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OFFI CE OF THE COVMPTROLLER
DEPARTMVENT OF BANKI NG AND FI NANCE
STATE OF FLORI DA
TALLAHASSEE
32399- 0350

ROBERT F. M LLI GAN
COWTROLLER OF FLORI DA

January 3, 1997

IN REPLY REFER TO
DBFBP 97-1

TO Agenci es Addressed

FROM Al l en Reans, Chief
Bureau of State Payrolls

SUBJECT: Form W2 Online Tax Reporting

A new feature called Tax Reporting (TR) will be added to the Payroll Main
Menu, effective January 15, 1997.

This new feature will assist you in querying enployee W2 tax reporting

i nformati on. Agencies nay not nmake inquiries regardi ng enpl oyees of other
OO entities except their owmn. The W2 records for inquiring enployee's OLO
can be displayed in al phabetical order or by social security nunber. Agency
staff wwth El update security clearance will be able to request W2
duplicates online. The Form W2 Tax Reporting Online Procedure is in the
Payrol | Preparati on Manual Updates dates Decenber 30, 1996.

Shoul d you have any questions concerning these enhancenents, please call
Tony Parrish at 904/ 488-6416 or SUNCOM 278- 6416.

RAR/ t sp



OFFI CE OF THE COVMPTROLLER
DEPARTMVENT OF BANKI NG AND FI NANCE
STATE OF FLORI DA
TALLAHASSEE
32399- 0350

ROBERT F. M LLI GAN
COWTROLLER OF FLORI DA

February 7, 1997
IN REPLY REFER TO

DBFBP 97-2
TO Agenci es Addressed
FROM Al l en Reans, Chief
Bureau of State Payrolls
Subj ect: I NCOVE TAX W THHCOLDI NG ON SUPPLEMENTAL PAYMENTS

I nternal Revenue Service, Publication 15, G rcular E, Enployer's Tax Qi de,
provi des enpl oyers two nethods for cal culating i ncone tax w thhol ding on
suppl enrental paynents. One nmethod is to withhold at a flat rate, currently
28% This is the nmethod we have been using up to now. The other nmethod is
described in the Crcular E as foll ows:

"Add the supplenmental and regul ar wages for the nost recent payrol
period this year. Then figure the incone tax withholding as if the
total were a single paynment. Subtract the tax already w thheld from
the regul ar wages. Wthhold the remaining tax fromthe suppl enent al

wages. "
Ef fective February 20, 1997 the payroll systemw |l be revised to include
bot h net hods of cal culation in the payroll process. The nethod producing
the lowest incone tax withholding is the nethod that will be used in the
paynent .

To verify the conputations, first determine if the flat rate was used by
dividing the withholding tax by the W2 gross. |If the result is |ess than
28% it will be necessary to |locate the regular salary warrant used in the
computation; it will be the regular salary with a warrant nunber closest to
but | ess than the supplenmental paynment in question. Add the W2 gross for
this paynment and any suppl enental paynents with warrant nunbers between and
i ncluding the regular salary and suppl enmental paynent in question. The
accumul ated W2 gross deternined in this manner shoul d be reduced by the

exenption all owance (see table in Volume 11, Section I, Page 19 of the
Payrol | Manual) and wi thhol ding tax conputed based on the appropriate tax
table (see table in Volune I1l, Section |, Page 18 of the Payroll Manual).

The conputed tax should equal the sum of the withholding tax deducted on al
of the paynents included in this exercise.

W will be including nore detail ed explanations including exanples in a
revision to the Payroll Mnual in the near future. [|f you have any
guestions, please call Asheema Venuri or Zadok Coxwel| at (904) 488-7762 or
Suncom 278-7762.

RAR/ nn



OFFI CE OF THE COMPTROLLER

DEPARTMENT OF BANKI NG AND FI NANCE
STATE OF FLORI DA
TALLAHASSEE
32399- 0350

ROBERT F. M LLI GAN
COWTROLLER OF FLORI DA

TO

March 12, 1997

IN REPLY REFER TO
DBFBP 97-3

Agenci es and Universities Addressed

FROM Al l en Reans, Chief

Bureau of State Payrolls

SUBJECT: PAYROLL PROCESSI NG CHANGES

Effective April 1, 1997 the Bureau of State Payrolls will inplenent the

f ol

| owi ng changes for Payroll Processing:

The cutoff time for accepting Paper Requisitions will be changed from
10: 00 a.m the day of Payroll Processing to 5:00 p.m the | ast business
day before Payroll Processing. Only in energency situations, when
justification in witing is provided for each subnission, wll paper
requi sitions be accepted after the revised cutoff date.

Agenci es and Universities submtting tapes and cartridges for Payroll
Processi ng nmust submt themdirectly to the Bureau of Production Control
in Room B-53, Fletcher Building before 9:00 aam Al tapes and
cartridges should be clearly |abel ed displaying tape nunbers and

subm tting Agency. However, the tape nunbers and record count nust be
submtted to the Bureau of State Payrolls by Fax (904) 922-5181 or SUNCOM
292-5181, by electronic mail or, by contacting Becky Johnson at (904)

488- 7762 or SUNCOM 278-7762.

