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Adjusted qualified education expenses
(AQEE). To determine if total distributions for
the year are more than the amount of
qualified education expenses, reduce total
qualified education expenses by any tax-free
educational assistance. Tax-free educational
assistance includes:

e The tax-free part of scholarships and
fellowship grants (see Tax-Free
Scholarships and Fellowship Grants in
chapter 1);

e VVeterans' educational assistance (see
Veterans' Benefits in chapter 1);

e The tax-free part of Pell grants (see Pell
Grants and Other Title 1V Need-Based
Education Grants in chapter 1);

e Employer-provided educational assistance
(see chapter 10); and

e Any other nontaxable (tax-free) payments
(other than gifts or inheritances) received
as educational assistance.

277



The amount you get by subtracting tax-free
educational assistance from your total
qualified education expenses is your AQEE.

Tax-Free Distributions

Generally, distributions are tax free if they
aren't more than the beneficiary's AQEE for
the year. Don't report tax-free distributions
(including qualifying rollovers) on your tax re-
turn.

Taxable Distributions

A portion of the distributions is generally
taxable to the beneficiary if the total
distributions are more than the beneficiary's
AQEE for the year.

Excess distribution. This is the part of the
total distribution that is more than the
beneficiary's AQEE for the year.

Earnings and basis. You will receive a Form
1099-Q for each of the Coverdell ESAs from
which money was distributed in 2024. The

278



amount of your gross distribution will be
shown in box 1. For 2024, instead of dividing
the gross distribution between your earnings
(box 2) and your basis (amount already
taxed) (box 3), the payer or trustee may
report the fair market value (account
balance) of the Coverdell ESA as of December
31, 2024. This will be shown in the blank box
below boxes 5 and 6.

The amount contributed from survivor
benefits (see Military death gratuity, earlier)
is treated as part of your basis and won't be
taxed when distributed.

Figuring the Taxable Portion of a
Distribution

The taxable portion is the amount of the
excess distribution that represents earnings
that have accumulated tax free in the
account. Figure the taxable portion for 2024
as shown in the following steps.

279



1. Multiply the total amount distributed by a
fraction. The numerator (top part) is the basis
(contributions not previously distributed) at
the end of 2023, plus total contributions for
2024, and the denominator (bottom part) is
the value (balance) of the account at the end
of 2024 plus the amount distributed during
2024.

2. Subtract the amount figured in (1) from
the total amount distributed during 2024. The
result is the amount of earnings included in
the distribution(s).

3. Multiply the amount of earnings figured in
(2) by a fraction. The numerator (top part) is
the AQEE paid during 2024, and the
denominator (bottom part) is the total
amount distributed during 2024.

4. Subtract the amount figured in (3) from
the amount figured in (2). The result is the
amount the beneficiary must include in
income.
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The taxable amount must be reported on
Schedule 1 (Form 1040), line 8z.

Example. You received an $850 distribution
from your Coverdell ESA, to which $1,500
had been contributed before 2024. There
were no contributions in 2024. This is your
first distribution from the account, so your
basis in the account on December 31, 2023,
was $1,500. The value (balance) of your
account on December 31, 2024, was $950.
You had $700 of AQEE for the year. Using the
steps in Figuring the Taxable Portion of a
Distribution, earlier, figure the taxable portion
of your distribution as follows.
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$1,500 basis + $0 contributions
$950 value + $850 distribution

= $708 (basis portion of distribution)

1. $850 (distribution) x

2. $850 (distribution) — $708 (basis portion of distribution)

= $142 (earnings included in distribution)

$142 y $700 AQEE
(earnings) $850 distribution

= $117 (tax-free earnings)

4. $142 (earnings) — $117 (tax-free earnings)
= $25 (taxable earnings)

You must include $25 in income as distributed
earnings not used for qualified education
expenses. Report this amount on Schedule 1
(Form 1040), line 8z, listing the type and
amount of income.

Worksheet 6-3, at the end of this chapter,
can help you figure your AQEE, how much of
your distribution must be included in income,
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and the remaining basis in your Coverdell
ESA(S).

Coordination With American Opportunity
and Lifetime Learning Credits

The American opportunity or lifetime learning
credit can be claimed in the same year the
beneficiary takes a tax-free distribution from
a Coverdell ESA, as long as the same
expenses aren't used for both benefits. This
means the beneficiary must reduce qualified
higher education expenses (QHEE) by tax-
free educational assistance, and then further
reduce them by any expenses taken into
account in determining an American
opportunity or lifetime learning credit.

Example. In 2024, during your first year in
college you had $5,800 of QHEE. You paid
your college expenses from the following
sources.

Partial tuition scholarship (tax free).. $1,500
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Coverdell ESA distribution............... 1,000
Gift from parents...........cviiiiinnnnnn, 2,100
Earnings from part-time job............ 1,200

Of the $5,800 of QHEE, $4,000 was tuition
and related expenses that also qualified for an
American opportunity credit. Your parents
claimed a $2,500 American opportunity credit
(based on $4,000 expenses) on their tax
return.

Before you can determine the taxable portion
of your Coverdell ESA distribution, you must
reduce your total QHEE.

Total QHEE......covv i $5,800

Minus: Tax-free educational
assistance........cooviiii . . — 1,500
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Minus: Expenses taken into
account in figuring American
opportunity credit.............cinnn. — 4,000

Equals: Adjusted qualified higher
education expenses (AQHEE)......... $ 300

Since the AQHEE ($300) are less than the
Coverdell ESA distribution ($1,000), part of
the distribution will be taxable. The balance in
your account was $1,800 on December 31,
2024. Prior to 2024, $2,100 had been
contributed to this account. Contributions for
2024 totaled $400. Using the four steps
outlined earlier, you figure the taxable portion
of your distribution as shown below.

285



$1,000 y $2,100 basis + $400 contributions
(distribution) $1,800 value + $1,000 distribution

= $893 (basis portion of distribution)

2. $1,000 (distribution) — $893 (basis portion of distribution)

= $107 (earnings included in distribution)

« $300 AQHEE
$1,000 distribution

= $32 (tax-free earnings)

3. $107 (earnings)

4. $107 (earnings) — $32 (tax-free earnings)
= $75 (taxable earnings)

You must include $75 in income (Schedule 1
(Form 1040), line 8z). This is the amount of
distributed earnings not used for AQHEE.

Coordination With Qualified Tuition
Program (QTP) Distributions

If a designated beneficiary receives
distributions from both a Coverdell ESA and a
QTP in the same year, and the total
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distribution is more than the beneficiary's
AQEE, those expenses must be allocated
between the distribution from the Coverdell
ESA and the distribution from the QTP before
figuring how much of each distribution is
taxable. The following two examples illustrate
possible allocations.

Example 1. In 2024, you graduated from
high school and began your first semester of
college. That year, you had $1,000 of
qualified elementary and secondary education
expenses (QESEE) for high school and $3,000
of QHEE for college. Your QESEE doesn't
include tuition. To pay these expenses, you
withdrew $800 from your Cover-dell ESA and
$4,200 from your QTP. No one claimed you as
a dependent, nor were you eligible for an
education credit. You didn't receive any tax-
free educational assistance in 2024. You must
allocate your total qualified education
expenses between the two distributions.
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You know that tax-free treatment will
be available if you apply your $800
Coverdell ESA distribution toward your
$1,000 of qualified education expenses
for high school. The qualified expenses
are greater than the distribution,
making the $800 Coverdell ESA
distribution tax free.

