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SUBJECT: Federal Taxation of Enployer Provided Education
Assi st ance

The purpose of this nmenmorandumis to provide agenci es gui dance on
determ ning the taxability of enployer provided education

assi stance and their responsibilities for reporting taxable
educati on assi stance.

BACKGROUND

Provi so | anguage in the Appropriations Act for Fiscal Year 2000-
2001 authorized full-tinme state enployees to enroll at a state
university for up to six credit hours of tuition-free courses per
term on a space available basis. The state tuition waiver
programis discontinued for Fiscal Year 2001-2002 and replaced by
a tuition voucher program adm nistered by the Departnent of
Managenent Services (DVS).

Section 110.1099, F.S. Education and Trai ning Opportunities for
St ate Enpl oyees, provides for a voucher program adm nistered by
DMS. The statute authorizes state agencies to suppl enent these
funds to support the training and education needs of its

enpl oyees from funds appropriated to the agency. DMS policy and
procedures for the voucher program nmay be obtai ned at
http://fcn.state.fl.us/dns/hrmindex. htm.

GUI DELI NES FOR DETERM NM NG TAX EXCLUSI ONS

Enpl oyer pai d educati on assi stance nay be excludable fromthe
enpl oyee’ s incone if the education is provided under a qualified
education assi stance plan or the education is job-related, as
defined by the Internal Revenue Service (IRS). Agencies
provi di ng educati on assi stance to enpl oyees nust determ ne

whet her the education qualifies for exclusion fromincone tax.
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Education not qualifying for incone exclusion nust be reported
for federal reporting and taxation. The follow ng provides
information to assist you with making this determ nation.

Qual i fied Education Assi stance Program

| nternal Revenue Code (I RC) Section 127, Education Assistance
Prograns, provides exclusion from enployee gross incone up to
$5, 250 per enpl oyee in education assistance during the cal endar
year. The excl udabl e anobunt is not subject to incone tax

wi t hhol di ng or other enploynent taxes.

Educati on assi stance under | RC Section 127 nust be provided
t hrough an Educati on Assi stance Program (EAP). A qualified
Educati on Assi stance Programincludes the follow ng el enents:

The program nust be a separate witten plan of the enployer.

The benefits under the plan nust consist solely of
educati onal assi stance.

The program nust benefit only the enpl oyees of the enployer.
The program nust benefit the enployer's enpl oyees generally.
Enpl oyees eligible to participate in the programare given

reasonabl e notice of the terns and availability of the
program

Excl udabl e Educati on Expenses - As used in I RC Section 127 and
Treasury Regul ations Section 1.127, the term "education" includes
any formof instruction or training that inproves or devel ops the
capabilities of an individual. Education is not limted to
courses that are job-related or part of a degree program The

i ncome exclusion is currently limted to undergraduate courses
and $5, 250 per year. Effective January 1, 2002, the $5, 250

excl usi on for undergraduate courses has been nmade pernmanent and
expanded to apply to graduate courses.

Non- Excl udabl e Expenses - The term "educati on assi stance" does
not include the enployer paynent for, or provision of:

Tool s or supplies (other than textbooks) that the enpl oyee
may retain after conpleting the course of instruction,

Meal s, | odging, or transportation, or

Education i nvol ving sports, games, or hobbies, unless the
education invol ves the business of the enployer, or is
required as a part of a degree program

Educati on assi stance above $5, 250 per year is treated as enpl oyee
wages subject to federal income tax, Social Security, and

Medi care tax unl ess excl udabl e under I RC Section 132 as job-

rel ated educati on.

See | RC Section 127 or Treasury Regul ations Section 1.127-2 for
nore information on enployer provided educational assistance
progranms. Also, IRS Publication 508, Tax Benefits for Work-
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Rel at ed Education, provides information on work-rel ated education
and enpl oyer provided education benefits. This publication may
be obtained by contacting the IRS at www.irs. gov.

Job- Rel at ed Education (as defined by the IRS)

Educati onal expenses provided to enpl oyees are excludable from
enpl oyee gross inconme when such paynents qualify under the

| nternal Revenue Code as working condition fringe benefits.
Educati on expenses wil|l be considered working condition fringes
when the education is job-related and the anmobunt paid woul d have
been deductible by the enpl oyee had the enpl oyee paid for it.
Job-rel ated educati onal assistance, even anmounts in excess of

$5, 250, nmay be treated as a nontaxabl e working condition fringe
benefit.

I nternal Revenue Service Publication 508, Tax Benefits for Wbrk-
Rel at ed Education, defines job related education as that which
nmeets at | east one of the followng two tests.

1. The education is required by your enployer or the law to
keep your present salary, status, or job. The required
education nust serve a bona fide business purpose of your

enpl oyer.

2. The education maintains or inproves skills needed in your
present worK.

The foll owi ng types of education do not qualify as job-rel ated:

1. Education that satisfies the m ni num educati onal
requirenents for the individual's enpl oynent.

2. Education that qualifies the individual for a new trade or
busi ness.

Education that prepares an individual for a change in duties is
not the sane as education that prepares an individual for a new
trade or business. 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.

The final arbiter as to the tax exclusion is the Internal Revenue
Servi ce.

For additional information concerning working condition fringe
benefits and job-rel ated educati on expenses, refer to | RC Section
132, Fringe Benefits, and Treasury Regul ation Section 1.165-5,
Expenses for Education. Also, IRS Publication 508, Tax Benefits
for Wrk-Rel ated Education, provides information on work-rel ated
education and enpl oyer provided education benefits. This
publication may be obtained by contacting the RS at www. irs. gov.