The Payroll Authorization docunentation can be subnitted by mail or fax
on or before the day of Payroll Processing.

Shoul d you have any questions, please call Zadok Coxwel|l at (904) 488-7762

or

SUNCOM 278- 7762.



OFFI CE OF THE COVMPTROLLER
DEPARTMVENT OF BANKI NG AND FI NANCE
STATE OF FLORI DA
TALLAHASSEE
32399- 0350

ROBERT F. M LLI GAN
COWTROLLER OF FLORI DA

March 26, 1997

IN REPLY REFER TO
DBFBP 97-4

TO AGENCI ES ADDRESSED

FROM Al l en Reans, Chief
Bureau of State Payrolls

SUBJECT: Taxability of Tuition Free Courses for State Enpl oyees

As addressed in Departnent of Banking & Finance, Bureau of State
Payrol | s Menmorandum 96-9, dated Novenber 7, 1996, the val ue of
tuition-free courses under Internal Revenue Code (I RC) Section 127 for
graduat e courses becane taxabl e for undergraduate courses begi nning
after June 30, 1997. However, enployer provi ded education assistance,
even amounts in excess of $5,250, nay be treated as a non-taxabl e
wor ki ng condition fringe benefit as described bel ow.

| RC Section 132 and 162 provi des that enpl oyers may exclude from an
enpl oyee' s taxabl e wages certain working condition fringe benefits,
i ncl udi ng enpl oyer paynments for job-related educati on assi stance.

Section 132 I RC exenpts certain fringe benefits including working
condition fringe benefits. |IRC Section 132 (d) defines "working
condition fringe" as property or services provided to an enpl oyee of
the enployer to the extent that, if the enployee paid for such
property or services, such paynent would be all owabl e as a deduction
under | RC Section 162. Internal Revenue Service (IRS) Regul ation
1.132-1 (f) provides that "if the anmounts paid by the enpl oyer for
education relating to the enpl oyee's trade or business of being an
enpl oyee of the enployer so that, if the enployee paid for the
education, the anount paid could be deducted under section 162, the
costs of the education may be eligible for exclusion as a working
condition fringe".

I RC Section 162 (a) provides for the deduction of ordinary and
necessary expenses paid or incurred during the taxable year in
carrying on any trade or business. Expressly included in |IRS

Regul ation 1.162-5 are enpl oynment rel ated educati on expenses, even if
t he education | eads to a degree, when the education (1) maintains or

i mproves skills required by the individual in the individual's

enpl oynment or other trade or business, or (2) neets the express

requi rements of the individual's enployer, or the requirenents of
applicable law or regul ations, inposed as a condition to the retention
by the individual of an established enpl oynent relationship, status or
rate of conpensati on.



Educati onal expenses that are personal expenditures are not deductible
as ordi nary and necessary busi ness expenses even thought the education
may maintain or inprove skills required by the individual in his

enpl oyment or other trade or business or may neet the express
requirenments of the individual. Nondeductible personal education
expendi tures include cases when the education: (1) is to neet the

m ni nrum educati onal requirenents for qualifying for existing

enpl oynment or other trade or business or (2) education that qualifies
the enpl oyee for a new trade or business.

Nont axabl e state enpl oyee educati onal assistance may incl ude

under graduate or graduate course work if it will enhance the

enpl oyee's current position. For those persons who have obtai ned
state enploynent through substituted experience as an alternate

m ni mrum j ob qualification, the university degree requirenent would no
| onger be a mninmumrequirenent. Once the enpl oyee has been legally
hired for a position with the personnel office certifying the

enpl oyee's qualification for the position, then he or she has nmet the
m ninmal job requirenents for that position

As an exanple, a recent state job notice read:

M ni mum Job Qualifications: A bachelor's degree from an

accredited college or university and three years of professional
experience in health, social, or rehabilitative sciences, health
care or social services adm nistration or planning---Professiona

or nonprof essi onal experience as descri bed above can substitute
on a year-for-year basis for the required coll ege education

In this case, the enployee who fills this job could at sonme point
deci de to enhance his or her skills in this position. The enployee

could then proceed to undertake courses which fulfill the degree

requi rements. Those courses may not be taxable if in the judgenent of
t he enpl oyi ng agency they will enhance the enpl oyee's current
position.

Because the various departments and agenci es enpl oying individuals are
in the positions to be the nost infornmed about the unique
characteristics of their enployee positions, the enploying departnents
or agenci es shoul d determ ne what courses or courses of study are
requi red, or enhance the enployee's skills in the individual enployee
positions.

Agenci es should notify enployees of tax liabilities for tuition free
courses during the eligibility for enroll ment approval process and,
where applicable, provide enployees an opportunity to request a tax
exenption for job-related education. Docunentation supporting courses
determ ned by the agency to be tax exenpt shall be retained by the
agency.