Next, you match your $4,200 QTP
distribution to your $3,000 of QHEE,
and find you have an excess QTP
distribution of $1,200 ($4,200 QTP —
$3,000 QHEE). You can't use the extra
$200 of high school expenses (from
(1) above) against the QTP distribution
because those expenses are not high
school tuition expenses and don't
qualify a QTP for tax-free treatment.

Finally, you figure the taxable and tax-
free portions of your QTP distribution
based on your $3,000 of QHEE. (See
Figuring the Taxable Portion of a
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Distribution in chapter 7 for more
information.)

Example 2. Assume the same facts as in
Example 1, except that you withdrew $1,800
from your Coverdell ESA and $3,200 from
your QTP. In this case, you allocate your
qualified education expenses as follows.

1. Using the same reasoning as in
Example 1, you match $1,000 of your
Coverdell ESA distribution to your
$1,000 of QESEE—you have $800 of
your distribution remaining.

2. Because higher education expenses
can also qualify a Coverdell ESA
distribution for tax-free treatment, you
allocate your $3,000 of QHEE between
the remaining $800 Coverdell ESA and
the $3,200 QTP distributions ($4,000
total).
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$3,000 $800 ESA distribution $600

ot =

QHEE $4,000 total distribution QHEE (ESA)
$3000  $3200QTPdistribution _ oot
QHEE $4,000 total distribution (QTP)

3. You then figure the taxable part of the
following.

a. Coverdell ESA distribution based
on qualified education expenses
of $1,600 ($1,000 QESEE + $600
QHEE). See Figuring the Taxable
Portion of a Distribution, earlier,
in this chapter.

b. QTP distribution based on her
$2,400 of QHEE (see Figuring the
Taxable Portion of a Distribution
in chapter 7).

The above examples show two types
of allocation between distributions

from a Coverdell ESA and a QTP.
However, you don't have to allocate your
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expenses in the same way. You can use any
reasonable method.

Losses on Coverdell ESA Investments

For tax years beginning after 2017 and before
2026, if you have a loss on your investment
in @ Coverdell ESA, you can’t deduct the loss
on your income tax return. You have a loss
only when all amounts from that account have
been distributed and the total distributions
are less than your unrecovered basis. Your
basis is the total amount of contributions to
that Coverdell ESA.

Additional Tax on Taxable Distributions

Generally, if you receive a taxable
distribution, you must also pay a 10%
additional tax on the amount included in
income.

Exceptions. The 10% additional tax doesn't
apply to the following distributions.
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Paid to a beneficiary (or to the estate
of the designated beneficiary) on or
after the death of the designated
beneficiary.

Made because the designhated
beneficiary is disabled. A person is
considered to be disabled if proof is
provided showing there is a physical or
mental impairment that substantially
limits any gainful activity. A physician
must determine that the person's
condition can be expected to result in
death or to be of long-continued and
indefinite duration.

Included in income because the
designated beneficiary received:

a. A tax-free scholarship or
fellowship grant (see Tax-Free
Scholarships and Fellowship
Grants in chapter 1);
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b. Veterans' educational assistance
(see Veterans' Benefits in chapter

1);

C. Employer-provided educational
assistance (see chapter 10); or

d. Any other nontaxable (tax-free)
payments (other than gifts or
inheritances) received as
educational assistance.

This exception applies only to the
extent the distribution isn't more than
the scholarship, allowance, or
payment.

Made on account of the attendance of
the designated beneficiary at a U.S.
military academy (such as the USMA
at West Point). This exception applies
only to the extent that the amount of
the distribution doesn't exceed the
costs of advanced education (as
defined in section 2005(d)(3) of title
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10 of the U.S. Code) attributable to
such attendance.

5. Included in income only because the
qualified education expenses were
taken into account in determining the
American opportunity or lifetime
learning credit (see Coordination With
American Opportunity and Lifetime
Learning Credits, earlier).

6. Made before June 1, 2025, of an
excess 2024 contribution (and any
earnings on it). The distributed
earnings must be included in gross
income for the year in which the
excess contribution was made.

Figuring the additional tax. Use Part II of
Form 5329 to figure any additional tax.
Report the amount on Schedule 2 (Form
1040), line 8.
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Worksheet 6-3 Instructions. Coverdell ESA—Taxable Distributions and Basis

Line G.

Line 2.

Line 4.

Line 7.

Enter the total distributions received from all Coverdell ESAs during 2024. Don't include amounts rolled over to another ESA
within 60 days (only one rollover is allowed during any 12-month period). Also, don't include excess contributions that were
distributed with the related earnings (or less any loss) before the first day of the sixth month of the tax year following the year for
which the contributions were made.

Your basis (amount already taxed) in this Coverdell ESA as of December 31, 2023, is the total of:

» All contributions to this Coverdell ESA before 2024, minus
* The tax-free portion of any distributions from this Coverdell ESA before 2024.

If your last distribution from this Coverdell ESA was before 2024, you must start with the basis in your account as of the end of
the last year in which you took a distribution. For years before 2002, you can find that amount on the last line of the worksheet in
the Instructions for Form 8606, Nondeductible IRAs, that you completed for that year. For years after 2001, you can find that
amount by using the ending basis from the worksheet in Pub. 970 for that year. You can determine your basis in this Coverdell
ESA as of December 31, 2023, by adding to the basis as of the end of that year any contributions made to that account after the
year of the distribution and before 2024.

Enter the total distributions received from this Coverdell ESA in 2024. Don't include amounts rolled over to another Coverdell
ESA within 60 days (only one rollover is allowed during any 12-month period).

Also, don't include excess contributions that were distributed with the related earnings (or less any loss) before the first day of
the sixth month of the tax year following the year of the contributions.

Enter the total value of this Coverdell ESA as of December 31, 2024, plus any outstanding rollovers contributed to the account
after 2023, but before the end of the 60-day rollover period. A statement should be sent to you by January 31, 2025, for this
Coverdell ESA showing the value on December 31, 2024,

A rollover is a tax-free withdrawal from one Coverdell ESA that is contributed to another Coverdell ESA. An outstanding
rollover is any amount withdrawn within 60 days before the end of 2024 (November 2 through December 31) that was rolled
over after December 31, 2024, but within the 60-day rollover period.
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When Assets Must Be Distributed

Any assets remaining in a Coverdell ESA must
be distributed when either one of the
following two events occurs.

1.

The designated beneficiary reaches
age 30. In this case, the remaining
assets must be distributed within 30
days after the beneficiary reaches age
30. However, this rule doesn't apply if
the beneficiary is a special needs
beneficiary.

The designated beneficiary dies. In this
case, the remaining assets must
generally be distributed within 30 days
after the date of death.

