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Corporation for National Service

Office of the General Counsel CORPORATION
1201 New York Avenue, N.W. FOR NATIONAL
Suite 8200 F§SERVICE

Washington, D.C. 20525

Fax Number: (202) 565-2796

Telefax Message: Date: &S { 7 / 97

For: ‘14/-. stnag Swﬁe\&

Office:

Telephone: Fax: S\S°L 143!

This transmission consists of this cover sheet and 1 page(s).

From: ’:v%\c’rv M \“hj

Comments:

If there are any problems with this transmission, please call (202) 606-5000,
ext. 250 . '

1201 New Yorb. Avenue. NV
wyshington, DC 20323
THIS MESSAGE IS INTENDED ONLY FOR THE USE OF THE INDIVIDUAL OR ENTITY TO WHICH IT IS Telephonc 202-60¢-5XX!
ADDRESSED AND MAY CONTAIN INFORMATION THAT IS PRIVILEGED, CONFIDENTIAL AND EXEMPT
FROM DISCLOSURE UNDER APPLICABLE LAW.

If the reader of this message is not the intended recipient or the employee or agent responsiblc for Getting Things Done.

delivering the message to the intended recipient, you are hereby notified that any disscmination, {:’“‘"C"dﬂ’;' N:":’:c'{iir"“
. . . - . . . » - e - . am snd Hern

distribution, or copying of this communication is strictly prohibited. If you have received this National Senier Sen ice Corps

communication in error please notify us immediately.
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Community Service Loan Forgiveness. In most circumstances, a loan that is forgiven is considered
income and is therefore taxable. To encourage programs that offer loan forgiveness to borrowers who
take lower-paying, community-service jobs, the agreement excludes from taxable income both loan
amounts forgiven through programs run by nonprofit tax-exempt charitable or educational institutions.

Currently, the exclusion generally covers only certain forgiveness arrangements between students and
government entities.



INCOME TAXES Subtitle 4

recover  Where city organized nonprofit co
s under ration, managed by three trustees, to sg]}.
R.C.1939 alcohol, and although city could haye
ym gross  had trustees distribute profits to city anq
_public  although assets of corporation were
itory, or  eventually turned over to city, on dissg.
notwith- lution of corporation with advent of lo.
he years = cal prohibition, profits were not in faet
unds to  credited to city by any bookkeeping op- '
wn was eration, there was no “accrual” of ip.
“library  come to the city, but, rather, income was
Aass. v. - taxable to such corporation. City of Be.
5 Ct.ClL .. thel v. US., C.A.Alaska 1979, 594 F.2d -
. 1301, certiorari denied 100 S.Ct. 482, 444

ion " U.S. 980, 62 L.Ed.2d 407.

rces of Under this section excluding from
wer by 8ross income income derived from any
mstitute  public utility or-exercise of anyessential
amental governmental function and “accruing” to .
ason of any state or political subdivision, Con-
- power Bress by use of quoted word had in mind
ring v. the legal definition of word “accrue”

1S. 214, which is to come into existence as an
enforceable claim; to vest as right; as, a
of com:  ause of action has accrued when right
not be  10:-sue has bef:ome vested. Omaha Pub-
imental lic Power Dist. v. O'Malley, C.A.Neb.

1956, 232 F.2d 805, certiorari denied 77

his sec- _
oes not S.Ct.-- 57, 3_52 U.S. 837, 1 L.Ed.2d 55.

1e exer- . 8. Leases Co
al func- Lessee’s income from sale of oil and
/a State  gas produced under lease of state school
slogy v.  lands was not taxable by federal govern-
ClL 339. ment, since lease constituted govern-
mental instrumentality of state. - Burnet
s entire V- Coronado Oil & Gas Co., Dist.Col.1932,
| sale of 52 S.Ct. 443, 285 U.S. 393, 76 L.Ed. 815.

whose 9, Non-profit corporations

ents of - Nonprofit corporation created by state
not a o insure-savings banks was not entitled
n of a o exemption from federal taxation un-
“ 1_9-3.‘,‘- der doctrine of intergovernmental im-
rations  munity nor under this section pertaining
"-}ed t0 {0 income derived from essential govern-
.~ Bear  mental function and accruing to state.
A.1941, ys, v, Maryland Savings-Share Ins.
i2 S.Ct.  Corp.; Md.1970, 91 S.Ct. 16, 400 U.S. 4,

27 L.Ed.2d 4.

Under Iowa laws, city became eg-
iinures  uitable owner of bridge property by ac-
er does ceptance of gift proposal, and corpora-"
sholder ~ tiori which was organized for sole pur-

an ex- pose of carrying out the gift proposal
;apub- and which was bound to collect income
nunici- from bridge and to apply it to expenses
Lennan of operation and to reduction of bonded
32, 681 indebtedness did not receive taxable in-

"come within this section or U.S.C.A.

