
Tuition TAX CREDITS
College expenses are on the rise. The College Board reports that the average 
cost of a college education, including room and board, has risen faster than 
the infl ation rate in recent years, topping $20,000 for public four-year insti-
tutions and $45,000 for private colleges for the 2016-2017 academic year.* 

For many Americans, 
this burden may be 
alleviated through 
the use of education 
tax credits. There 
are two types — the 
American Opportu-
nity Tax Credit 
(AOTC) and the 
Lifetime Learning Credit 
(LLC). Both require that qualified educa-
tion expenses be incurred by you, your 
spouse, or a dependent, and credits may 
not be combined for any one student for a 
single tax year.

AMERICAN OPPORTUNITY 

TAX CREDIT

The AOTC provides a dollar-for-dollar tax 
reduction of up to $2,500 of the cost of 
tuition, books, and other required course 
material for up to four tax years. Specifically, 
the credit is allowed for 100% of the first 
$2,000 of qualifying expenses, plus 25% of 
the next $2,000 (for each qualifying student). 
Should the credit exceed the amount of tax 
you owe, you may be eligible for a refund of 
40% of the credit or $1,000, whichever is less.

You may generally claim the full AOTC if 
your modified adjusted gross income (MAGI) 
for the tax year is under $80,000 ($160,000 
if married filing jointly). However, the credit 

starts to phase out once MAGI exceeds 
those levels and is no longer 

available once 
MAGI reaches 
$90,000 
($180,000 if 
married filing 
jointly). 

LIFETIME LEARNING CREDIT

The LLC is a tax credit of up to $2,000 per 
tax return for tuition and fees, calculated 
as 20% of the first $10,000 of expenses. In 
contrast to rules under the AOTC, qualified 
expenses for the LLC do not include aca-
demic supplies, and no portion of the credit 
is refundable. However, the LLC is available 
for an unlimited number of years, and it 
does not require the student to be enrolled 
in a degree program.  

You may receive the full credit if your MAGI 
is less than $56,000 ($112,000 if filing jointly). 
The amount of the LLC phases out when 
MAGI falls between $56,000 and $66,000 
($112,000 and $132,000 if married filing 
jointly) and is not available when MAGI 
exceeds these upper limits. 

* The College Board, Tuition and Fees and Room and 
Board Over Time (Public school costs are based on 
in-state rates.)
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Deducting
Bonuses
Companies that offer year-end 
bonuses may not actually pay them 
until after year-end. Question: 
Can the bonuses be deducted in 
the year of accrual — before they 
are paid to employees?

Answer: Maybe, if the company 
uses the accrual method of 
accounting for tax purposes and 
certain tax law requirements are 
met. For one, the bonuses must be 
paid within the 2½-month period 
following the close of the tax year. 

To secure the deduction, the 
company must authorize the 
bonuses and determine the amount 
to be paid before the end of the 
year. Where the bonuses are to 
be based on a formula, such as a 
percentage of company profi ts, 
the bonuses must be defi nitely 
determinable through the formula. 
Additionally, the formula must be 
established, and the employees 
must be notifi ed of the percentage 
to be awarded, before year-end. 

Other requirements apply.



PENALTY POINTERS
If you’re saving for retirement in a qualifi ed plan sponsored by your 
employer, such as a 401(k), or in a traditional individual retirement 
account (IRA), you need to remember that the IRS generally imposes 
a 10% penalty on any withdrawals you make before you turn age 59½.* 
This penalty is in addition to any income taxes due on the withdrawal. 
However, there are several exceptions that may apply.**

DISABILITY OR DEATH

Both qualified retirement plans and IRAs allow penalty-
free distributions in cases of disability or death. 
“Disability” generally means that the individual is 
unable to engage in any “substantial gainful activity.”

UNREIMBURSED MEDICAL BILLS

Withdrawals from an IRA or a qualified retirement plan 
to pay deductible medical expenses that exceed 10% of 
adjusted gross income may be penalty free. The with-
drawal must occur in the same year the expenses are paid.

