Y. Pursuant
to an educational assistance program described in section 127(b),
Company Z reinburses Student B for all of the tuition paid to
University Y. Because the reinbursenment from Conpany Z is
enpl oyer - provi ded educati onal assistance that is excludable from
Student B's gross inconme under section 127, the rei nbursenent
reduces Student B's qualified tuition and rel ated expenses.
Therefore, for purposes of calculating an education credit,
Student B is treated as having paid no qualified tuition and
rel ated expenses to University Y during 1999.

Exanple 4. The facts are the sane as in Exanple 3, except
that the reinbursenent from Conpany Z is not pursuant to an
educati onal assi stance program described in section 127(b), is
not ot herw se excludable from Student B s gross incone, and is
taxed as additional wages to Student B. Because the
rei mbursenent is not excludabl e enpl oyer-provi ded educati onal
assi stance, Student B is not required to reduce his qualified
tuition and rel ated expenses by the $1, 000 rei nbursenent he
received fromhis enployer. Therefore, for purposes of
cal cul ating an education credit, Student B is treated as paying
$1,000 in qualified tuition and rel ated expenses to University Y
during 1999.

(d) No double benefit. Qualified tuition and rel ated

expenses do not include any expense for which a deduction is
al | oned under section 162 or any other provision of chapter 1 of

the I nternal Revenue Code.

(e) Timng rules--(1) In general. Except as provided in
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par agraph (e)(2) of this section, an education credit is allowed
only for paynents of qualified tuition and rel ated expenses for
an academ c period beginning in the sane taxable year as the year
the paynent is made. Except for certain individuals who do not
use the cash receipts and di sbursenents nethod of accounti ng,
qualified tuition and rel ated expenses are treated as paid in the
year in which the expenses are actually paid. See 81.461-
1(a)(1).

(2) Prepayment rule --(i) In general . If qualified tuition

and related expenses are paid during one taxable year for an
academic period that begins during the first three months of the
taxpayer's next taxable year (i.e., in January, February, or
March of the next taxable year for calendar year taxpayers), an
education credit is allowed with respect to the qualified tuition
and related expenses only in the taxable year in which the
expenses are paid.

(i) Example . The following example illustrates the rule of
this paragraph (e)(2). In the example, assume that all the
requirements to claim an education credit are met. The example
is as follows:

Example . In December 1998, Taxpayer A, a calendar year
taxpayer, pays College Z $1,000 in qualified tuition and related
expenses to attend the 1999 Spring semester, which begins in
January 1999. Taxpayer A may claim an education credit only in

1998 for payments made in 1998 for the 1999 Spring semester.

(3) Expenses paid with loan proceeds . An education credit

may be claimed for the qualified tuition and related expenses

paid with the proceeds of a loan only in the taxable year in
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whi ch the expenses are paid, and nmay not be clainmed in the
taxabl e year in which the loan is repaid. Loan proceeds
di sbursed directly to an eligible educational institution will be
treated as paid on the date of disbursenent. |If a taxpayer does
not know the date of disbursenent, the taxpayer nust treat the
qualified tuition and rel ated expenses as paid on the | ast date
for paynent prescribed by the institution.

(f) Refund of qualified tuition and rel ated expenses--(1)

Paynment and refund of qualified tuition and related expenses in

the sane taxable year. Wth respect to any student, the anount

of qualified tuition and rel ated expenses for a taxable year is
calcul ated by adding all qualified tuition and rel ated expenses
paid for the taxable year, and subtracting any refund of such
expenses received fromthe eligible educational institution
during the sane taxable year

(2) Paynent of qualified tuition and rel ated expenses in one

taxabl e year and refund in subsequent taxable year before return

filed for prior taxable year. |If, in a taxable year, a taxpayer,

(or the taxpayer’'s spouse or a clainmed dependent) receives a
refund froman eligible educational institution of qualified
tuition and rel ated expenses paid in a prior taxable year and the
refund is received before the taxpayer files a federal incone tax
return for the prior taxable year, the anount of the qualified
tuition and rel ated expenses for the prior taxable year is
reduced by the anmobunt of the refund.

(3) Paynent of qualified tuition and rel ated expenses in one
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taxable year and refund in subsequent taxable year--(i) Ln

general. If, in a taxable year (refund year), a taxpayer (or the
t axpayer’s spouse or a clai med dependent) receives a refund of
qualified tuition and rel ated expenses for which the taxpayer
claimed an education credit in a prior taxable year, the tax

I nposed by chapter 1 of the Internal Revenue Code for the refund
year is increased by the recapture anount.

(i1) Recapture anpbunt. The recapture anount is the

difference between the credit clained in the prior taxable year
and the redetermined credit. The redetermned credit is conputed
by reducing the amount of the qualified tuition and rel ated
expenses for which a credit was clained in the prior taxable year
by the amount of the refund of the qualified tuition and rel ated
expenses (redeterm ned qualified expenses), and conputing the
credit using the redeterm ned qualified expenses and the rel evant
facts and circunstances of the prior taxable year, such as

nodi fied adj usted gross inconme (redetermned credit). Any
redeterm nation of the tax liability for the prior taxable year
(by audit or anended return) will be taken into account in
conputing the redeterm ned credit.