162

' Consl. Ame

ch. 1 'EXCLUSIONS FROM GROSS INCOME ' 26 l'§ 117

nd. 16. Kcokluk &. Hamilton

Coldge, Inc. v. CLR, CAS, 1950, 180

F.2d 58

(8 116. Repealed. Pub.L. 95-514, Title VI, § 612(a), Oct. 22,
| 1986, 100 Stat. 2250] | |

HISTORICAL AND STATUTORY NOTES .
i ¢.736,68A IV, § 404(a), 94 Stat. 305; Aug. 13, 198},
T hone 2 b, 86-69, PubiL. 07-34, Title o, §Pigzl(‘b)9(§2_,3 9
a2 "139; Stat. 272; Jul \ , Pub.L. \
§ (@), 73 Stat. 13% Septc T .. Div. A, Title V. 542(b), 98 Stat. 891, .

' publL. 86T § 1005, 74 Star 100 authorized partial exclusion of dividends. .

e 964, Pub.L. 88-272, Title II, autn: artial
EL;,(.)I%S)'. (1d)(6)(C), 78 Stat. 32; Nov. 13, - received by individuals. .
1966, Pub-L- 89-809, Title I, § 103(g), 80 Effective Date ?f Repea.l ) ol .
stat. 1552; Oct. 4, 1976, Pub.L. 94-455, Repeal of section applicable to taxab'e.

T i :nning after Dec. 31, 1986, see
itle” 1051(h)(2), 1053(d)(1), Title  years beginning ane . 31,

Tlllgz )§(, 13%1(3)(2(0)).(90 Stat. 1647, 1649, section 612(c) of Pup.L._99—514, set 'olut
)l(766’- Apr. 2, 1980, Pub.L. 96-223, Title .as a note under section 301 of this title. :

§ 117. Qualified Scholarshlps ' i( PFO S P.p.(_lr\‘).e_

. _Gross_income does not include any amount
refzz)iv(e;;n::a:a 'by an iqdiV}dual wh-o is a
candidate for a degree at-an.edilca ional organization descnbed' in
section 170(b)(1)(A)(ii)- B : :

(b) Qualified scholarship.—For purposes of this section—
(1) In general.—The term “qualified scholarship” means any

amount received by an individual as a scholarship or felloWship

grant to the extent the individual establishes that, in accordance
with the conditions of the erant, such amount was used for

qualified tuition an: related expenses. _ _
(2) Qualified tuition and related expenses.—For purposes o:f:
paragraph (1), the term “qualified tuition and related expenses”

means— _ N
(A) tuition and fees required fo; the lment—or at- |
tendance of a student at an educational organization de-
scribed in section 170(b)(_1)(A)(ii), and | -
(B) fees, books, -sﬁpplies, and _equinr'nent requix:ed for
c@gﬁmmwﬁon at such an educational organization.”
o - . ctions (a) and (d) shall not applyiQ that .
. (c) Limation _Sul.l::f receivfed) which fepresents or

portion of any amo : . Chayme
feaching, research, or other services by the student required as a

condition for receiving the qualified scholarship or qu_alifie(_i.tuition
reduction. S . :
o " 163 :




| 26 § 117 INCOME TAXES  Subtitle A

. ’ " ( Ur ' )
tion— Peat .
(d) Qualified tuition reduction /luc-i:; ny qualified

(1) ‘In general.—Gross income sha 1 notinc

tuition reduction. _ _ _
" (2) Qualified tuition reduction.—For purposes of this subsec-

tion, the term “qualified tuition rqd_uction" means lthe an;?u;;
. of any reduction in tuition provided to an employee

e *
i i i ii) for the edu-
ization described in section 170(b)(1)(A)(ii) or ! L
g;tgi?)r;:z.(below the graduate level) at such org_am:at}%? osfol b
‘another organization described in section 1.70(b)(1)( )i \-‘)

(A) such employee, or ; or v

B) any person treated as an employee (or > is
tréa’t?sd g;»pan employee use) under the rules of section
132(). S | .

(3) Reduction must not discriminate in- fav_or of _higth:y
compensated, etc.—Paragraph (1) shall app}y with respect to
any qualified tuition reduction provided with respect to ar}ly
highly compensated employee only if such r_eductlonbls av;n;
able on substantially the same terms to ¢ach _merr;) ler lo 2
‘group of employees which is defined under a reasonable class

- fication set up by the employer which does not discriminate in

f highly compensate ' __

' 2:323 41§(q§). For purposes of this paragr:aph, 'the terr;l1
““highly compensated employee” has the ‘meanting given suc

) ion 414(q). :
o ot 736, & 1961, Pub.L. 87-256, § 110(a),

. 736, 68A Stat. 38; Sept. 21,

%us?iaté'sslgfs 4c'>ft. 1?61976, Pub.L. 94455, Title XIX, § 1901(b)(8)(A), (c)(3),
90 Stat. 1794, 1803; Dec. 17, 1980, Pub.L. LS

July 18, 1984, Pub.L. 98-369, Div. A, Title V, § 532(a), AR oat
1986, Pub.L. 99-514, Title I, § 123(a), Title XI, § 1114(b)(2),

2450.)