REPORTI NG TAXABLE EDUCATI ON ASSI STANCE

Agenci es nust determ ne whether the enpl oyer-paid education

assi stance is excludable fromgross i ncone under | RC Section 127,
Qual i fied Education Assistance Plan, or |IRC Section 132, Wrking
Condi ti on Education Fringe Benefit. Enployees should be notified
of tax liabilities during the eligibility for enroll nent approval
process and, where applicable, enployees should be provided the
opportunity to request a tax exenption for job-rel ated educati on.

Taxabl e educati on assistance is subject to incone and FI CA
(Social Security and Medicare) taxes. These taxable values wll
be included with the enpl oyee's earnings through the enpl oyee
record adjustnent process. This process collects the FI CA taxes
on the next regular payroll after the enployee record update is
entered, or fromthe agency FLAIR account, but does not coll ect

i ncome taxes. Agencies should notify enpl oyees receiving taxable
tuition assistance of this additional tax liability, so that they
may adj ust their Form W4, Enployee's Wthhol ding All owance
Certificate, as needed. The follow ng paragraphs provide the
reporting instructions.

Agency On-Line Reporting

Enpl oyi ng agenci es and universities nust report taxable values to
the BOSP using the on-line enployee record adjustnent system for
non-cash adjustnments. This systemis accessed through the
Payroll Main Menu (PYRL), Cancellations and Adjustments (CA),

Non- Cash Adjustnents (NC). Utilizing the systemrequires two
separate agency actions; after the record is added, it must then
be approved.

Only taxable values are to be reported to the BOSP. Education

determ ned to be excludable fromgross incone is not reportable
to the BOSP. Docunentation supporting the exclusion should be

retai ned by the agency.

Taxabl e val ues nust be reported in the current cal endar year and
cannot be carried over into the next cal endar year. Enploying
agencies and universities are encouraged to report these val ues
as soon as possible. Agencies may report the value of the taxable
educati on assi stance over nore than one pay period to distribute
the collection of Social Security and Medi care taxes. Agencies
collecting FICA taxes through the payroll process in Decenber
shoul d exercise care to ensure that the values are entered and
approved prior to processing the last payroll of the year.

Reporting for Current Enpl oyees

The followi ng data requirenents apply to the collection of Soci al
Security and Medicare taxes through the payroll process for
currently enpl oyed enpl oyees:



Tax | D Nunber : Soci al Security Nunber

Ear ni ng Code : Use Code 9103 for Taxable
Tuition

Ear ni ng Anount : Use the Taxable Tuition Val ue

Benefit End Date : For Spring Term use 0331YEAR

For Summer Term use 0630YEAR
For Fall Term use 0930YEAR

Retirement Code Use regul ar retirenment code
Goss Up (Y/'N : Use N (not subject to gross up)
Enpee Pay Cycle B = Biweekly, or, M= Mnthly
Organi zati on Code : First 4 digits, then zero fill
Agency COLO : Agency 4 digit code.

Exanpl e: UF = 4910; DOT = 5500
Last Nane : Syst em gener at ed
First Name : Syst em gener at ed
Mddle Initial : Syst em gener at ed

Reporting for Enpl oyees No Longer on the Payrol

Prior to entering the taxable education assistance value into the
On-line Cancell ation and Adjustment System agencies should
verify that the enployee is still enployed by the agency.
Agenci es havi ng taxabl e education assi stance for enpl oyees no

| onger on the payroll nust report those taxable val ues and pay

t he enpl oyer and enpl oyee FI CA taxes. Enployee taxes paid by the
enpl oyer are considered additional inconme to the enpl oyee unless
coll ected fromthe enpl oyee during the cal endar year.

The follow ng data requirenents apply to the collection of Social
Security and Medicare taxes fromthe agency FLAIR account for
former enpl oyees:

Tax | D Nunber : Soci al Security Nunber

Ear ni ng Code : Use Code 9103 - Taxable Tuition
Ear ni ng Anount : Use the Taxable Tuition Val ue
Benefit End Date : Spring Term use 0331YEAR

Summer Term use 0630YEAR
Fall Term use 0930YEAR

Retirement Code Use regul ar retirenent code
Goss Up (Y/'N : Use Y (subject to gross up)
Enpee Pay Cycle Leave Bl ank
Organi zati on Code : First 4 digits, then zero fill
Agency COLO : Agency 4 digit code
Exanpl e: UF = 4910; DOT = 5500
FLAI R Acct Code 29 Digit FLAIR Account Code -
col l ect FICA tax
Last Nane: : Syst em gener at ed
First Name : Syst em gener at ed
Mddle Initial : Syst em gener at ed

For additional information about the use of these screens, refer
to BOSP Payroll Preparation Manual, Volunme V, Section 8, On-Line
Non- Cash Adjustnents. Volunme VI, Section 3, Fringe Benefits, is
bei ng updated to include Enployer Provided Education Assi stance.
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| f you have any questions concerning these procedures or taxable
education assi stance, please contact Ernest Thonpson at (850)410-
9432, SUNCOM 210-9432, or e-nmail: ethonpso@mil.dbf.state.fl.us.
Questions concerning data input and the use of the PYRL screens
shoul d be directed to Janet Joiner at (850) 410-9435, SUNCOM 210-

9435, or e-mail: janet e joiner@mil.dbf.state.fl. us.
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