HEALTH INSURANCE PREMIUMS

You can make penalty-free withdrawals from an IRA 
to pay health insurance premiums if you have received 
unemployment compensation for at least 12 weeks 
(or could have except for being self-employed). 

FIRST-TIME HOMEBUYER EXPENSES

You can withdraw up to a maximum of $10,000 penalty 
free from your IRA to buy, build, or rebuild a principal 
residence for an eligible first-time homebuyer. (The 
buyer can be yourself, your spouse, or any child or 

grandchild of you or your spouse, provided 
the buyer and his/her spouse have not 
owned another principal residence for at 
least two years.) This is a lifetime limit. 

HIGHER EDUCATION EXPENSES

You may make penalty-free withdrawals from 
your IRA to pay qualified higher education 
expenses for you, your spouse, or any children 
or grandchildren of you or your spouse.

EQUAL PAYMENTS

Withdrawals from an IRA or qualified retire-
ment plan that are part of a series of sub-
stantially equal periodic payments over 
your lifetime or the lifetimes of you and 
the designated beneficiary may be penalty 
free. (Requirements apply.)

* A 10% penalty may also apply to taxable distri-
butions taken from a Roth IRA prior to the owner 

turning 59½, but a different set of rules applies.

** The list presented is not all-inclusive.

>
PROFILE••••

Alan understands 
that having a 
budget is key to run-
ning a successful 
small business. But 
his long work days 
leave him little time 
to create one. 

Operating a business without a budget is not 
recommended. A budget is a useful tool that will 
help Alan make informed decisions and serve as a 
guide for meeting the company’s fi nancial goals. 
However, Alan will need to incorporate accurate 
data and reasonable goals in his budget for it to 
be an effective management tool. 

Alan should involve key employees in the budgeting 
process since they can be a good source of cost-
saving and revenue-increasing ideas. Managers 
and department heads should also be encouraged 
to submit expense projections. If Alan isn’t sure 
how the numbers were calculated, he can ask for 
explanations.

It’s important that a budget takes into account future 
cost increases, such as those associated with health 

care and new employees. Alan also should work a 
contingency plan into the budget that identifi es items 
that can be cut or postponed if sales are down. 

Creating and using a business budget is an ongoing 
process. Periodically, Alan should compare his actual 
results with his budget projections to see if they are 
realistic and to determine whether any adjustments 
should be made. 

Finding the time to prepare and implement a budget 
can be diffi cult initially, but in the long run, a budget 
is a critical tool for managing a small business.

Client Profile is based on a hypothetical situation. The solutions we discuss 
may or may not be appropriate for you.



What Income Is NOT TAXABLE?
Many taxpayers assume the IRS taxes any and every form of 
income. While most types of income are taxable, some are not. 
Here’s a look at some forms of income that are generally not 
subject to federal income tax:

> Child support payments

> Gifts, bequests, and most inheritances

> Compensatory damage awards for 
physical injury or sickness

> Cash rebates from a dealer or 
manufacturer 

> Reimbursements for qualified 
adoption expenses

> Life insurance proceeds received 
because of the insured person’s death

> Qualified scholarships used for 
certain costs (e.g., tuition)

> Veterans benefits

> Employer contributions to health 
savings accounts

> Dependent care assistance
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I plan on buying a large 
life insurance policy. Is 
there a way to assess the 
likelihood that the insur-
ance company will still 
exist when it’s time to 
provide the promised 
policy proceeds to my 
benefi ciaries?

Take a look at the ratings 
assigned to an insurance 
company by different ratings 
agencies. These agencies — 
A.M. Best, Moody’s Investors 
Service, Standard and Poor’s, 
and Fitch Ratings — measure 
the fi nancial health of insur-
ance companies and their 
ability to pay policyholders’ 
claims. Each ratings agency 
employs its own ratings 
system, though these are 
generally similar to letter 
grades used in education. 

Is there a simplifi ed 
method for calculating the 
home offi ce deduction?