Each semester agencies will receive fromthe Bureau of State Payrolls
a listing of enployees enrolled in tuition free courses that night be
t axabl e under I RC Section 127. The listing will include the tuition

val ues as reported to the Bureau by the universities. Currently only



graduat e courses are taxable under Section 127. Undergraduate courses
are scheduled to beconme taxable July 1, 1997. However, it should be
notes that Congress is considering a proposal to extend the current
excl usi on for undergraduate courses until Decenber 31, 2000, and
retroactively extending the exclusion for graduate studies from June
30, 1996 to Decenber 31, 2000.

Agenci es shall report to the Bureau of State Payrolls only those
courses determ ned by the agency to be taxable. Taxable tuition
values will be added to the enpl oyees' wages and are subject to incone
and FICA taxes. Due to processing systens limtations we cannot

i ncl ude taxabl e non-cash values with the enpl oyee's regul ar sal ary
paynment and therefore cannot wi thhold income and FI CA taxes
progranmatically. These taxable values will be included with the
enpl oyee earni ngs through the adjustnent process. This process
collects the FICA taxes on the next salary paynent after the record
updat e but does not collect inconme taxes. Agencies should notify
enpl oyees having taxable tuition of this additional tax liability so
that they may adjust their Form W4, Enployee's Wthholding Al lowance
Certificate, as needed.

SPRI NG SEMESTER 1997
A listing of tuition values for enpl oyees enrolled in spring senester

1997 graduate courses will be sent to the agencies by the Bureau of
State Payrolls during the semester with a cover letter explaining

reporting procedures. Agencies will be requested to review the
listings and report to the Bureau only those courses determ ned by the
agency to be taxable. In order to mnimze the inpact of FICA

wi t hhol di ng on enpl oyee sal ary paynents taxable val ues may be reported
over nore than one pay period. However, taxable values may not be
carried over into the next cal endar year.

FALL SEMESTER 1996

For those affected agencies, attached is a listing of enployees
enrolled in fall senmester 1996 graduate courses and the taxable val ues
i ncluded with the enpl oyee earnings records for 1996. Agencies are
requested to review with the affected enpl oyees the courses taken
during this senester and determ ne those courses qualifying for a

wor ki ng condition fringe benefit tax exclusion as being job-rel ated.
Agenci es may request a refund of FICA taxes and corrected Form W2 for
courses determ ned by the agency to be tax exenpt. Requests should be
directed to the Bureau of State Payrolls, giving the enpl oyee nane,
soci al security nunber and course identification. FICA tax refunds
will be paid by expense warrant and mailed directly to the enpl oyee.

A corrected FormW2 will be sent to the agency for delivery to the

enpl oyee.

If you have any questions concerning this matter please call Ernest
Thonpson or Steve Isted at SUNCOM 278-6416 or (904) 488-6416.

Att achment s



81.132-1 Exclusion From Gross Incone For Certain Fringe Benefits.

(a)

(b)

I n General.

G oss incone does not include any fringe benefit which qualifies
as a—

(1) No-additional -cost Service,
(2) Qualified Enployee Di scount,
(3) Working Condition Fringe, O
(4) De Mninus Fringe.

Special rules apply with respect to certain on-prenises gyns and
other athletic facilities (8 1.132-1 (e)), denonstration use of
enpl oyer - provi ded autonobiles by full-tinme autonobile sal esmen (8
1.132-5 (0)), parking provided to an enpl oyee on or near the

busi ness premi ses of the enployer (81.132-5 (p)), and on-prem ses
eating facilities (81.132-7).

Definition of Enpl oyee

(1) No- addi ti onal - cost Services And Qualified Enpl oyee
Di scounts.

For purposes of section 132(a) (1) (relating to no-additional -
cost services) and section 132 (a) (2) (relating to qualified
enpl oyee discounts), the term"enpl oyee" (with respect to a line
of business of an enpl oyer neans

(1) Any individual who is currently enmpl oyed by the
enpl oyer in the |ine of business,

(ii) Any individual who was fornerly enpl oyed by the
enpl oyer in the |line of business and who separated
fromservice with the enployer in the line of
busi ness by reason of retirenment or disability, and

(i) Any wi dow or w dower of an individual who died
whil e enpl oyed by the enployer in the |ine of
busi ness or who separated fromservice with the
enployer in the |ine of business by reason of
retirement or disability.

For purposes of this paragraph (b) (1), any partner who perforns
services for a partnership is considered enployed by the
partnership. In addition, any use by the spouse or dependent
child (as defined in paragraph (b) (5) of this section) of the
enpl oyee will be treated as use by the enpl oyee. For purposes of
section 132 (a) (1) (relating to no-additional-cost services),
any use of air transportation by a parent of an enpl oyee
(deternmined without regard to section 132 (f) (1) (B) and



paragraph (b) (1) (iii) of this section) will be treated as use
by the enpl oyee.

(2) Working Condition Fringes.