hose use is

98 Stat. 887; Oct. 22,
0 Stat. 2112,

'Am_endment of Subsec. (d)

. Pub.L. 99-514, Title XI, § 1151(g)(2), (k), Qct. 22, .] 986, 10?.8;2111.8
2506, 2508, provided. that, except as otherwise provided, app Izc g
to ye'ars' beginning after the later of Dec. 31, 1987,.or the ear} tfr :s
date three months after date Secretary o;;i T rea.slury us;e.i regf a119?9 -

' to carry out section 89-of this title, or Dec. 31, ]
::Z:’Zf?d) is arr:z);nded by adding the following new paragraph:

i ) of this sub-
4) Exclusion of Certain Employees.—f‘or. purposes.
se!‘i‘z?on, there .may be excluded from conszderatfon employees who
may be excluded from consideration under section 89(h).

HISTORICAL AND STATUTORY NOTES

Report No. 2543, see
Cong. and Adm.News,
5243, respectively.

. U.S.Code
Revision Notes and Legislative Reports l31p9.5¢; 75 a3,
1954 Act. House Report No. 1337, ] ‘

Senate Report No. 1622, and Conference

164

d employees (within the meaning of ©Q
S
96-541, § 5(a)(1), 94 Stat. 3205; “’)\'\

3>
Q

V=

JEN

W~ 170(b)(1)(A)(Gi).”
P for o

I(aue n Ho;/.e( L

Ch. 1 EXCLUSIONS FROM GROSS ]

1961 Act. House Report No. 1094 and -

Conference Report No. 1197, see. 1961
U.S.Code Cong. and Adm.News, p. 2759,

1976 Act. House Report Nos. 94-658,

94-1380, Senate Report No. 94-938, and

House Conference Report No. 94-1515,

see 1976 U.S.Code Cong. and Adm.News, _

p- 2897.

1980 Act. Senate Report No: 96-1007,
see 1980 U.S.Code Cong. and Adm.News,
- p. 6736. - : :

1984 Act. House Report No. 98-432,

House Conference Report No. 98-861,
Statements by Legislative Leaders, and
Two Related Reports; see 1984 U.S.Code
Cong. and Adm.News, p. 697. -

1986 Act. House Conference Report
- No. 99-841 and Statement by President,
see 1986 U.S.Code Cong. and Adm.News,
p. 4075. _

’ Amendments‘

1986 Amendment. Pub.L. 99-514,
§ 123(a), substituted “Qualified. scholar-
ships” for “Scholarships and fellowship
grants” in section catchline. -

Subsec. (a). Pub.L. 99-514, § 123(a),
substituted “Gross income does not in.
clude any amount, received as a qualified
scholarship by an individual who is a
candidate for a degree at an educational
organization described in section

“In the case of an individual, gross
income does not include— - :
~“(1). any amount received—

“(A) as a scholarship at an.edu-
cational organization described in
section 170(b)(1)(A)(ii), or
- *(B) as a fellowship grant, includ-
ing the value of contributed services

- and accommodations; and
“(2) any amount received to cover .
expenses for— . .

“(A) travel,

“(B) research,

“(C) clerical help, or -

“(D) equipment,
which are incident to such a scholar-
ship or to a fellowship grant, but only
to the extent that the amount is so
expended by the recipient.” .

-Subsec. (b).. Pub.L. 99-514, § 123(a),
substituted qualified scholarship provi-

-sion for former limitations provision,
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lon not to apply.— '
-The taxpayer may clect not to have this
n-1255) apply to-any excludable portion (or

time for making election.—Any electi
) shall be made in the manner preZcribed.l.g;
‘gulations and shall be made not later than
ibed by law (including extensions) for filing
inder this chapter for the taxable year in
was received or accrued. :

ben'efits.—']'f\lo__ deduction or credit shall be
any expenditure which is properly associat-
:luded from gross income under subsection

y not increased by reason of excludable
1ding any provision of section 1016 to the
it to basis shall be made with respect to
proved through the use of any payment, to
istment would reflect any. amount which is
:ome under subsection (a). -

le V, § 543(a), Nov. 6, 1978, 92 Stat. 2888 an&
itle T, § 105(a)(7)(A), (C), (E), Apr. 1, 1980, 94

AL AND STATUTORY NOTES

e Repo'rts tion of this Act to the Code, see Sho

: ¢ : 3 rt
»;1352445, Txtclie' og 1978 ‘Amendment note set out
; ouse under § 1921 of Title 7, Agricultu
1800, see ' Tables volume. grew e and

1.News, p. . ' '
P The Soil Conservation and Domestic

Allotment. ‘Act, referred to in subsec.
%::?E:&i (a)(5) and (7), is Act Apr. 27, 1935, . 85,
d 4_9 Stat. 163, as amended, which is classi- -
" fied generally to chapter 3B (§ 590a et
. . seq.) of Title 16, Conservation. For
red to in complete classification of this Act to the
), Dec. 19,  Code, see § 590q of Title 16 and Tables
ed, which volume.