Exception for Transfer to Surviving
Spouse or Family Member

If a Coverdell ESA is transferred to a
surviving spouse or other family member as
the result of the death of the designated
beneficiary, the Coverdell ESA retains its
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status. ("Family member” was defined earlier
under Rollovers.) This means the spouse or
other family member can treat the Coverdell
ESA as their own and doesn't need to
withdraw the assets until they reach age 30.
This age limitation doesn't apply if the new
beneficiary is a special needs beneficiary.
There are no tax consequences as a result of
the transfer.

How To Figure the Taxable Earnings

When a total distribution is made because the
designated beneficiary either reached age 30
or died, the earnings that accumulated tax
free in the account must be included in
taxable income. You determine these
earnings as shown in the following two steps.

1. Multiply the amount distributed by a
fraction. The numerator (top part) is
the basis (contributions not previously
distributed) at the end of 2023 plus
total contributions for 2024, and the
denominator (bottom part) is the
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balance in the account at the end of
2024 plus the amount distributed
during 2024.

2. Subtract the amount figured in (1)
from the total amount distributed
during 2024. The result is the amount
of earnings included in the distribution.

For an example, see steps 1 and 2 of the
Example under Figuring the Taxable Portion of

a Distribution, earlier.

The beneficiary or other person receiving the
distribution must report this amount on
Schedule 1 (Form 1040), line 8z, listing the
type and amount of income.
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Worksheet 6-3. Coverdell ESA—Taxable Distributions and m
Basis Keep for Your Records

How to complete this worksheet.
* Complete Part |, lines A through H, on only one worksheet.
* Complete a separate Part Il, lines 1 through 15, for each of your Coverdell ESAs.
e Complete Part lll, the Summary (line 16), on only one worksheet.

Caution. If you had a distribution from a qualified tuition program (QTP), see Coordination With Qualified Tuition Program (QTP)
Distributions.

Part l. Qualified Education Expenses (Complete for total expenses.)

A. Enteryour total qualified education expenses for2024 . ....... ... ... . ... . ... i A.

B. Enterthose qualified education expenses paid for with tax-free
educational assistance ﬁfor example, tax-free scholarships, veterans'
educational benefits, Pell grants, employer-provided educational
ASSISIANCE) L. e B.

C. Enterthose qualified higher education expenses deducted on
Schedule C (Form 1040), Schedule F (Form 1040), or Schedule 1 (Form

1040), ine 12 . e e C.
D. Enterthose qualified higher education expenses on which
an American opportunity or lifetime learning credit was based ....... D.
Addlines B, C, and D ... ... e E.

F. Subtractline E from line A. This is your AQEE for2024 ... ... ... ... .. ... . . . i ..

G. Enter your total distributions from all Coverdell ESAs during 2024. Don't include rollovers

or the return of excess contributions. See instructions . ... ... .. . G.
H. Divide line F by line G. Enter the result as a decimal (rounded to at least 3 places). If the
resultis 1.000 or more, enter 1.000 . . .. ..ttt e H.

Part ll. Taxable Distributions and Basis (Complete separately for each account.)

1. Enter the amount contributed to this Coverdell ESA for 2024, including contributions made for 2024
from January 1, 2025, through the due date (not including extensions) for filing your 2024 return. Don't

include rollovers or the return of excess contributions . ........ ... . . . . . i 1.
Enter your basis in this Coverdell ESA as of December 31, 2023. See instructions ............... 2.
Add lines 1 and 2 .. .. 3.
Enter the total distributions from this Coverdell ESA during 2024. Don't include rollovers

or the return of excess contributions. Seeinstructions .. .......... ... . . i i 4,

5. Multiply line 4 by line H. This is the amount of AQEE attributable to this
Coverdell ESA .. ...

Subtractline 5fromline 4 ....... .. ..

Enter the total value of this Coverdell ESA as of December 31, 2024,
plus any outstanding rollovers. See instructions ..................

Addlines 4 and 7 .. ... e

9. Divide line 3 by line 8. Enter the result as a decimal (rounded to at least

3 places). If the result is 1.000 or more, enter 1.000 ............... 9.
10. Multiply line 4 by line 9. This is the amount of basis allocated to your distributions, and is tax
L= 10.
Note. If line 6 is zero, skKip lines 11 through 13, enter -0- on line 14, and go to line 15.
11.  Subtractline 10fromlined ... .. . . 11.
12. Divide line 5 by line 4. Enter the result as a decimal (rounded to
at least 3 places). If the result is 1.000 or more, enter 1.000 ......... 12.
13.  Multiply line 11 by line 12. This is the amount of qualified education expenses allocated to your
distributions, and s tax free . ... . .. e 13.
14. Subfract line 13 from line 11. This is the portion of the distributions from this Coverdell ESA in
2024 that you must include inincome . ... ... ... . . e 14.
15. Subtract line 10 from line 3. This is your basis in this Coverdell ESA as of December
31, 202 15.

Part lll. Summary (Complete only once.)

16. Taxable amount. Add together all amounts on line 14 for all your Coverdell ESAs. Enter here
and include on Schedule 1 (Form 1040), line 8z, listing the type and amount ofincome ......... 16.
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7.

Qualified Tuition Program
(QTP)
What's New

Rollover to Roth IRA. For certain
distributions made after 2023, you can roll
over limited amounts from long-term QTPs to
Roth IRAs. See Rollovers and Other Transfers.

Introduction

QTPs are also called 529 plans. States may
establish and maintain programs that allow
you to either prepay or contribute to an
account for paying a student's qualified
education expenses at an eligible educational
institution. Eligible educational institutions
may establish and maintain programs that
allow you to prepay a student's qualified
education expenses. If you prepay tuition, the
student (designated beneficiary) will be
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entitled to a waiver or a payment of qualified
education expenses. You can't deduct either
payments or contributions to a QTP. For
information on a specific QTP, you will need to
contact the state agency or eligible
educational institution that established and
maintains it.

What is the tax benefit of a QTP? No tax is
due on a distribution from a QTP unless the
amount distributed is greater than the
beneficiary's adjusted qualified education
expenses (AQEE). See Are Distributions
Taxable, later, for more information.

Even if a QTP is used to finance a
student's education, the student or

the student's parents may still be
eligible to claim the American opportunity
credit or the lifetime learning credit. See

Coordination With American Opportunity and
Lifetime Learning Credits, later.
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What Is a QTP?

A QTP is a program set up to allow you to
either prepay or contribute to an account
established for paying a student's qualified
education expenses at an eligible educational
institution. QTPs can be established and
maintained by states (or agencies or
instrumentalities of a state) and eligible
educational institutions. The program must
meet certain requirements. Your state
government or the eligible educational
institution in which you are interested can tell
you whether or not they participate in a QTP.

Qualified Education Expenses

Generally, these are expenses required for the
enrollment or attendance of the designated
beneficiary at an eligible educational
institution. For purposes of QTPs, the
expenses can be either qualified higher
education expenses or qualified elementary
and secondary education expenses.

305



Designated beneficiary. The desighated
beneficiary is generally the student (or future
student) for whom the QTP is intended to
provide benefits. The designated beneficiary
can be changed after participation in the QTP
begins. If a state or local government or
certain tax-exempt organizations purchase an
interest in @ QTP as part of a scholarship
program, the designated beneficiary is the
person who receives the interest as a
scholarship.

