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If you are considering borrowing funds to finance your education or the education of your
spouse or children, you may wish to take advantage of the available tax benefits.
If you itemize your deductions and have sufficient equity in your home, you might consider
borrowing the needed cash from your home. Generally, homeowners can take $100,000 of
equity debt on their home and still deduct interest against the regular tax. Unfortunately,
the interest on equity debt is not deductible against the alternative minimum tax (AMT), so
consider other alternatives first if you are subject to the AMT. However, even if you are
subject to the AMT, your best option may still be taking equity from your home. You may
lose the benefit of the interest deduction, but the low interest rate on home loans is still in
your favor.
If you don’t itemize your deductions or are subject to the AMT, you may still be able to
utilize the above-the-line education interest deduction. This deduction has several restrictive
qualifications and is limited to a maximum annual deduction of $2,500. It is phased-out
ratably for taxpayers with an AGI (income) of $65,000 to $80,000 ($135,000 to $165,000
for joint returns). These amounts are for 2017; contact this office for the amounts for other
years.
The above-the-line interest deduction may only be claimed by a person who is legally
obligated to make the payments on the qualified educational loan. However, tax regulations
allow payments on above-the–line education interest made by someone other than the
taxpayer/borrower to be treated as a gift, allowing the interest to be deductible by the
taxpayer.
The above-the-line deduction is not limited to interest on government student loans. The
interest paid on other types of loans qualifies, including a home equity loan and even credit
card interest, if only qualified education expenses are charged on the account. The
borrowed funds must be used solely for qualified educational purposes, and the lender
cannot be a relative. Generally, the funds must be used for qualified expenses within a
reasonable period of time, usually 90 days before or after borrowing the funds. A home
equity line of credit can be used to meet these requirements by paying education expenses
as they become due, provided that the loan is not used for another purpose.
If you are considering borrowing money to pay for education, it may be appropriate to
consult with this office, since there are other limitations. Please call for assistance.