For purposes of section 132(a) (3) (relating to working condition
fringes), the term"enpl oyee" neans—

(1) Any individual who is currently enpl oyed by the
enpl oyer,
(ii) Any partner who perforns services for the

part nership,
(i) Any director of the enployer, and

(iv) Any i ndependent contractor who perforns services
for the enpl oyer.

Not wi t hst andi ng anything in this paragraph (b) (2) to the
contrary, an independent contractor who perforns services for the
enpl oyer cannot exclude the value of parking or the use of
consuner goods provided pursuant to a product testing program
under 8§ 1.132-5(n); in addition, any director of the enployer
cannot exclude the value of the use of consuner goods provided
pursuant to a product testing programunder § 1.132-5(n).

(3) On-premses Athletic Facilities.

For purposes of section 132(h) (5) (relating to on-prem ses
athletic facilities), the term "enpl oyee" neans—

(i) Any individual who is currently enpl oyed by the
enpl oyer,

(ii) Any individual who was formerly enpl oyed by the
enpl oyer and who separated fromservice with the
enpl oyer by reason of retirement or disability, and

(i) Any wi dow or w dower of an individual who died
whil e enpl oyed by the enpl oyer or who separated
fromservice with the enpl oyer by reason of
retirenent or disability.

For purposes of this paragraph (b) (3), any partner who perforns
services for a partnership is considered enployed by the

partnership. |In addition, any use by the spouse or dependent
child (as defined in paragraph (b) (5) of this section) of the
enpl oyee will be treated as use by the enpl oyee.

(4) De Mnims Fringes.



(c)

(d)

(e)

For purposes of section 132(a) (4) (relating to de mnims
fringes), the term "enpl oyee" neans any recipient of a fringe
benefit.

(5) Dependent Child.

The term "dependent child" means any son, stepson, daughter, or
st epdaught er of the enpl oyee who is a dependent of the enpl oyee,
or both of whose parents are deceased and who has not attained
age 25. Any child to whom section 152(e) applies will be treated
as the dependent of both parents.

Speci al Rul es For Enployers? Effect O Section 414.

Al'l enpl oyees treated as enployed by a single enployer under
section 414 (b), (¢), (m, or (o) will be treated as enpl oyed by
a single enployer for purposes of this section. Thus, enployees
of one corporation that is part of a controlled group of
corporations may under certain circunstances be eligible to
receive section 132 benefits fromthe other corporations that
conprise the controlled group. However, the aggregation of

enpl oyers described in this paragraph (c) does not change the
other requirenments for an exclusion, such as the line of business
requirement. Thus, for exanple, if a controlled group of
corporations consists of two corporations that operate in
different Iines of business, the corporations are not treated as
operating in the same |line of business even thought the
corporations are treated as one enpl oyer

Custoners Not To | nclude Enpl oyees.

For purposes of section 132 and the regul ati ons thereunder, the
term "custoner"” neans any customer who is not an enpl oyee.
However, the precedi ng sentence does not apply to section 132
(c)(2) (relating to the gross profit percentage for determning a
qual i fi ed enpl oyee discount). Thus, an enployer that provides
enpl oyee di scounts cannot exclude sal es made to enpl oyees in
determ ning the aggregate sales to custoners.

Treatnent O On-premises Athletic Facilities
(1) In General.
G oss incone does not include the value of any on-preni ses
athletic facility provided by an enpl oyer to its enpl oyees. For
pur poses of section 132 (h) (5) and this paragraph (e), the term
"on-prem ses athletic facility" means any gymor other athletic
facility (such as a pool, tennis court, or golf course)—

(i) Which is |ocated on the premi ses of the enpl oyer

(ii) Which is operated by the enpl oyer, and



(i) Substantially all of the use of which during the
cal endar year is by enpl oyees of the enpl oyer,
their spouses, and their dependent children.

For purposes of paragraph (e) (1) (iii) of this section, the term
"dependent children" has the sane nmeaning as the plural of the
term "dependent children” in paragraph (b)(5) of this section

The exclusion of this paragraph (e) does not apply to any
athletic facility if access to the facility is made available to
the general public through the sale of nenberships, the rental of
the facility, or a simlar arrangenent.

(2) Premises O The Enployer.

The athletic facility need not be | ocated on the enployer's
busi ness prem ses. However, the athletic facility mnmust be

| ocated on prem ses of the enployer. The exclusion provided in
this paragraph (e) applies whether the prenises are owned or

| eased by the enmployer; in addition, the exclusion is avail able
even if the enployer is not a nanmed | essee on the | ease so | ong
as the enpl oyer pays reasonable rent. The exclusion provided in
this paragraph (e) does not apply to any athletic facility that
is afacility for residential use. Thus, for exanple, a resort
Wi th acconpanying athletic facilities (such as tennis courts,
pool, and gyn) would not qualify for the exclusion provided in
this paragraph (e). An athletic facility is considered to be

| ocated on the prem ses of a voluntary enpl oyees' beneficiary
associ ati on funded by the enpl oyer

(3) Application O Rules To Menbership In An Athletic Facility.