1apter 29 . ’ ]
servation. Section 16 of the Soil Conservation

his Act to and Domestic Policy Act, referred to in
subsec. (a)(6), probably means § 16 of

e set out . h

ables vol.  the Soil Conservation and Domestic Al-
: - logmt.:l}t Act [see note above], which is
of 1978, classified to § 590p of Title 16. °

is Pub.L. The Bankliead-Jones Farm Tenant Act,

. 420, as  referred to in subsec. (a)(7), is Ac

ricultural 22, 1937, c. 517, 50 Sta(t.)§2)2, as artng:(l:l):
gex_]erally - ed, which is classified generally to chap-
ETxtl‘e'l6, ter 33 (§ 1000 et seq.) of Title 7, Agricul-
classifica- ‘ture. For complete classification of this
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sct to the Code, see § 1000 of Title 7 and
. Tables volume.

Amendments

Amendment. Subsec. (a). Pub.’

1980

L. 96-222, § 105(a)(7)(C), (E), inserted
in par. (9) “or his delegate” following
‘Gecretary of the Treasury” and substi-
juted in par. (10) "Any program of a
State, possession of the United States, a
political subdivision of any of the fore-
poing, or the District of Columbia” for
“Any State program”.

Subsec. (b). Pub.L. 96-222,

§ 105(a)(7)(A), added provisions relating -

o payments not chargeable to capital

account.

Subsec. (c). Pub.L. 96-222,

§ 105(a)(7)(A), substituted provisions al-

jowing the taxpayer to elect not to have
(his section apply to any excludable por-
\ion for provisions relating to the appli-

| EXCLUSIONS FROM GROSS INCOME

26 §127
cation of subsec. (a) of this section with

other ‘sections.

‘Subsecs. (d),  (e). Publ. 96-222,

'§ 105(a)(7)(A), added subsecs. (d) apd

(e).

Effective Dates ' .

1980 Act. Amendment by Pub.L.
96-222 effective, except as otherwise
provided, as if it had been included in
the provisions. of the Revenue Act of
1978, Pub.L. 95-600, to which such
amendment relates, see § 201 of Pub.L.
96-222, .sét out as a note under § 43 of

this title.

1978 Act. Section 543(d) of Pub.L.
95-600 provided that: “The amendments
made by this section [enacting sections
126 and 1255 of this title] shall apply
with respect to grants made under the .
programs after Sentember 30, 1979."

" 'CROSS REFERENCES _
sition of property acquired, improved, or ‘modified, by application of
payments excluded from gross income under this section, see 26 USCA
§ 1255. . .

Dispo

LIBRARY REFERENCES

 American Digest System
Particular acts or transact

Encyclopedias o L .
Exclusion from gross income of cost-sharing payments under government pro-- .

grams, see C.J.S. Internal Revenue § 83. Ky

ions resulting in income, see Internal Revenue &=3119.

WESTLAW ELECTRONIC RESEARCH ' _
See WESTLAW guide following the Explanation pages of this volume.

§ 127. Educational assistance progra'ms.

(a) Exclusion from gross income.— _
(1) In general.—Gross income of an employee does not in-
clude amounts paid or expenses incurred by the employer for
educational assistance to _the employee if the assistance is

Furnished pursuant to a program which is described in subsec
tion (b). : : o

: @ $5,250 maximum exclusion.—If, but for this paragraph,
%s section would exclude from gross income more than $5,250-
of educational assistance furnished to an individual during a -
calendar year, this section shall apply only to the first $5,250 of
such assistance so furnished. - -
| - 227
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! (B) the provision, by an €

(b) Educational assistance program.—

(1) In general.—For purposes of this section an educational
assistance program is a separate written plan ‘of an employer -
for the exclusive benefit of his employees to provide such .

employees_with educational assistance. The program must

meet the requirements of paragraphs (2) through (6) of this

- subsgction.
) Eligibility.—The program shall benefit employees who

qualify under a classification set up by the employer and found -

by the Secretary not to be discriminatory in favor of employees

who are hi sated emplovees (within the meaning ot

- “section 414(q)) or their dependents. ‘For purposes of this para-
graph, there shall be excluded from consideration employees
not included in the program who are included in a unit of
employees .covered by an agreement which the Secretary of
Labor finds to be a collective bargaining agreement between
employee representatives and one or more employers, if there
is evidence that educational assistance benefits were the subject
of good faith bargaining between such employee representa-
tives and such employer or employers. '

/bm_(3) Principal shareholders. or owners.—Not more than- 5

ercent of the amounts paid or incurred by the employer for .

educational assistance during the year may be provided for the
class of individuals who are shareholders or owners (or their
spouses or dependents), each of whom (on any day of the year)

- owns more than 5 percent of the stock or of the capital or -

rofits interest in the employer.. .

' @ (4) Other benefits.as an alternative.—A program 'must‘. not

provide eligible employees with a choice between educationa

assistance and other remuneration includible in gross income. -

For purposes of this section, the business practices of the

employer (as well as the written program) _will be taken into -

~account.
. (5) No funding required.—A program referred to in para-
graph (1) is not required to be funded.