Eligible Educational Institution

For purposes of a QTP, an eligible educational
institution can be either an eligible
postsecondary school or an eligible
elementary or secondary school.

Eligible postsecondary school. An eligible
postsecondary school is generally any
accredited public, nonprofit, or proprietary
(privately owned profit-making) college,
university, vocational school, or other
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postsecondary educational institution. Also,
the institution must be eligible to participate
in a student aid program administered by the
U.S. Department of Education. Virtually all
accredited postsecondary institutions meet
this definition. The educational institution
should be able to tell you if it's an eligible
educational institution.

An eligible educational institution also
includes certain educational institutions
located outside the United States that are
eligible to participate in a student aid program
administered by the U.S. Department of
Education.

Eligible elementary or secondary school.
An eligible elementary or secondary school is
any public, private, or religious school that
provides elementary or secondary education
(kindergarten through grade 12), as
determined under state law.

Qualified Higher Education Expenses
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These are expenses related to enrollment or
attendance at an eligible postsecondary
school. As shown in the following list, to be
qualified, some of the expenses must be
required by the school and some must be
incurred by students who are enrolled at least
half-time, defined later.

1.

The following expenses must be
required for enrollment or attendance
of a designated beneficiary at an
eligible postsecondary school.

a. Tuition and fees.
b. Books, supplies, and equipment.

Expenses for special needs services
needed by a special needs beneficiary
must be incurred in connection with
enrollment or attendance at an eligible
postsecondary school.

Expenses for room and board must be
incurred by students who are enrolled
at least half-time (defined later).
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The expense for room and board
qualifies only to the extent that it isn't
more than the greater of the following
two amounts.

a. The allowance for room and
board, as determined by the
school, that was included in the
cost of attendance (for federal
financial aid purposes) for a
particular academic period and
living arrangement of the
student.

b. The actual amount charged if the
student is residing in housing
owned or operated by the school.

You may need to contact the
eligible educational institution for
qualified room and board costs.

The purchase of computer or
peripheral equipment, computer
software, or Internet access and
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related services, if it's to be used
primarily by the beneficiary during any
of the years the beneficiary is enrolled
at an eligible postsecondary school.
(This doesn't include expenses for
computer software for sports, games,
or hobbies unless the software is
predominantly educational in nature.)

The expenses for fees, books,
supplies, and equipment required for
the designated beneficiary’s
participation in an apprenticeship
program registered and certified with
the Secretary of Labor under section 1
of the National Apprenticeship Act.

No more than $10,000 paid as
principal or interest on qualified
student loans of the designated
beneficiary or the designated
beneficiary’s sibling. A sibling includes
a brother, sister, stepbrother, or
stepsister. For purposes of the
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$10,000 limitation, amounts treated as
a qualified higher education expense
for the loans of a sibling are taken into
account for the sibling and not for the
designated beneficiary. You can’t
deduct as interest on a student loan
(see chapter 4) any amount paid from
a distribution of earnings from a QTP
after 2018 to the extent the earnings
are treated as tax free because they
were used to pay student loan
interest.

Half-time student. A student is enrolled “at
least half-time” if the student is enrolled for
at least half the full-time academic workload
for the course of study the student is
pursuing, as determined under the standards
of the school where the student is enrolled.

Qualified Elementary and Secondary
Education Expenses

These are expenses for no more than $10,000
of tuition, incurred by a designated
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beneficiary, in connection with enrolilment or
attendance at an eligible elementary or
secondary school.

How Much Can You Contribute?

Contributions to a QTP on behalf of any
beneficiary can't be more than the amount
necessary to provide for the qualified
education expenses of the beneficiary. There
are no income restrictions on the individual
contributors.

You can contribute to both a QTP and a
Coverdell education savings account (ESA) in
the same year for the same designated
beneficiary.

Recontribution of Refunded
Amounts

If a student receives a refund of qualified
education expenses that were treated as paid
by a QTP distribution, the student can
recontribute these amounts into any QTP for
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which they are the beneficiary within 60 days
after the date of the refund to avoid the need
to figure the taxable part of the QTP
distribution.

Are Distributions Taxable?

The part of a distribution representing the
amount paid or contributed to a QTP doesn't
have to be included in income. This is a
return of the investment in the plan.

The designated beneficiary generally doesn't
have to include in income any earnings
distributed from a QTP if the total distribution
is less than or equal to AQEE (defined under
Figuring the Taxable Portion of a Distribution,
below).

Earnings and return of investment. You
will receive a Form 1099-Q from each of the
programs from which you received a QTP
distribution in 2024. The amount of your
gross distribution (box 1) shown on each form
will be divided between your earnings (box 2)
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and your basis, or return of investment (box
3). Form 1099-Q should be sent to you by
January 31, 2025.

Figuring the Taxable Portion of a
Distribution

To determine if total distributions for the year
are more or less than the amount of qualified
education expenses, you must compare the
total of all QTP distributions for the tax year
to the AQEE.

Adjusted qualified education expenses
(AQEE). This amount is the total qualified
education expenses reduced by any tax-free
educational assistance. Tax-free educational
assistance includes:

e The tax-free part of scholarships and
fellowship grants (see Tax-Free
Scholarships and Fellowship Grants in
chapter 1);
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e Veterans' educational assistance (see
Veterans' Benefits in chapter 1);

e The tax-free part of Pell grants (see Pell
Grants and Other Title 1V Need-Based
Education Grants in chapter 1);

e Employer-provided educational assistance
(see chapter 10); and

e Any other nontaxable (tax-free) payments
(other than gifts or inheritances) received
as educational assistance.

Taxable earnings. Use the following steps to
figure the taxable part.

1.  Multiply the total distributed earnings
shown in box 2 of Form 1099-Q by a
fraction. The numerator (top part) is
the AQEE paid during the year, and
the denominator (bottom part) is the
total amount distributed during the
year.
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2. Subtract the amount figured in (1)
from the total distributed earnings.
The result is the amount the
beneficiary must include in income.
Report it on Schedule 1 (Form 1040),
line 8z.

Example 1. In 2015, a young student’s
parents opened a savings account for them
with a QTP maintained by their state
government. Over the years, the parents
contributed $18,000 to the account. The total
balance in the account was $27,000 on the
date the distribution was made. In the
summer of 2024, the student enrolled in
college and had $8,300 of qualified education
expenses for the rest of the year. The college
expenses were paid from the following
sources.

Gift fromparents.............. $1,600

Partial tuition scholarship (tax free) . 3,100
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QTP distribution . . . ... ......... 5,300

Before the student can determine the taxable
part of their QTP distribution, they must
reduce their total qualified education
expenses by any tax-free educational
assistance.

Total qualified education expenses.. $8,300

Minus: Tax-free educational
ASSISTANCE....ue i . — 3,100

Equals: AQEE...........iiiiiinnns $5,200

Since the remaining expenses ($5,200) are
less than the QTP distribution, part of the
earnings will be taxable.