The exclusion provided in this paragraph (e) does not apply to
any nmenbership in an athletic facility (including health clubs or
country clubs) unless the facility is owned (or |eased) and
operated by the enployer and substantially all the use of the
facility is by enpl oyees of the enployer, their spouses, and
their dependent children. Therefore, nenbership in a health club
or country club not neeting the rules provided in this paragraph
(e) would not qualify for the exclusion

(4) Operation By The Enpl oyer.

An enpl oyer is considered to operate the athletic facility if the
enpl oyer operates the facility through its own enpl oyees, or if
the enpl oyer contracts our to another to operate the athletic
facility. For exanple, if an enployer hires an i ndependent
contractor to operate the athletic facility for the enployer's
enpl oyees, the facility is considered to be operated by the
enployer. In addition, if an athletic facility is operated by
nore than one enployer, it is considered to be operated by each
enpl oyer. For purposes of paragraph (e) (1) (iii) of this
section, substantially all of the use of a facility that is
operated by nore than one enpl oyer nust be by enpl oyees of the
various enployers, their spouses, and their dependent children.



Where the facility is operated by nore than one enpl oyer, an
enpl oyer that pays rent either directly to the owner of the
prem ses or to a sublessor of the premses is eligible for the
exclusion. |If an athletic facility is operated by a voluntary
enpl oyees' beneficiary association funded by an enpl oyer, the
enpl oyer is considered to operate the facility.

(5) Nonapplicability O Nondiscrinination Rules.

The nondi scrim nation rules of section 132 and § 1.132-8 do not
apply to on-prem ses athletic facilities.

(f) Nonapplicability O Section 132 In Certain Cases
(1) Tax Treatnent Provided For In Another Section.

If the tax treatnment or a particular fringe benefit is expressly
provided for in another section of Chapter 1 of the Internal
Revenue Code of 1986, section 132 and the applicable regulations
(except for section 132 (e) and the regul ati ons thereunder) do
not apply to such fringe benefit. For exanple, because section
129 provides an exclusion fromgross inconme for anounts paid or
incurred by an enpl oyer for dependent care assistance for an

enpl oyee, the exclusions under section 132 and this section do
not apply to the provision by an enployer to an enpl oyee of
dependent care assistance. Simlarly, because section 117 (d)
applies to tuition reductions, the exclusions under section 132
do not apply to free or discounted tuition provided to an

enpl oyee by an organi zati on operated by the enpl oyer, whether the
tuition is for study at or below the graduate level. O course,
if the anobunts paid by the enployer are for education relating to
the enpl oyee's trade or business of being an enpl oyee of the

enpl oyer so that, if the enployee paid for the education, the
anount paid could be deducted under section 162, the costs of the
education may be eligible for exclusion as a working condition
fringe.

(2) Limted Statutory Excl usions.

I f another section of Chapter 1 of the Internal Revenue Code of
1986 provi des an exclusion fromgross inconme based on the cost of
the benefit provided to the enpl oyee and such exclusion is a
limted anmount, section 132 and the regul ations thereunder may
apply to the extent the cost of the benefit exceeds the statutory
excl usi on.

(9) Ef f ecti ve Date.

Sections 1.132-0, 1.132-1, 1.132-2, 1.132-3, 1.132-4, 1.132-5, 1.132-
6, 1.132-7 and 1.132-8 are effective as of January 1, 1989, except
that sections 1.132-1(b) (1) wth respect to the use of air
transportation by a parent of an enployee and 1.132-4(d) are effective
as of January 1, 1985. Furthernore, in section 1.132-5, the eleventh
sentence of paragraph (m (1), Exanples 6 and 7 in paragraph (m(8),



and paragraphs (m(2)(1), (m(2)(v), (M (3)(iv), (M (6), (M(7), and
(r) are effective Decenber 30, 1992; however, taxpayers may treat the
rul es as applicable to benefits provided on or after January 1, 1989.
For the applicable rules relating to enployer-provided transportation
for security concerns prior to Decenber 30, 1992, see section 1.132-
5(m (as contained in 26 CFR part 1(sections 1.61 to 1.169) revised
April 1, 1992). See sections 1.132-1T, 1.132-2T, 1.132-3T, 1.132-4T,
1.132-5T, 1.132-6T, 1.132-7T and 1.132-8T for rules in effect for
benefits received fromJanuary 1, 1985, to Decenber 31, 1988. [T.D
8256, 54 FR 28601, July 6, 1989; T.D. 8457, 57 FR 62192-62198, Dec.
30, 1992; corrected by 58 FR 7296, Feb. 5, 1993.]



81.162-5 Expenses For Educati on.

(a)

(b)

CGeneral Rul e.

Expendi tures nmade by an individual for education (including
research undertaken as part of his educational program which are
not expenditures of a type described in paragraph (b) (2) or (3)
of this section are deductible as ordinary and necessary busi ness
expenses (even though the education may |l ead to a degree) if the
educat i on—

(1) Maintains or inproves skills required by the individual in
hi s enpl oynent or other trade or business, or

(2) Meets the express requirements of the individual's enployer,
or the requirenents of applicable |aw or regul ations,
i nposed as a condition to the retention by the individual of
an established enploynent relationship, status, or rate of
compensati on.

