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The Federal Tax Code:
Higher Education Tax Benefits
and Latinos

The “Tax Cuts and Jobs Act,” the latest tax bill from House Republicans, would result in a
massive tax cut for the richest Americans and big corporations, while providing little, if any, tax
relief to working- and middle-income families.* Corporations would see their rate drop from
35% to 20%, amounting to a $1.5 trillion tax cut, and the rich would disproportionately benefit:
about 45% of the bill’s tax cuts would go to households with incomes above $500,000.2 To pay
for these massive tax cuts, the bill proposes eliminating several tax deductions, but the revenue
raised would be insufficient to cover the cost. Therefore, spending on important programs like
health care, nutrition, education, and housing, will be slashed, jeopardizing the well-being of
Latino families.

The tax code currently has some provisions that help students and student loan holders make
ends meet. For example, the American Opportunity Tax Credit (AOTC) allows students and their
families to deduct expenses for higher education from their tax liability. Additional tax
deductions are aimed at making higher education more affordable, including the deduction for
tuition and fees and a deduction for interest paid on student loans. Costs associated with higher
education are higher than ever and these credits are essential to helping hardworking students
and families pay for their education and afford necessities like food, health care, and rent.

What Is the American Opportunity Tax Credit?

The AOTC allows people to deduct up to $2,500 in undergraduate education expenses from
their federal taxes. The education expenses must be for a student who is enrolled at least half-
time for one or more semesters during the year, and the AOTC can be used for up to four years
of education. The AOTC benefits single taxpayers with income under $90,000 and married
couples with incomes up to $180,000.3 Up to $1,000 of the AOTC is refundable and either the
student, or the parent or guardian who paid for the expenses, can claim the AOTC. Currently,
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the credit is legally available to qualified taxpayers using a Social Security number or an
Individual Taxpayer Identification Number (ITIN).

What About Other Higher Education Tax Deductions?
Tuition and Fees

Currently, students or parents—whoever pays—can deduct up to $4,000 from their taxable
income for tuition and fees paid for postsecondary education. To utilize the deduction, single
filers’ income may not exceed $65,000 and married filers’ income must not exceed $130,000.
Since it is a deduction and is not refundable, the tuition and fees deduction benefits families
with taxable income.

Student Loan Interest

The student loan interest deduction allows taxpayers with student loans to reduce their taxable
income by the lesser of $2,500 or the interest paid on their student loans that year. To qualify
in 2017, income for single filers and married couples may not exceed $80,000 and $160,000,
respectively. Like the tuition and fees deduction, this deduction also only benefits families with
tax liabilities.

Who Benefits from the AOTC and Other Higher Education Deductions?

In 2013, 10% of tax filers claimed the AOTC, amounting to a total of $17.8 billion in credits, with
S5 billion of them refunded to students and families.* That same year, the majority (78%) of
AOTC benefits went to taxpayers making less than $100,000.> Taxpayers filing with an ITIN—the
majority of whom are Latino—accounted for 1.1% of American Opportunity Tax Credits
claimed, amounting to $204 million.®

The AOTC's partial refundability provision benefits working-class families. In 2013, more than
half (59.9%) of the refundable portion of the AOTC was claimed by taxpayers earning less than
$20,000 per year. In contrast, a little over 6% of taxpayers earning between $50,000 and
$200,000 claimed the refundable portion of the AOTC.”’

As the tuition and fees and student loan interest deductions are not refundable, the benefits go
toward higher-income families, who have taxable income. Roughly half of the benefits from the
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tuition and fees deduction and 23% of the student loan interest deduction go to households
with annual incomes of $100,000 or more.?

These credits also stand to affect the Latino community. A record 3.6 million Latino
undergraduates were enrolled in 2016, and increased enrollment is expected to continue, with
one-in-five undergraduates projected to be Latino by 2025.° With increasing numbers of Latinos
enrolling in undergraduate education, the AOTC and higher education tax deductions remain
important to improve affordability while students are in school and after they graduate.

What About Tax Reform?

The House Republican tax bill strips financial support from young adults pursuing higher
education to pay for tax cuts for the rich. Repealing education tax deductions, including those
for tuition and fees and student loan interest, would take $47.5 billion from American college
students and their families.'? Further, a proposal to require a work-eligible Social Security
number for the student to claim the AOTC is a direct attack on taxpaying immigrant students
and families. This proposal would take $800 million in benefits away that help them pay for
college and have a chance to get ahead.'!

Congress should oppose a tax agenda that makes it harder for young adults and families to
manage the high costs of higher education. Instead of providing trillions in tax cuts for the rich
and large corporations, Congress should enact true tax reform that raises revenue to invest in
our economy, is progressive to ensure all pay their fair share, supports working families and
children to reduce poverty, and promotes economic mobility and asset-building for those
struggling to get ahead.
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