(6) Notification of employees.—Reasonable notification of
_ the availability and terms of the program must be provided to

eligible employees. ,

(c) Definitions; special rules.—For purposes of this section—

. (_l) Educational assistance.—The term “aducational assist-
ance” means— . : :

(A) the payment, by an employer, of expenses incuri'ed'

.- by or on behalf of an employee for education of the
employee (including, but not limited to, tuition, fees, and

similar payments, books, supplies, and equipment), and_
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tion for such employee G
_equipment), -
but does not include payment fc
supplies which may be retained
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- hobbies. - .

(2) Employee.—The term “en
an individual who is an emi
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(4) Attribution rules.—

(A) Ownership of stock.:
ration shall be determinet
provided under subsectiol
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*(B) the provision, by an employer, of courses of instruc-
tion for such employee (including books, supplies, and
equipment), ' T

but does not include paymerit for, or the provision of, tools or, .
supplies which may be retained by the employee after comple-
tion of a course of instruction, or meals, lodging, or transporta-
tion. The term “educational assistance” also does not include
any payment for, or the provision of any benefits with respect
to, any course or other education involving sports, games, or: '
hobbies. ' o I

(2) Employee.—The term “employee” includes, for any year,
an individual who is an employee within the meaning of
section 401(c)(1) (relating to self-employed individuals).

(3) Employer.—An individual who owns the entire interest in
an unincorporated trade or business shall be treated as his own
employer. A partnership shall be treated as the employer. of
each partner who is an-employee within the meaning of para-
graph (2). . .

(4) Attribution rules.— T

(A) Ownership of stock.—Ownership of stock in a corpo- .
‘ration shall be determined in accordance ‘with the rules

provided under subsections. (d) and (e) of section 1563 °
(without regard to section 1563(e)(3XCY). o
" (B) Interest in unincorporated trade or business.—The
interest of an employee in a trade or business which is not
‘incorporated shall be determined in accordance with regu- -
lations prescribed by the Secretary, which shall be based on
principles similar to the principles which apply in the case

- of subparagraph (A). ' . :

(5) Certain tests not applicable.—An educational assistance
program shall not be held. or considered to fail to meet any .
requirements of subsection (b) merely because— . _

(A) of utilization rates for the different types of edu-
cational assistance made available under the program; or

- (B) successful completion, or attaining a particular

course grade, is required for or considered in determining .

reimbursement under the program. : o

(6) Relationship to current law.—This section shall not be
construed to affect the deduction or inclusion in income of -
amounts (not within the exclusion under this section) which
are paid or incurred, or received as rei nbursement, for edu-
cational expenses under section 117, ){:;’m -

(7) Disallowance of excluded amounts as credit or ‘deduc-
tion.—No deduction or credit shall be allowed to the employee

' 229 '
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under any other section of thlS chapter for any amount exclud-
‘ed from income by reason of this section.

(8) Coordination with section 117(d).—In the case of the
education -of an individual who is a graduate student at an

educational orgamzatlon described in section 170(b)(1)(A)(ii)

and who is engaged in teaching or research activities for such
organization, section 117(d)(2) shall be applied as if it did not
contain the phrase “(below the graduate level)”.

(d) Termination.—This section shall not apply to taxable years

" beginning after December 31, 1987.

(e) Cross Reference.

" For reporting and recordkeeping requirements, see section 6039D
(Added Pub.L. 95-600, Title I, § 164(a), Nov. 6, 1978, 92 Stat. 2811, and
amended Pub.L. 98-611, § l(a)-(c), (d)(3)X(B), (e), Oct. 31, 1984, 98 Stat.
3176-3178; Pub.L. 99-514, Tltle X1, §§ 1114(b)(4), 1162(a) ‘Oct. 22, 1986,
100 Stat. 2450, 2510)

Amendment of Subsec. (b)’

Pub.L. 99-514, Title X1, § 1151(c)(4), (g)(3), (k), Oct. 22, 1986, 100
Stat. 2503, 2507, 2508, provided that, except as otherwise provided,
applicable to years beginning after the later of Dec. 31, 1987, or the

earlier of either the date which is three months after date Secretary
of Treasury issues regulations ‘necessary to carry out section 89 of
this title, or Dec. 31, 1988, subsec. (b) is amended—-

(A) by striking out paragraph (1) and inserting in Izeu thereof the
following new paragraph

(1) In generaL—For purposes of this section, an educational
" assistance program is a plan of an employer—

4) under which the employer provides employees with edu— '
_ cational assistance, and
(B) which meets the requirements of paragraphs (2) through
(5) and section 89(k), and :
_ (B) By stnkmg ouit the last sentence of paragraph '(2) and insert-
ing in lieu thereof: “For purposes of this paragraph, there may be
 excluded from consideration. employees who may be excluded from
consideration under section 89(h).” :

(C) by smkmg out paragraph (6) thereof.