Nondeducti bl e Educati onal Expenditures—
(1) In Ceneral.

Educati onal expenditures described in subparagraphs (2) and (3)
of this paragraph are personal expenditures or constitute an

i nsepar abl e aggregate of personal and capital expenditures and,
therefore, are not deductible as ordinary and necessary busi ness
expenses even though the education nmay maintain or inprove skills
required by the individual in his enploynent or other trade or
busi ness or may neet the express requirenents of the individual's
enpl oyer or of applicable |aw or requirenents.

(2) M nimum Educational Requirenents.

(i) The first category of nondeducti bl e educati onal
expenses within the scope of subparagraph (1) of this

par agraph are expenditures nade by an individual for
education which is required of himin order to neet the

m ni nrum educati onal requirenents for qualification in his
enpl oyment or other trade or business. The m ni num
educati on necessary to qualify for a position or other trade
or business nust be determ ned froma consideration of such
factors as the requirenents of the enployer, the applicable
| aw and regul ati ons, and the standards of the profession,
trade, or business involved. The fact that an individual is
al ready performng service in an enpl oynent status does not
establish that he has net the m ni num educati onal
requirenments for qualification in that enploynent. Once an
i ndi vidual has nmet the nininum educational requirenents for
qualification in his enploynment or other trade or business
(as in effect when he enters the enploynment or trade or

busi ness), he shall be treated as continuing to neet those
requi rements even though they are changed.



(ii) The mnimum educational requirenents for qualification
of a particular individual in a position in an educati onal
institution is the mninmum/|evel of education (in terns of
aggregate coll ege hours or degree) which under the
applicable laws or regulations, in effect at the time this
individual is first enployed in such position, is normally
required of an individual initially being enployed in such a
position. |If there are no normal requirenments as to the

m ni mum | evel of education required for a position in an
educational institution, then an individual in such a
position shall be considered to have net the m ni num
educational requirenments for qualification in that position
when he becones a nenber of the faculty of the educational
institution. The determ nation of whether an individual is
a menber of the faculty of an educational institution nust
be made on the basis of the particular practices of the
institution. However, an individual will ordinarily be
considered to be a nenber of the faculty of an institution
if (a) he has tenure or his years of service are being
counted toward obtaining tenure; (b) the institution is
maki ng contributions to a retirement plan (other than Soci al
Security or a sinmilar program) in respect of his enploynent;
or (c) he has a vote in faculty affairs.

(iii) The application of this subparagraph may be
illustrated by the followi ng exanpl es:
Exanple (1)

Ceneral facts: State X requires a bachelor's degree for

begi nni ng secondary school teachers which nust include 30 credit
hours of professional educational courses. |In addition, in order
to retain his position, a secondary school teacher nust conplete
a fifth year of preparation within 10 years after beginning his
enpl oynment. If an enploying school official certifies to the
State Departnent of Education that applicants having a bachelor's
degree and the required courses in professional education cannot
be found, he may hire individuals as secondary school teachers if
t hey have conpleted a m ni mrum of 90 senester hours of college
work. However, to be retained in his position, such an

i ndi vi dual must obtain his bachelor's degree and conplete the
requi red professional educational courses within 3 years after
hi s enpl oynent commences. Under these facts, a bachelor's
degree, without regard to whether it includes 30 credit hours of
prof essi onal educational courses, is considered to be the m nimum
educational requirenment for qualification as a secondary schoo
teacher in State X. This is the case notw thstandi ng the nunber
of teachers who are actually hired wi thout such a degree. The
follow ng are exanples of the application of these facts in
particul ar situations:

Situation 1. A, at the tinme he is enployed as a secondary schoo
teacher in State X, has a bachelor's degree including 30 credit
hours of professional educational courses. After his enploynent,



A conpletes a fifth college year of education and, as a result,
is issued a standard certificate. The fifth college year of
educati on undertaken by A is not education required to neet the
m ni nrum educati onal requirenents for qualification as a secondary
school teacher. Accordingly, the expenditures for such education
are deductible unless the expenditures are for education which is
part of a program of study being pursued by A which will lead to
qualifying himin a new trade or busi ness.

Situation 2. Because of a shortage of applicants neeting the
stated requirenents, B, who has a bachelor's degree, is enpl oyed
as a secondary school teacher in State X even though he has only
20 credit hours of professional educational courses. After his
enpl oynment, B takes an additional 10 credit hours of professiona
educati onal courses. Since these courses do not constitute
education required to neet the nini num educational requirenents
for qualification as a secondary school teacher which is a
bachel or's degree and will not lead to qualifying Bin a new
trade or business, the expenditures for such courses are
deducti bl e.