The IRS allows eligible 
taxpayers to use a safe harbor 
method and deduct $5 per 
square foot for a home offi ce 
of up to 300 square feet. That 
means that the annual deduc-
tion is capped at $1,500 even 
if the portion of your home 
devoted to business use is 
more than 300 square feet. 
(The IRS may update the 
$5 rate periodically.) To use 
the simplifi ed method, you still 
have to meet all the tax law 
conditions for claiming the 
deduction. Qualifi ed mortgage 
interest and property taxes 
are separately deductible as 
itemized deductions. 
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Managing Employee 
ABSENTEEISM
Employee absenteeism can be costly to your company — perhaps 
as much as 22% of payroll, according to one study.* How might 
you manage employee attendance without running afoul of 
federal and state laws?

Below are some strategies 
for consideration.

> Paid time off 
banks. In gen-
eral, giving 
discretion to 
employees as 
to how to use their 
paid leave time may 
help them decide to stay 
home when they are ill with-
out having to worry about 
possible disciplinary action.

> Alternative work arrange-
ments. In some cases, absentee-
ism among specific individuals 
may be addressed by identifying the 
underlying issue and implementing 
flexible arrangements — such as 
alternative work arrangements or 
job redesign — as a solution.

> Health and wellness initiatives. 
Some organizations may be able to 
use wellness programs as education 
tools to help prevent stress and other 
chronic health issues.

> Return-to-work programs. 
Some companies 

provide ways to ease 
employees back into 

their jobs after an 
extended absence 

due to short-term 
disability or family and 

medical leave.

Additionally, a growing 
number of small and 
mid-sized companies are 
controlling the costs asso-
ciated with absenteeism 
by outsourcing adminis-
trative and compliance 
functions for short-term 
disability and other 

leaves, thereby reducing the 
need for their human resource staffs 
to handle these specialized roles.

* Source: Society for Human Resource 
Management and Kronos, Inc., Total 
Financial Impact of Employee Absences 
in the U.S., 2014 (Figures represent both 
direct and indirect costs.)



The general information provided in this publication is not intended to be nor should it be treated as tax, legal, investment, accounting, or other 
professional advice. Before making any decision or taking any action, you should consult a qualified professional advisor who has been provided 
with all pertinent facts relevant to your particular situation.  Copyright © 2017
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> U.S. HOUSEHOLDS ARE TAKING 

ON MORE DEBT IN 2017 THAN THEY 

DID AT THE HEIGHT OF THE CREDIT 

BUBBLE IN 2008, according to data 
from the Federal Reserve Bank of New York. 
It found that total household debt in the 
United States amounted to $12.7 trillion in 
the fi rst three months of 2017. Mortgage 
debt accounts for 68% of that total, while 
student debt accounts for 11%.

> THE SMALL BUSINESS CREDIT 

SURVEY FROM THE FEDERAL 

RESERVE BANK measures the fi nancial 
health of small businesses by applying three 

criteria: whether the business is profi table, 
whether it has a good or an excellent 
credit score, and whether it uses retained 
earnings. The 2016 survey found that 30% 
of small businesses met all three criteria, 
33% met two, and 27% met only one.  

> MOST WORKING ADULTS IN 

THE U.S. PLAN TO WORK PAST 

RETIREMENT AGE, according to 
Gallup’s Economy and Personal Finance 
survey. The poll found that 74% of adults 
currently anticipate working past retire-
ment age. Of that total, 11% say they 
plan on working full-time, while 63% state 

they plan to work part-time. Twenty-fi ve 
percent of working adults say they plan to 
stop working altogether once they reach 
retirement age. 

> THE IRS RELEASED THE 2018 

INFLATION-ADJUSTED AMOUNTS 

FOR HEALTH SAVINGS ACCOUNTS 

(HSAs). The maximum annual HSA 
contribution will be $3,450 for self-only 
coverage and $6,900 for family coverage. 
The minimum annual deductible for 
high-deductible health plans will be 
$1,350 for self-only coverage and $2,700 
for family coverage. 