HISTORICAL AND STATUTORY.NOTES

. Revisfon Notes and Legislative Reports 1984 Act. House Report No. 98-1049, '

1978 Act. House Report-No. 95-1445, see 1984 U.S.Code Cong. and Adm.News,
Senate Report No. 95-1263, and House 'p, 5482, :
Conference Report No. -95-1800, see
1978 U.S. Code Cong and Adm News, p.

6761
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1986 Act. House Conference Report
No. 99-841, see 1986 U.S.Code Cong. and  De
Adm.News, p. 4075. o
Amendments i - - me
© 1986 Amendment. Subsec. (a)(2). i‘;‘l
~ Pub.L. 99-514, § 1162(a)(2), substituted P
“$5,250" for “$5,000" in the heading and €
twice in the text. . . ‘
Subsec. (b)2). PubL. 99-514, :‘i‘;
§ 1114(b)(4), substituted “highly com- rer
pensated employees (within the meaning 198
of section 414(q)" for "offlcers, owners, .
or highly compensated
Subsec.  (d). Publ. 99-514, :}:'
§ 1162(a)(1), substituted “December 31, 'ho‘l
. 1987" for “December 31, 1985". Re
. 1984 Amendment. ‘Subsec. (a) Pub. o
L. 98-611, § 1(b), subsntuted “Exclusion em
- from gross income” for “General rule” in. -am
heading, designated existing provision as  un
par: “(1)'In general”.and added par. 2. am
Subsec. (c)(7). Pub.L. 98-611, § 1(e), am
substituted “allowed to the. employee sec
for “allowed”. : g;“:
Subsec. (c)(8).. PubL. 98-611, § 1(c), 5
added par. (8). -
Subsec. (d). PubL. 98-611, § l(a), ser
substituted “December 31, 1985" for ‘De nal
cember 31 1983". of i
Subsec.  (e). Pub.L. 98-611, sec
§ 1{d)(3)(B), added subsec. (e). 1 t!f‘
. ‘ - ern
Effective Dates . 1
1986 Act. Amendment by section .gc
1114(b)(4) of Pub.L. 99-514 applicable to ma
years beginning after Dec. 31, 1987, see  _
. section 1114(c)(2) of Pub.L. 99-514, set .
out as a note under section’ 414 of thns the
tltle
ply
‘Amendment by section 1162(a) of Pub. - nin
L. 99-514 applicable to taxable years be- -
- ginning after Dec. 31, 1985, see section Pla
1162(c) of Pub.L. 99-514, set out as a - J
~ note under section 120 of this title. E
1984 Act.. Section 1(g) of Pub L. ) 2?1:
98-611 provxded that: to
“1) In general.—Except as othemlse not
provided in this subsection, the amend-  firs
ments made by this section [enacting . 1,
section 6039D and amendiny sections 99-
125, 127, and 6652 of this title] shall 401
. _ CROSS. REFER
Election by einployer to treat as a statutor;
’ § 89. .
231




GI Bill
-GI's must Enroll in the program.
-GI's put money into the trust and the DoD matches funds.
-The GI's can use this money for education tuition.
-This money is not taxable
*This is not used to back pay educational loans.
*Health Professional Scholarship is, but it is taxed...DoD
looking for tax relief.
*Used as recruiting tool.

Pell Grant
-Earmarked for poorest set of people going to college
-This money is not taxable

Fellowships

PeaceCorps
-Cancels 15% of your Perkins Loans for each year (up to 3)
succesfully completed

*&ﬁd -Can get a deferrment while in the Peace Corps.
-Subsidized loans don't pay interst, unsibsidized you do

AmeriCorps
-$4,725 education grant after completion of program
-Held in a corporate trust, not accessible by volunteer.
-Financial Aid institution must submit a voucher in order
for the money to be released.C
-le. student never sees the money
-money only used for tuition and books

Tax code 117 (Fellowships and Grants)
-generally, gross income does not include any amount
received as a qualified scholarship of fellowship grant.
-Excludes payment for services required as a condition for
reciving money.
-Meant to exclude people working in a business who get part
of education payed for while still working in that
business.

Tax code 127 (Education)
-Up to $5250 of educational assistance may be excluded fro
the gross income of an employee during a calendar year.
-(See section 127 (b) for a description of qualified
programs)
-Because there is a loan repayment option...that's why IRS
says no....why does it matter if pay past edu or
future?

Seems inefficient

This is a little weird...so the government is giving out
these scholarships, then want people to give back part of that
money...essentially...if they really want those dollars wouldn't



it be easier to lower the award and make it tax free?

Burden on Memebers

Isn't like they have this money and then can keep some of it
to give for taxes...they have to work to pay off the taxes..again
seems highly inefficient.

1) Why don't they do it as a cancellation instead of a repayment,
aren't they a government agency?

2)
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8 .
Pesrsion in Nursing Home or Domicikary
When a veteran withput a spouse or a child is being furnished
. nuxsing-home or domiciliary care by VA, the pension is red uced to
an amount nat tw exceed $90 a month after three fullcalendar
maonths of cace. The reduction may be delayed if nursing-hone care
is being continued for the primary purpose of providing the veteran
with rehabilitation services.