Situation 3. Because of a shortage of applicants neeting the
state requirenents, Cis enployed as a secondary school teacher
in State X although he has only 90 senester hours of college work
toward his bachelor's degree. After his enploynent, C undertakes
courses leading to a bachelor's degree. These courses (including
any courses in professional education) constitute education
required to neet the nininum educational requirenents for
qualification as a secondary school teacher. Accordingly, the
expendi tures for such education are not deducti bl e.

Situation 4. Subsequent to the enploynment of A B, and C, but
before they have conpleted a fifth college year of education
State X changes its requirenents affecting secondary school
teachers to provide that beginning teachers nust have conpleted 5
col l ege years of preparation. 1In the cases of A B, and C, a
fifth college year of education is not considered to be education
undertaken to neet the nininum educational requirenents for
qualifications as a secondary school teacher. Accordingly,
expenditures for a fifth year of college will be deductible

unl ess the expenditures are for education which is part of a
program bei ng pursued by A, B, or Cwhich will lead to qualifying
himin a new trade or business.

Exanpl e (2)

D, who holds a bachel or's degree, obtains tenporary enploynment as
an instructor at University Y and undertakes graduate courses as
a candidate for a graduate degree. D may becone a faculty nmenber
only if he obtains a graduate degree and may continue to hold a
position as instructor only so long as he shows satisfactory
progress towards obtaining this graduate degree. The graduate
courses taken by D constitute education required to neet the

m ni num educati onal requirenents for qualification in D s trade



or business and, thus, the expenditures for such courses are not
deducti bl e.

Exampl e (3)

E, who has conpleted 2 years of a normal 3-year |aw school course
| eading to a bachelor of |aws degree (LL.B.), is hired by a | aw
firmto do legal research and performother functions on a full-
time basis. As a condition to continued enploynent, E is
required to obtain an LL.B. and pass the State bar exami nation.

E compl eted his | aw school education by attending night |aw
school, and he takes a bar review course in order to prepare for
the State bar exam nation. The |aw courses and bar revi ew course
constitute education required to neet the mi ni num educati onal
requirenments for qualification in E's trade or business and,

t hus, the expenditures for such courses are not deducti bl e.

(3) «Qualification For New Trade Or Busi ness.

(i) The second category of nondeducti bl e educati onal expenses
within the scope of subparagraph (1) of this paragraph are
expendi tures made by an individual for education which is
part of a program of study being pursued by himwhich wll
lead to qualifying himin a new trade or business. In the
case of an enpl oyee, a change of duties does not constitute
a new trade or business if the new duties involve the sane
general type of work as is involved in the individual's
present enploynent. For this purpose, all teaching and

rel ated duties shall be considered to involve the sane
general type of work. The followi ng are exanpl es of changes
in duties which do not constitute new trades or businesses:

(A) Elenentary to secondary school classroom teacher

(B) dassroomteacher in one subject (such as mathematics)
to classroomteacher in another subject (such as
sci ence) .

(G dassroomteacher to gui dance counsel or
(D) dassroomteacher to principal

(ii) The application of this subparagraph to individuals
other than teachers nmay be illustrated by the follow ng
exanpl es:

Exanpl e (1)

A, a self-enployed individual practicing a profession other
than I aw, for exanple, engineering, accounting, etc.,
attends | aw school at night and after conpleting his | aw
school studies receives a bachelor of |aws degree. The
expendi tures made by A in attending | aw school are



(c)

nondeducti bl e because this course of study qualifies himfor
a new trade or business.

Exampl e (2)

Assume the sane facts as in exanple (1) except that A has
the status of an enpl oyee rather than a self-enpl oyed

i ndividual, and that his enployer requires himto obtain a
bachel or of | aws degree. A intends to continue practicing
hi s nonl egal profession as an enpl oyee of such enpl oyer.
Nevert hel ess, the expenditures made by A in attending | aw
school are not deductible since this course of study
qualifies himfor a new trade or business.

Exanmpl e (3)

B, a general practitioner of nedicine, takes a 2-week course
revi ewi ng new devel opnents in several specialized fields of
medi cine. B's expenses for the course are deductible
because the course nmmintains or inproves skills required by
himin his trade or business and does not qualify himfor a
new trade or business.

Exanmpl e (4)

C, while engaged in the private practice of psychiatry,
undertakes a program of study and training at an accredited
psychoanal ytic institute which will lead to qualifying him
to practice psychoanalysis. C s expenditures for such study
and training are deductibl e because the study and training
mai ntains or inproves skills required by himin his trade or
busi ness and does not qualify himfor a new trade or

busi ness.

Deducti bl e Educati onal Expenditures—
(1) Maintaining O Inproving Skills.

The deduction under the category of expenditures for
educati on which naintains or inproves skills required by the
i ndividual in his enploynent or other trade or business

i ncl udes refresher courses or courses dealing with current
devel opnents as well as academ c or vocational courses

provi ded the expenditures for the courses are not within

ei ther category of nondeducti bl e expenditures described in
paragraph (b) (2) or (3) of this section.

(2) Meeting Requirenments O Enpl oyer.