The student’s Form 1099-Q shows that $950
of the QTP distribution is earnings. They
figure the taxable part of the distributed
earnings as follows.
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$5,200 AQEE

1. $950 (eamings)  x $5.300 distribution

= $932 (tax-free earnings)

2. $950 (earnings) — $932 (tax-free earnings)

= $18 (taxable earnings)

They must include $18 in income (Schedule 1
(Form 1040), line 8z) as distributed QTP
earnings not used for AQEE.

Coordination With American Opportunity
and Lifetime Learning Credits

An American opportunity or lifetime learning
credit (education credit) can be claimed in the
same year the beneficiary takes a tax-free
distribution from a QTP, as long as the same
expenses aren't used for both benefits. This
means that after the beneficiary reduces
qualified education expenses by tax-free
educational assistance, the beneficiary must
further reduce them by the expenses taken
into account in determining the credit.
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Example 2. Assume the same facts as in
Example 1, except that the parents claimed
an American opportunity credit of $2,500
(based on $4,000 expenses).

Total qualified education expenses . . $8,300

Minus: Tax-free educational
ASSISTANCE....e i . — 3,100

Minus: Expenses taken into account
in figuring American opportunity
credit.............. . eeeeeeeee.. — 4,000

Equals: AQEE . . .. ... ... ... .... $1,200

The taxable part of the distribution is figured
as follows.
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$1,200 AQEE
$5,300 distribution

1. $950 (earnings) X

= $215 (tax-free earnings)

2. 3950 (earnings) — $215 (tax-free earnings)
= $735 (taxable earnings)

The student must include $735 in income
(Schedule 1 (Form 1040), line 8z). This
represents distributed earnings not used for
AQEE.

Coordination With Coverdell ESA
Distributions

If a designated beneficiary receives
distributions from both a QTP and a Coverdell
ESA in the same year, and the total of these
distributions is more than the beneficiary's
AQEE, the expenses must be allocated
between the distributions.

Example 3. Assume the same facts as in
Example 2, except that instead of receiving a
$5,300 distribution from their QTP, the
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student received $4,600 from that account
and $700 from their Coverdell ESA. In this
case, the student must allocate their $1,200
of AQEE between the two distributions.

$1.200 $700 ESA distribution $158

AQEE X $5,300 total distribution ~~ _ AQEE (ESA)
$1,200 $4,600 QTP distribution ~ $1,042
AQEE X $5,300 total distribution ~~ _ AQEE (QTP)

The student then figures the taxable portion
of their Coverdell ESA distribution based on
qualified education expenses of $158, and the
taxable portion of their QTP distribution based
on the other $1,042.

Note. If you are required to allocate your

expenses between Coverdell ESA and QTP
distributions, and you have adjusted qualified
elementary and secondary education
expenses, see the examples in chapter 6
under Coordination With Qualified Tuition
Program (QTP) Distributions.
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Losses on QTP Investments

For tax years beginning after 2017 and before
2026, if you have a loss on your investment
in @ QTP account, you can’t claim the loss on
your income tax return. You have a loss only
when all amounts from that account have
been distributed and the total distributions
are less than your unrecovered basis. Your
basis is the total amount of contributions to
that QTP account.

The aggregation rules that applied if
you had distributions from more than
LLUELY one QTP account during a year were
eliminated for distributions after 2014. For
more information, see Notice 2016-13,
available at IRS.qgov/IRB/2016-07 IRB#NOT-

2016-135.
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Additional Tax on Taxable
Distributions

Generally, if you receive a taxable
distribution, you must also pay a 10%
additional tax on the amount included in
income.

Exceptions. The 10% additional tax doesn't
apply to the following distributions.

1.

Paid to a beneficiary (or to the estate
of the designated beneficiary) on or
after the death of the designated
beneficiary.

Made because the designated
beneficiary is disabled. A person is
considered to be disabled if proof is
provided showing there is a physical or
mental impairment that substantially
limits any gainful activity. A physician
must determine that the person's
condition can be expected to result in
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death or to be of long-continued and
indefinite duration.

Included in income because the
designated beneficiary received:

a. A tax-free scholarship or
fellowship grant (see Tax-Free
Scholarships and Fellowship
Grants in chapter 1);

b. Veterans' educational assistance
(see Veterans' Benefits in chapter

1);

C. Employer-provided educational
assistance (see chapter 10); or

d. Any other nontaxable (tax-free)
payments (other than gifts or
inheritances) received as
educational assistance.

This exception only applies to the
extent the distribution isn't more than
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the scholarship, allowance, or
payment.

4. Made on account of the attendance of
the designated beneficiary at a U.S.
military academy (such as the USNA at
Annapolis). This exception applies only
to the extent that the amount of the
distribution doesn't exceed the costs of
advanced education (as defined in
section 2005(d)(3) of title 10 of the
U.S. Code) attributable to such
attendance.

5. Included in income only because the
qualified education expenses were
taken into account in determining the
American opportunity or lifetime
learning credit (see Coordination With
American Opportunity and Lifetime
Learning Credits, earlier).

Figuring the additional tax. Use Part II of
Form 5329 to figure any additional tax. Report
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the amount on Schedule 2 (Form 1040), line
8.

Rollovers and Other Transfers

Assets can be rolled over or transferred from
one QTP to another or from a QTP to an ABLE
account. In addition, the designated
beneficiary can be changed without
transferring accounts. Assets can also be
transferred from a QTP to a Roth IRA if
certain requirements are met.

Rollovers

Any amount distributed from a QTP isn't
taxable if it's rolled over to:

e Another QTP for the benefit of the same
beneficiary or for the benefit of a member
of the beneficiary's family (including the
beneficiary's spouse),

e An ABLE account for the benefit of the
same beneficiary or for the benefit of a
member of the beneficiary’s family
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(including the beneficiary’s spouse). But
this doesn’t apply to the extent the
amount distributed when added to other
amounts contributed to the ABLE account
exceeds the annual contribution limit. For
more information about ABLE accounts,
see Pub. 907, Tax Highlights for Persons
With Disabilities, or

e A Roth IRA for the benefit of the same
beneficiary, if the distribution is a direct
trustee-to-trustee transfer from a QTP
account that has been open for more than
15 years and the amount distributed does
not exceed total contributions (and
attributable earnings) made to the QTP
more than 5 years before the distribution
date. However, this doesn't apply to the
extent the amount distributed when added
to other amounts contributed to Roth IRAs
exceeds the annual contribution limit. For
more information about contributions to
Roth IRAs, see Pub. 590-A.
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You should contact the qualified ABLE
A program before contributing any
LML funds to the ABLE account to ensure

that the contribution limit will not be
exceeded.

An amount is rolled over if it's paid to an ABLE
account or another QTP within 60 days after
the date of the distribution.

Don't report qualifying rollovers (those that
meet the above criteria) anywhere on Form
1040, 1040-SR, or 1040-NR. These aren't
taxable distributions.

Members of the beneficiary's family. For
these purposes, the beneficiary's family
includes the beneficiary's spouse and the
following other relatives of the beneficiary.

1. Son, daughter, stepchild, foster child,
adopted child, or a descendant of any
of them.

2. Brother, sister, half brother, half sister,
stepbrother, or stepsister.
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O,

Father or mother or ancestor of either.
Stepfather or stepmother.