Protected Pension Prcgrams

Pensinners entitled o benefits as of Dee. 31, 1978, who do not elect to
teceive a pension under the Iapreved Pension program, wilfl con-
tinue to receive pension benefits at the rate they were entitled o
receive on Dec. 31, 1978, as long as they remain permanently and
totally disabled, do not lose a dependent, and their incames do not
exceed the adjusted income limitation. The income Jim,tation is
increased annually based on the Consumer Price Index.

Aid and Attandance or Housebound

A veteran wha is a patient in a nursing home, who is otherwise
determined by VA to be in need of the regular aid and attendance of
another person or who is permanently houseboynd, may be entitled
to higher income limiatons or additional benefits, depending upon
the type of pension received.

Education and Training

————SMormgomeryGlBIl(ACtive'Dity)

The Moctgemery Gl Bill (Active Duty) provides a program of
education benefits w individuals who enter active duty fur the dirst
timne after Jurw 30, 1985, and receive an hunorable discharge. Active
duty includes full-time National Guard duty performed after Nov,
29, 1989. Members of the Army and Air Farce National Guaed who
enlisted betaeen June 31, 1935, and Nevember 29, 1989, may elect ta
participate in the Mootgomery Gl Bill {Active Duty). To receive the
maximum benefit, the participant must serve for three years.

- Anindividual also lmy qualify for the full benefit by mitially

serving twa continuous years on active duty, followed by four years

of Selected Reserve service, begirning within one year of release
from active duty. :

9 .
The participanl generally must have a high scheol diploma or an
equivalency certificate before the first period of active duty ends.
Completing 12 credit hours toward a college dezree also meets this
requirement. Individuals who initially serve a continuous period of
at least three years of active duty, even thaugh they were initially
obligated to serve less, will be paid the maximum tenefit.

Benefits under this program generally end 10 vears from the date of
the veteran’s last discharge or release from active duty, but some
exteruating circumstances qualify for extansions.

Participation Requirements =
To padicipate in the Montromety.
[P *wxmwna‘é’%w ; ;-.}1;:; fl-fl)" s,mm

frme e e P 5 g g
tivediity-Thisimoneyis o refundablets
e A L S R Y R D S TR

Vietnam Era GI Bifl and VEAP Conversions

Also eligible foe Montgomery Gl Bill benefit: are those individuals
who had remaining entitlement under the Vietnam Era Gl Bill on
Dec. 31, 1989, and served on aclive duty ketween Oct. 19, 1984, and
July 1, 1955, and continued % serve on active duty 1o July 1, 1988, or
to July 1, 19837, fullowed by four years in the Sclected Reserve. An
individual who converts from the Yietnam Era Gl Eill must have a
high schoo! diploma or an equivalency certificate before Dec. 31,
1989. Completion of 12 credit hours toward a college degree meets
this requirement. [ndividuals who were eligibte fur the post-Viet-
nam Era Veterans’ Educational Assistance Progiam (VEAP) may be
eligible to receive benefits under the Mantgomery Bill and apply for
a refund of the contributions tv. VEAP. '

Discharges and Separations -

For the Montgomery Gl Bill program, the discharge must be honor-
able. Discharges designated “under honorable conditions” and
“general” do not establish eligibility. A discharge for one of the
following reasens may resull in a reduction (f the required length of
active duty: (1) corwvenience of the government; (2) disability; ¢3)
hardship; (4) a medical candition existing before service; (5) force
reductions; (6) physical or mental conditions which prevent satis-
factory pedformance of dutly.

Educalion and Tralning Available
The following are available under the Menigomery GIBill:
1. Courses at colleges and universities leading to associate,

"
M
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bachelor or gradua degeees, and accredited independent study.

2. Courses leading 10 a certificate or diploma fiom business,
twechnical or vocational scheols.

3. Apprenticeship o1 orvjob training programs forindividuals
nait on active duty.

4. Correspondence courses, under cerfain conditions.

5. Fighttraining. Before beginning training, the veteran must
have a private pike: license and meet the physical 1equirerrents for a
commercial license. Benefits may be received for flying houss up to
the mérimum required by the FAA for the rating or certification
being pursued.

¢. Tularial assistance benefits if individual is enrolled in school
half-time or more. Refresher, deficiency and vther training also may
be available.

7. State-approved alternative teacher certification programs.

P - PR PSR v e,
Paymenl‘s P AT
Veteranswhivserv ed drractive d Gty forthree: years*ﬁ?‘n’m"ﬁ%r#twg J
years'activeduty _gl,us'four\ye_qg}; invthe Selectad ReSeTve or National 5
GiTdwillteceive.$427.87 a CnIFSin basic benefitS for 36 months. g

Fad

R R R TR A T T TSR SR TRy =N
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“Thoselwhtrenlist: - serve forless tFan thise yeals will receive
<8347 65, moriths VA pays an acditional amount, commenly called a
“kicker,” if dlrecw(. by |he Detense DQPBQLTELIL*KAM:MWA‘W
Work-Study
Participants must train at the three-quarter or full-time rate. They
will be paid in advance 40 percent of the amount spedified in the
wark-sludy agreement or an amount equal t 50 times the applicable
mrimuam wage, whichever is less. Participants under the supervi-
sion of a VA emplkoyee oay peovide outreach services, prepar and
prxess VA paperwaork, and work at a VA medical facility or per-
torm other approved activities.