An individual is considered to have undertaken education in
order to neet the express requirenents of his enployer, or
the requirenents of applicable | aw or regul ations, inposed
as a condition to the retention by the taxpayer of his
establ i shed enpl oynent relationship, status, or rate of



(d)

(e)

conmpensation only if such requirenents are inposed for a
bona fide busi ness purpose of the individual's enployer.
Only the m ni mum educati on necessary to the retention by the
i ndi vidual of his established enpl oynent relationship,
status, or rate of compensation may be considered as
undertaken to neet the express requirenents of the

t axpayer's enpl oyer. However, education in excess of such
m ni nrum education may qualify as education undertaken in
order to maintain or inprove the skills required by the
taxpayer in his enploynent or other trade or business (see
subparagraph (1) of this paragraph). |In no event, however,
is a deduction allowable for expenditures for education

whi ch, even though for education required by the enpl oyer or
applicable law or regulations, are within one of the
categori es of nondeducti bl e expenditures described in
paragraph (b) (2) and (3) of this section.

Travel As A Form O Educati on

Subj ect to the provisions of paragraph (b) and (e) of this
section, expenditures for travel (including travel while on
sabbatical |eave) as a formof education are deductible only
to the extent such expenditures are attributable to a period
of travel that is directly related to the duties of the

i ndividual in his enploynment or other trade or business.

For this purpose, a period of travel shall be considered
directly related to the duties of an individual in his

enpl oynment or other trade or business only if the najor
portion of the activities during such period is of a nature
which directly maintains or inproves skills required by the
i ndi vidual in such enploynent or other trade or business.
The approval of a travel program by an enpl oyer or the fact
that travel is accepted by an enployer in the fulfillnment of
its requirenments for retention of rate of conpensation
status or enploynent, is not determnative that the required
relationship exists between the travel involved and the
duties of the individual in his particular position.

Travel Away From Home.

(1) If an individual travels away fromhonme primarily to
obtai n education the expenses of which are deductible
under this section, his expenditures for travel,
nmeal s, and | odgi ng while away from hone are
deductible. However, if as an incident of such trip
t he individual engages in sone personal activity such
as sightseeing, social visiting, or entertaining, or
other recreation, the portion of the expenses
attributable to such personal activity constitutes
nondeducti bl e personal or living expenses and i s not
al l owabl e as a deduction. |f the individual's travel
away fromhone is primarily personal, the individual's
expendi tures for travel, neals and | odging (other than
nmeal s and | odging during the tinme spent in



participating in deductible education pursuits) are
not deductible. Wether a particular tripis
primarily person or primarily to obtain education the
expenses of which are deductible under this section
depends upon all the facts and circunstances of each
case. An inportant factor to be taken into
consideration in making the determ nation is the

rel ati ve amount of time devoted to educationa
pursuits. The rules set forth in this paragraph are
subj ect to the provisions of section 162(a)(2),
relating to deductibility of certain traveling
expenses, and section 274 (c) and (d), relating to
al l ocation of certain foreign travel expenses and
substantiation required, respectively, and the
regul ati ons thereunder

(2) Exanples. The application of this subsection may be
illustrated by the followi ng exanpl es:

Exanple (1)

A, a self-enployed tax practitioner, decides to take a 1-
week course in new devel opnents in taxation, which is
offered in Gty X, 500 nmiles away fromhis home. His
primary purpose in going to Xis to take the course, but he
also takes a side tripto Gty Y (50 mles fromX) for 1
day, takes a sightseeing trip while in X, and entertains
sonme personal friends. A s transportation expenses to City
X and return to his hone are deductible but his
transportati on expenses to City Y are not deductible. A's
expenses for neals and | odging while away from home wll be
al | ocat ed between his educational pursuits and his personal
activities. Those expenses which are entirely personal,
such as sightseeing and entertaining friends, are not
deductible to any extent.

Exanmpl e (2)

The facts are the sanme as in exanple (1) except that A's
primary purpose in going to City Xis to take a vacati on.
This purpose is indicated by several factors, one of which
is the fact that he spends only 1 week attending the tax
course and devotes 5 weeks entirely to personal activities.
None of A's transportation expenses are deductible and his
expenses for neals and | odging while away from home are not
deductible to the extent attributable to persona

activities. H s expenses for neals and | odging allocable to
the week attending the tax course are, however, deductible.

Exampl e (3)
B, a high school nathematics teacher in New York City, in

the sutmmertine travels to a university in California in
order to take a mathematics course the expense of which is



deducti bl e under this section. B pursues only one-fourth of
a full course of study and the renainder of her tine is
devoted to personal activities the expense of which is not
deducti bl e. Absent a showing by B of a substanti al
nonpersonal reason for taking the course in the university
in California, the trip is considered taken primarily for
personal reasons and the cost of traveling from New York
City to California and return would not be deducti bl e.
However, one-fourth of the cost of B's meals and | odging
while attending the university in California nay be

consi dered properly allocable to deducti bl e educati onal
pursuits and, therefore, is deductible.

[T.D. 6918, 32 FR 6679, My 2, 1967]