(4) Excludabl e educational assistance received in a

subsequent taxable year treated as a refund. |If, in a taxable

year, any excl udabl e educati onal assistance (described in
paragraph (c)(1) of this section) is received for the qualified
tuition and rel ated expenses paid during a prior taxable year (or

attributable to enrollnment at an eligible educational institution
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during a prior taxable year), the educational assistance is
treated as a refund of qualified tuition and rel ated expenses for
pur poses of paragraphs (f)(2) and (3) of this section. If a
t axpayer (or the taxpayer’s spouse or a clained dependent)
recei ves any excl udabl e educati onal assistance before the
taxpayer files a federal incone tax return for the prior taxable
year, the amount of the qualified tuition and rel ated expenses
for the prior taxable year is reduced by the anpbunt of the
excl udabl e educati onal assistance as provided in paragraph (f)(2)
of this section. |If a taxpayer (or the taxpayer’s spouse or a
cl ai mred dependent) receives excludabl e educati onal assi stance
after the taxpayer has filed a federal incone tax return for the
prior taxable year, any education credit clainmed for the prior
taxabl e year is subject to recapture as provided in paragraph
(f)(3) of this section.

(5) Exanples. The follow ng exanples illustrate the rules
of this paragraph (f). |In each exanple, assune that all the
requirenents to claiman education credit are net. The exanples
are as follows:

Exanple 1. 1In January 1998, Student A, a full-tinme freshman
at University X, pays $2,000 for qualified tuition and rel ated
expenses for a 16-hour work |load for the 1998 Spring senester.
Prior to beginning classes, Student A withdraws from 6 course
hours. On February 15, 1998, Student A receives an $800 refund
fromUniversity X. |In Septenber 1998, Student A pays University
X $1,000 to enroll half-time for the 1998 Fall senester. Prior
to beginning classes, Student A withdraws froma 2-hour course,
and she receives a $200 refund in Cctober 1998. Student A
conputes the anount of qualified tuition and rel ated expenses she
may claimfor 1998 by:

(i) Adding all qualified expenses paid during the taxable
year ($2,000 + 1,000 = $3, 000);
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(ii) Adding all refunds of qualified tuition and rel ated
expenses received during the taxable year ($800 + $200 = $1, 000);
and, then

(iii) Subtracting (ii) from(i) ($3,000 - $1,000 = $2, 000).
Therefore, Student A's qualified tuition and rel ated expenses for
1998 are $2, 000.



Exanple 2. (i) In Decenber 1998, Student B, a senior at
Col l ege Y, pays $2,000 for qualified tuition and rel ated expenses
for a 16-hour work | oad for the 1999 Spring senester. Prior to
begi nni ng cl asses, Student B withdraws froma 4-hour course. On
January 15, 1999, Student B files her 1998 inconme tax return and
clains a $400 Lifetine Learning Credit for the $2,000 qualified
expenses paid in 1998.

(ii1) She calculates the increase in tax for 1999 by:

(A) Calculating the redeterm ned qualified expenses
($2,000 - $500 = $1,500);

(B) Calculating the redeterm ned credit for the redeterm ned
qual i fied expenses ($1,500 x .20 = $300); and

(C) Subtracting the redetermined credit fromthe credit
claimed in 1998 ($400 - $300 = $100).

(ii1) Therefore, Student B nust increase the tax on her 1999
federal incone tax return by $100.

Exanple 3. |In Septenber 1998, Student C pays Coll ege Z
$1,200 in qualified tuition and rel ated expenses to attend
eveni ng classes during the 1998 Fall semester. Student Cis an
enpl oyee of Conpany R.  On January 15, 1999, Student C files a
federal inconme tax return for 1998 claimng a Lifetine Learning
Credit of $240 (.20 x $1,200). Pursuant to an educati onal
assi stance program described in section 127(b), Conpany R
rei nburses Student C in February 1999 for the $1,200 of qualified
tuition and rel ated expenses paid by Student Cin 1998. The $240
education credit clained by Student C for 1998 is subject to
recapture. Because Student C paid no net qualified tuition and
rel ated expenses in 1998, the redetermned credit for 1998 is
zero. Student C nust increase the anpunt of Student C s 1999
taxes by the recapture anount, which is $240 (the education
credit clainmed for 1998 ($240) minus the redeterm ned credit for
1998 ($0)). Because the $1,200 reinbursenent is taken into
account in calculating the $240 recapture anount for 1999, the
rei mbur senment does not reduce the anount of any qualified tuition
and rel ated expenses that Student C paid in 1999.

Deputy Conm ssioner of Internal Revenue



