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Tax Reform Proposal Includes Significant Changes for Higher Ed 
 
House Ways and Means Chairman Dave Camp (R-MI) recently introduced a comprehensive tax 
reform package that includes significant proposed changes to higher education tax benefits. The 
proposal aims to consolidate and simplify a significant number of existing tax credits and deductions in 
order to lower overall individual and business tax rates. The changes to higher education tax benefits 
would net $18.7 billion in savings to the federal government over 10 years. Section 127 employer 
educational assistance program, Coverdell savings accounts, and deduction for interest on education 
loans would all be eliminated under Chairman Camp's proposal.  
 
While the comprehensive proposal is controversial and is unlikely to move forward in the House 
during an election year, it does effectively outline benefits that could be streamlined or eliminated. 
Hence, Members of Congress looking for potential “offsets” to other proposals now have a laundry list 
of possible tax benefits to eliminate and these proposals could resurface in other forms, such as a 
piecemeal approach to tax reform or a stand-alone higher education tax bill. 
 
The Camp proposal also includes some positive changes for the American Opportunity Tax Credit 
(AOTC). It adopts changes that were proposed by H.R. 3393, the Student and Family Tax 
Simplification Act. This bipartisan bill sponsored by Representatives Danny Davis (D-IL) and Diane 
Black (R-TN) would strengthen and permanently extend AOTC. Currently, AOTC expires at the end 
of 2017, and reverts back to the underlying and less generous Hope Tax Credit. The bill increases 
AOTC refundability, adjusts for inflation starting in 2018, and makes it easier for community college 
students to receive the maximum credit through better coordination with the Pell Grant program. In 
order to generate savings the proposal consolidates the Hope Tax Credit, the tuition and fees deduction 
(expired at the end of 2013), and the Lifetime Learning Credit into the AOTC. However, under current 
law, students cannot ‘double dip’ and receive more than one of these tax benefits at a time.  
 
In addition to consolidating the Lifetime Learning Credit and the currently-expired tuition and fees 
deduction, the Camp proposal changes a number of additional higher education tax benefits, including: 
 

• Repeal of Section 127 Employer Educational Assistance – Under current law, employer-
provided education assistance is excluded from income. The exclusion is limited to $5,250 per 
year and applies to both graduate and undergraduate courses. This provision repeals that 
exclusion, making such assistance taxable. 

 
• Repeal of deduction for interest on education loans - Under current law, an individual may 

claim an above-the-line deduction for interest payments on qualified education loans for 
qualified higher education expenses. The maximum amount of the deduction is $2,500. Only 



taxpayers with a modified adjusted gross income below certain amounts qualify for the 
exclusion. This provision would repeal that deduction. 

 
• No new contributions to Coverdell education savings accounts - Under current law, Coverdell 

education savings accounts, which are established for the purpose of paying qualified education 
expenses of a named beneficiary, are exempt from tax. This provision would prohibit new 
contributions to Coverdell education savings accounts, but would allow tax-free rollovers from 
Coverdell accounts into section 529 plans. 

 
• Repeal of exclusion for discharge of student loan indebtedness – Under current law, public 

service loan forgiveness, teacher loan forgiveness, law school loan repayment assistance 
programs and the National Health Service Corps Loan Repayment Program are not taxable 
upon discharge. Under the provision, the exclusion for discharge of student loan indebtedness 
would be repealed and the forgiveness would be taxable. 

 
• Repeal of exclusion for qualified tuition reductions - Under current law, qualified tuition 

reductions provided by educational institutions to their employees, spouses, or dependents are 
excluded from income. This provision would repeal that exclusion. 

 
• Repeal of exclusion of income from US savings bonds to pay for higher education tuition and 

fees - Under current law, interest on United States savings bonds is excluded from income if 
used to pay qualified higher education expenses. Only taxpayers with a modified adjusted gross 
income below certain levels qualify for the exclusion. The provision would repeal that 
exclusion. 

 
Other items to be aware of within the proposal include the expansion of Pell Grant exclusion from 
gross income. Under current law, qualified scholarship amounts, such as Pell Grants are generally 
excluded from gross income. However, such scholarship amounts are only excluded if used for 
qualified tuition and related expenses, a category that does not include room and board. Under this 
proposal, all Pell Grants would be excluded from income regardless of how they are used. 
 
Also an item impacting private colleges is the inclusion of a new excise tax on excess endowment 
funds at private colleges and universities. This 1% excise tax would apply to endowment funds not 
used for educational purposes at private institutions with endowments valued over $100,000 per full-
time student. This would not apply to public institutions. 
 
While the timeframe to consider these proposals remains to be seen, in the meantime the House and 
Senate may consider a ‘tax extenders’ bill to address tax credits that recently expired. These credits 
could include an extension of the expired IRA Charitable Rollover provision which permits IRA 
owners who are at least 70½ years old to make tax-free donations to eligible charities, including 
colleges and universities. It would also likely include the above-the-line deduction for qualified tuition 
and related expenses, which allows students or parents to deduct up to $4,000 in eligible higher 
education expenses from their taxable income.  
 