Son or daughter of a brother, sister,
half brother, or half sister.

Brother or sister of father or mother.

Son-in-law, daughter-in-law, father-in-
law, mother-in-law, brother-in-law, or
sister-in-law.

The spouse of any individual listed
above.

First cousin.

Example. When you graduated from college
in January last year, you had $5,000 left in
your QTP. You wanted to give this money to
your younger sibling, who was in junior high
school. In order to avoid paying tax on the
distribution of the amount remaining in your
account, you contributed the same amount to
your sibling's QTP within 60 days of the
distribution.
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If the rollover is to another QTP for
the same beneficiary, generally, only
LLLLY one rollover is allowed within 12
months of a previous transfer to any QTP for
that designated beneficiary. However,
taxpayers who receive a Form 1099-Q with
respect to a qualifying rollover to or from the
Maryland Prepaid College Trust (MPCT) and
meet the criteria of Notice 2024-23 are not
subject to the 12-month limitation. Notice
2024-23 is available at IRS.gov/irb/2024-

07 IRB#NQT-2024-23.

Changing the Designated Beneficiary

There are no income tax consequences if the
designated beneficiary of an account is
changed to a member of the beneficiary's
family. See Members of the beneficiary's
family, earlier.

Example. Assume the same situation as in
the last example. Instead of closing your QTP
and paying the distribution into your sibling's
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QTP, you could have instructed the trustee of
your account to simply change the name of
the beneficiary on the account to that of your
sibling.

8.

Education Exception to
Additional Tax on Early IRA
Distributions

Introduction

Generally, if you take a distribution from your
IRA before you reach age 59./., you must pay
a 10% additional tax on the early distribution.
This applies to any IRA you own, whether it is
a traditional IRA (including a SEP-IRA), a
Roth IRA, or a SIMPLE IRA. The additional tax
on an early distribution from a SIMPLE IRA
may be as high as 25%. See Pub. 560,
Retirement Plans for Small Business, for
information on SEP-IRAs, and Pub. 590-B for
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information about distributions from all other
IRAS.

However, you can take distributions from
your IRAs for qualified higher education
expenses without having to pay the 10%
additional tax. You may owe income tax on at
least part of the amount distributed, but you
may not have to pay the 10% additional tax.

Generally, if the taxable part of the
distribution is less than or equal to the
adjusted qualified education expenses
(AQEE), none of the distribution is subject to
the additional tax. If the taxable part of the
distribution is more than the AQEE, only the
excess is subject to the additional tax.

Who Is Eligible?

You can take a distribution from your IRA
before you reach age 59./.and not have to pay
the 10% additional tax if, for the year of the
distribution, you pay qualified education
expenses for:
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e Yourself;
e YOUr spouse;

e Your or your spouse's child, foster child, or
adopted child; or

e Your or your spouse’s grandchild.

Qualified education expenses. For
purposes of the 10% additional tax, these
expenses are tuition, fees, books, supplies,
and equipment required for enrollment or
attendance at an eligible educational
institution. They also include expenses for
special needs services incurred by or for
special needs students in connection with
their enrollment or attendance.

In addition, if the student is at least a half-
time student, room and board are qualified
education expenses.

The expense for room and board qualifies
only to the extent that it isn't more than the
greater of the following two amounts.
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1. The allowance for room and board, as
determined by the eligible educational
institution, that was included in the
cost of attendance (for federal financial
aid purposes) for a particular academic
period and living arrangement of the
student.

2. The actual amount charged if the
student is residing in housing owned or
operated by the eligible educational
institution.

You may need to contact the eligible
educational institution for qualified room and
board costs.

Eligible educational institution. An eligible
educational institution is any college,
university, vocational school, or other
postsecondary educational institution eligible
to participate in a student aid program
administered by the U.S. Department of
Education. Virtually all accredited public, non-
profit, and proprietary (privately owned
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profit-making) postsecondary institutions
meet this definition.

An eligible educational institution also
includes certain educational institutions
located outside the United States that are
eligible to participate in a student aid program
administered by the U.S. Department of
Education.

The educational institution should be

able to tell you if it is an eligible
educational institution.

Half-time student. A student is enrolled “at

least half-time” if the student is enrolled for

at least half the full-time academic workload

for the course of study the student is

pursuing as determined under the standards
of the school where the student is enrolled.
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Figuring the Amount Not Subject
to the 10% Tax

To determine the amount of your distribution
that isn't subject to the 10% additional tax,
first figure your AQEE. You do this by
reducing your total qualified education
expenses by any tax-free educational
assistance, which includes:

e Expenses used to figure the tax-free
portion of distributions from a Coverdell
education savings account (ESA) (see
Distributions in chapter 6);

e The tax-free part of scholarships and
fellowship grants (see Tax-Free
Scholarships and Fellowship Grants in
chapter 1);

e The tax-free part of Pell grants (see Pell
Grants and Other Title 1V Need-Based
Education Grants in chapter 1);
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e Veterans' educational assistance (see
Veterans' Bene- fits in chapter 1);

e Employer-provided educational assistance
(see chapter 10); and

e Any other nontaxable (tax-free) payments
(other than gifts or inheritances) received
as educational assistance.

Don't reduce the qualified education
expenses by amounts paid with funds the
student receives as:

e Payment for services, such as wages;
e A loan;
e A glft,

e An inheritance given to either the student
or the individual making the withdrawal,;
or

e A withdrawal from personal savings
(including savings from a qualified tuition
program (QTP)).
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If your IRA distribution is equal to or less
than your AQEE, you aren't subject to the
10% additional tax.

Example 1. In 2024, a teacher (age 32) took
a year off from teaching to attend graduate
school full time. They paid $5,800 of qualified
education expenses from the following
sources.

Employer-provided educational
assistance (tax free) . ... ......... $5,000

Early distribution from IRA (taxable
partis $500) . ................. 3,200

Before the teacher can determine if they must
pay the 10% additional tax on their IRA
distribution, they must reduce their total
qualified education expenses.

Total qualified education expenses . . $5,800
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Minus: Tax-free educational
ASSISEANCE...... i .— 5,000

Equals: AQEE $ 800

Because the teacher’s AQEE ($800) is more
than the taxable part of their IRA distribution
($500), they don't have to pay the 10%
additional tax on any part of this distribution.
However, they must include the $500 taxable
earnings in their gross income subject to
iIncome tax.

Example 2. Assume the same facts as in
Example 1, except that the teacher deducted
some of the contributions to their IRA, so the
taxable part of their early distribution is
$1,000. This must be included in their income
subject to income tax.

The taxable part of the teacher's IRA
distribution ($1,000) is larger than their $800
AQEE. Therefore, they must pay the 10%
additional tax on $200, the taxable part of
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their distribution ($1,000) that is more than
their AQEE ($800). The teacher doesn't have
to pay the 10% additional tax on the

remaining $800 of their taxable distribution.

Reporting Early Distributions

By January 31, 2025, the payer of your IRA
distribution should send you Form 1099-R,
Distributions From Pensions, Annuities,
Retirement or Profit-Sharing Plans, IRAs,
Insurance Contracts, etc. The information on
this form will help you determine how much
of your distribution is taxable for income tax
purposes and how much is subject to the
10% additional tax.

If you received an early distribution from your
IRA, you must report the taxable part of the
distribution on Form 1040, 1040-SR, or 1040-
NR, line 4b. Then, if you qualify for an
exception for qualified higher education
expenses, you must file Form 5329 to show
how much, if any, of your early distribution is
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subject to the 10% additional tax. See the
instructions for Form 5329, Part I, for help in

completing the form and entering the results
on Schedule 2 (Form 1040), line 8.

There are many other situations in which
Form 5329 is required. If, during 2024, you
had other distributions from IRAs or qualified
retirement plans, or have made excess
contributions to certain tax-favored accounts,
see the instructions for Schedule 2 (Form
1040), line 8, to determine if you must file
Form 53209.

9.

Education Savings Bond
Program

What's New

Modified adjusted gross income (MAGI)
limits. For 2024, the amount of your
education savings bond interest exclusion is
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gradually reduced (phased out) if your MAGI
is between $96,800 and $111,800 ($145,200
and $175,200 if you file a joint return). You
can't exclude any of the interest if your MAGI
is $111,800 or more ($175,200 or more if you
file a joint return).

Introduction

Generally, you must pay tax on the interest
earned on U.S. savings bonds. If you don't
include the interest in income in the years it is
earned, you must include it in your income in
the year in which you cash in the bonds.

However, when you cash in certain savings
bonds under an education savings bond
program, you may be able to exclude the
interest from income.

Who Can Cash in Bonds Tax Free?

You may be able to cash in qualified U.S.
savings bonds without having to include in
your income some or all of the interest earned

342



on the bonds if you meet all of the following
conditions.

e You pay qualified education expenses for
yourself, your spouse, or a dependent.

e Your MAGI is less than $111,800
($175,200 if married filing jointly).

e Your filing status isn't married filing
separately.

Qualified U.S. savings bonds. A qualified

U.S. savings bond is a series EE bond issued
after 1989 or a series I bond. The bond must
be issued either in your name (as the sole
owner) or in the name of both you and your
spouse (as co-owners).

The owner must be at least 24 years old
before the bond's issue date. The issue date
is printed in the upper right corner of a paper
bond and shown in TreasuryDirect for an
electronic bond.
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Qualified education expenses. These
include the following items you pay for either
yourself, your spouse, or a dependent.

1. Tuition and fees required to enroll at or
attend an eligible educational
institution. Qualified education
expenses don't include expenses for
room and board or for courses
involving sports, games, or hobbies
that aren't part of a degree or
certificate-granting program.

2.  Contributions to a qualified tuition
program (QTP) (see How Much Can
You Contribute in chapter 7).

3. Contributions to a Coverdell education
savings account (ESA) (see
Contributions in chapter 6).

Adjusted qualified education expenses
(AQEE). You must reduce your qualified
education expenses by all of the following
tax-free benefits.
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Tax-free part of scholarships and
fellowship grants (see Tax-Free
Scholarships and Fellowship Grants in
chapter 1).

Expenses used to figure the tax-free
portion of distributions from a
Coverdell ESA (see Qualified Educa-
tion Expenses in chapter 6).

Expenses used to figure the tax-free
portion of distributions from a QTP (see
Qualified Education Expenses in
chapter 7).

Any tax-free payments (other than
gifts or inheritances) received as
educational assistance, such as:

a. Veterans' educational assistance
benefits (see Veterans' Benefits in
chapter 1);

b. Qualified tuition reductions (see
Qualified Tuition Reduction in
chapter 1); or
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C. Employer-provided educational
assistance (see chapter 10).

5. Any expenses used in figuring the
American opportunity and lifetime
learning credits. See What Expenses
Qualify in chapter 2 (American
opportunity credit), and What
Expenses Qualify in chapter 3 (lifetime
learning credit), for more information.

Eligible educational institution. An eligible
educational institution is any college,
university, vocational school, or other
postsecondary educational institution eligible
to participate in a student aid program
administered by the U.S. Department of
Education. Virtually all accredited public, non-
profit, and proprietary (privately owned
profit-making) postsecondary institutions
meet this definition.

An eligible educational institution also
includes certain educational institutions
located outside the United States that are
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eligible to participate in a student aid
program ad-ministered by the U.S.
Department of Education.

The educational institution should be

@ able to tell you if it is an eligible
educational institution.

Dependent. A person who qualifies as your

dependent will be listed by name in the

Dependents section of your Form 1040 or
1040-SR. See the Instructions for Form 1040.

Modified adjusted gross income (MAGI).
For most taxpayers, MAGI is adjusted gross
income (AGI) as figured on their federal
income tax return without taking into account
this interest exclusion. However, as discussed
be-low, there may be other modifications.

Your MAGI is the AGI on line 11 of Form 1040
or 1040-SR figured without taking into
account any savings bond interest exclusion
and modified by adding back any:

1. Foreign earned income exclusion,
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Foreign housing exclusion,
Foreign housing deduction,

Exclusion of income by bona fide
residents of American Samoa,

Exclusion of income by bona fide
residents of Puerto Rico,

Exclusion for adoption benefits
received under an employer's adoption
assistance program, and

Deduction for student loan interest.

Use the worksheet in the instructions for line
9 of Form 8815 to figure your MAGI. If you
claim any of the exclusion or deduction items
(1)-(6) listed above, add the amount of the
exclusion or deduction to the amount on line
5 of the worksheet. Don't add in the
deduction for (7) student loan interest,
because line 4 of the worksheet already
includes this amount. Enter the total on Form
8815, line 9, as your MAGI.

348



Because the deduction for interest
expenses attributable to royalties
LLLLY and other investments is limited to
your net investment income, you can't figure
the deduction until you have figured this
interest exclusion. Therefore, if you had
interest expenses attributable to royalties and
deductible on Schedule E (Form 1040),
Supplemental Income and Loss, you must
make a special computation of your
deductible interest without regard to this
exclusion to figure the net royalty income
included in your MAGI. See Royalties included
in modified AGI under Education Savings
Bond Program in chapter 1 of Pub. 550.

Figuring the Tax-Free Amount

If the total you receive when you cash in the
bonds isn't more than the AQEE for the year,
all of the interest on the bonds may be tax
free. However, if the total you receive when
you cash in the bonds is more than the
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adjusted expenses, only part of the interest
may be tax free.

To determine the tax-free amount, multiply
the interest part of the proceeds by a fraction.
The numerator (top part) of the fraction is the
AQEE you paid during the year. The
denominator (bottom part) of the fraction is
the total proceeds you received during the
year.

Example. In February 2024, a married
couple cashed a qualified series EE U.S.
savings bond. They received proceeds of
$9,000, representing principal of $6,000 and
interest of $3,000. In 2024, they paid $7,650
of their child's college tuition. They aren't
claiming an American opportunity or lifetime
learning credit for those expenses, and their
child doesn't have any tax-free educational
assistance. Their MAGI for 2024 was $90,000.

Interest $9,000 proceeds ~ tax-free interest
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They can exclude $2,550 of interest in 2024.

They must pay tax on the remaining $450
($3,000 — $2,550) of inter-est.

Effect of the Amount of Your Income
on the Amount of Your Exclusion

The amount of your interest exclusion is
gradually reduced (phased out) if your MAGI
is between $96,800 and $111,800 (between
$145,200 and $175,200 if your filing status is
married filing jointly). You can’t exclude any
of the interest if your MAGI is equal to or
more than the upper limit.

The phaseout, if any, is figured for you when
you fill out Form 8815.

Claiming the Exclusion

Use Form 8815 to figure your education
savings bond interest exclusion. Enter your
exclusion on line 3 of Sched-ule B (Form
1040), Interest and Ordinary Dividends.
Attach Form 8815 to your tax return.
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10.

Employer-Provided
Educational Assistance

Reminder

Educational assistance benefits.
Employer-provided educational assistance
benefits include payments made after March
27, 2020, and before January 1, 2026, for
principal or interest on any qualified
education loan you incurred for your
education. See Educational assistance
benefits.

Introduction

If you receive educational assistance benefits
from your employer under an educational
assistance program, you can exclude up to
$5,250 of those benefits each year. This
means your employer shouldn’t include those
benefits with your wages, tips, and other
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compensation shown in box 1 of your Form
W-2. This also means that you don’t have to
include the benefits on your income tax
return.

You can’t use any of the tax-free
A education expenses paid for by your
LMY employer as the basis for any other

deduction or credit, including the American
opportunity credit and lifetime learning credit.

Educational assistance program. To
qualify as an educational assistance program,
the plan must be written and must meet
certain other requirements. Your employer
can tell you whether there is a qualified
program where you work.

Educational assistance benefits. Tax-free
educational assistance benefits include
payments for tuition, fees and similar
expenses, books, supplies, and equipment.
Education generally includes any form of
instruction or training that improves or
develops your capabilities. The payments
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don't have to be for work-related courses or
courses that are part of a degree program.

Tax-free educational assistance benefits also
include payments made after March 27, 2020,
and before January 1, 2026, whether paid to
the employee or to a lender, of principal or
interest on any qualified education loan (de-
fined later) incurred by the employee for
education of the employee.

Educational assistance benefits don't include
payments for the following items.

1. Meals, lodging, or transportation.

2. Tools or supplies (other than
textbooks) that you can keep after
completing the course of instruction.

3. Courses involving sports, games, or
hobbies unless they:

a. Have a reasonable relationship to
the business of your employer, or
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b. Are required as part of a degree
program.

Qualified education loan. A qualified
education loan is generally the same as a
qualified student loan. See Qualified Student
Loan in chapter 4. However, as discussed
earlier, the loan must be incurred by the
employee for education of the employee.

Benefits over $5,250. If your employer
pays more than $5,250 in educational
assistance benefits for you during the year,
you must generally pay tax on the amount
over $5,250. Your employer should include in
your wages (box 1 of Form W-2) the amount
that you must include in income.

Working condition fringe benefit. If the
benefits over $5,250 also qualify as a working
condition fringe benefit, your employer
doesn't have to include them in your wages. A
working condition fringe benefit is a benefit
that, had you paid for it, would be allowable
as a business expense deduction. For more
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information on working condition fringe
benefits, see Working Condition Benefits in
chapter 2 of Pub. 15-B, Employer's Tax Guide
to Fringe Benefits.

11.

Business Deduction for
Work-Related Education

What's New

Standard mileage rate. Generally, if you
claim a business deduction for work-related
education and you drive your car to and from
school, the amount you can deduct for miles
driven from January 1, 2024, through
December 31, 2024, is 67 cents a mile. For
more information, see Transportation
Expenses under What Expenses Can Be
Deducted.
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Reminder

Miscellaneous itemized deductions. For
tax years beginning after 2017 and before
2026, you no longer deduct work-related
education expenses as a miscellaneous
itemized deduction subject to a 2%-of-
adjusted-gross-income floor.

Introduction

This chapter discusses work-related education
expenses you may be able to deduct as
business expenses.

To claim such a deduction, you must:

e File Schedule C (Form 1040), Profit or
Loss From Business, or Schedule F (Form
1040), Profit or Loss From Farming, if you
are self-employed;

e File Form 2106, Employee Business
Expenses, if you are an Armed Forces
reservist, a qualified performing artist, a
fee-based state or local government
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official, or an individual with a disability
claiming impairment-related education
expenses;

e Itemize your deductions on Schedule A
(Form 1040) or Schedule A (Form 1040-
NR), if you are an individual with a
disability claiming impairment-related
education expenses; and

e Have expenses for education that meet
the requirements discussed under
Qualifying Work-Related Education, later.

What is the tax benefit of taking a
business deduction for work-related
education? If you are self-employed, you
deduct your expenses for qualifying work-
related education directly from your self-
employment income. This reduces the
amount of your income subject to both
income tax and self-employment tax.

If you are an Armed Forces reservist, qualified
performing artist, or a fee-based state or local
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government official, you deduct your
expenses for qualifying work-related
education directly from your income as you
figure your adjusted gross income.

If you are an individual with a disability and
can itemize your deductions, you deduct your
impairment-related education expenses as an
itemized deduction. An itemized deduction
reduces the amount of your income subject to
tax.

Your work-related education expenses may
also qualify you for other tax benefits, such as
the American opportunity (see chapter 2) and
lifetime learning (see chapter 3) credits. You
may qualify for these other benefits even if
you don't meet the requirements listed

above.

Also, your work-related education expenses
may qualify you to claim more than one tax
benefit. Generally, you may claim any
number of benefits as long as you use
different expenses to figure each one.
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Qualifying Work-Related
Education

As discussed earlier, self-employed
individuals, Armed Forces reservists, certain
artists, and certain government officials can
deduct the costs of qualifying work-related
education as business expenses. Individuals
with a disability can deduct impairment
expenses related to this education as an
itemized deduction. This is education that
meets at least one of the following two tests.

e The education is required by your
employer or the law to keep your present
salary, status, or job. The required
education must serve a bona fide business
purpose of your employer.

e The education maintains or improves skKills
needed in your present work.

However, even if the education meets one or
both of the above tests, it isn't qualifying
work-related education if it:
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e Is needed to meet the minimum

educational requirements of your present
trade or business, or

e Is part of a program of study that will
qualify you for a new trade or business.

You can deduct the costs of qualifying work-
related education as a business expense even
if the education could lead to a degree.

Use Figure 11-1 as a quick check to see if
your education qualifies.
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Figure 11-1. Does Your Work-Related Education Qualify?

Start Here

job?

Is the education required by your employer or
the law to keep your present salary, status, or

Yes

No

Is the education part of a program of study
that will qualify you for a new trade or —p
business?

Yes

"

Your education is qualifying

work-related education.

Does t.he reqL{irement serve a No Does the education maintain or
bona fide business requirement —— | improve skills needed in your
of your employer? present work?
Yes Yes

Is the education needed to meet the minimum Yes No

educational requirements of your present trade

or business?

LNO
v

Your education isn’t
qualifying work-related
education.
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