Counseling

Counseling may be available for individuals who are eligible for VA
wlucational assistance; who are on active duty and within 180 days
of discharge; or who have been discharged one vear or less. VA will
help individuals understand their ed ucational and vocational needs,
and plan an educational or vocational geal. VA may also help.
ndividuals plan an effective jub search.

il

—— > viontgemery Gl Bill (Selected Resarve)

Etigibility

The Montgomery Gl Bill (Selected Reserve) is a program of edua -
ticn benef#s for members of the reserve elements of the Army, Navy,
Air Force, Marine Corps and Coast Guard, and for the Army Na-
ticnal Guard and the Air National Guard. To be eligible far the
program, a reservist must: (1) have a six-year obligaticn to sesve in
the Selected Reserve signed after June 30, 1985, ar, if an officer, agree
to serve six years in addition to the original obligation; (2) complete
Initial Active Duty for Training (IADT; (3) have a high schoul
diploma or equivalency certificate before completing IADT:; and (4)
remain in good standing in a Selected Reserve unit.

Education and Training Available

Reservists may seek an undergraduate degree or graduale trairings

or take technical ceurses at colleges and universities. Those who

have a six-year commitment beginning after Sept. 30, 1990, may take
courses for a certificate ot diploma from busimess, technical, or vo-
calional schoals; cuvperalive training apprenticeship or on-jpob train-
ing; correspondence courses; independent study programs; flight
training; tutoriat assistance; remedial, 1efresher and other training;
and state-approved allernative tzacher certification programs.

Payments
The full-tirme rale is $203.24 2 month for 36 months.

Work-Study

Participants must traio at the three~quarter or full-time rate. They

will be paid in advance 30 percent of the amount spedified in the
work-study agreenient or an amount equal to 50 times the applcable
minimum wage, whichever is less. Pasticipants under the supervi-
sicn of a VA emplayee may provide outreach services, prepare and
process VA paperwerk, and work at a VA medical facility or per-

form other approved aciiviiies.

Period of Eligibdity

If a reservist stays in the Selected Reserve, benefits end 1 years fromn
the date the reservist became dligible for the program. VA may
extend the 10-year period if the individual could not-train due th A
disability caused by Sclected Reserve service. If a reservist leaves the
Selected Reserve because of a disability, the |ndmdual may use the
full 10 years. VA may also extend the 10-year period if the reservis ¢
was ordered to active duty during the Persian Gulf War. In other
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cases, benefits end on the day the reservist leaves the Selected
Reserve, except that certain individuals separated from the Selected
Reserve due o downsizing of the oilitary between Ocl. 1, 1991, and
Sept 30, 199, wili have thé full 10 years 1o use their benefits. U the -
10-year period ends, hovrever, whide the participanl is attending
school, VA will pay benefits untii the end cf the term. If the training
is not on a term basis, payments may continue for 12 weeks.

Counsefing

Counseling may be available ior individuals who are eligible for VA
educational assistance; who are an active duty and within 180 days
of dischazge; or who have been discharged one vear or less under
condition; other than dishonarable. VA will belp these individuals
understand their educativnal and vocabonal strengths and weak-
nesses and plan an educational or vocational goal. VA also may help
individuals plan a job search.

Veterans’ Educational Assistance Program —
Efigibility M&ErA
Under VEAP, active duty persannel voluntarily participated in a
plan for education or training in which their savings were adminis-
tered and added by by the federal government. Servicepersons were
efigible to envall in VEAP if they entered active duty for the first tire
after Dec. 31, 1976, and before July 1, 1985. Some contribution to
VEAP must have been made pricr to April 1, 1937. The maximum
participant cantribution is $2,700. While on active duty, participants
may make a lump-sum conlribution tw the training fund.

A servicepersan who participated in VEAP is eligible to receive
benefits while on active duty if: (1) at least three manths of contei-
butions are available, except for high schoat or elementary schoel in
which case only ore month of contributions s needed; and (2) the
first active-duty commitment is completed.

If the mdividual's first term is for more than six yeers, benefits may
be available after six years. To atlend an tlementary or high school
program, the individual must be in e last s months of the farst
enlistment.

A veteran who participated in VEAT is eligible to receive benefits if
the discharge was under conditions other than dishonorable and: (1)
the first enlistment ‘was prior lo Sept. 8, 1980; or the participant
entered active duty as an officer on or before Oct. 156, 1981, and

15
served for a continuaus period of 181 days or more, or was &is-
ckarped for a service-connected disability; oc (2) the participant
enlisted for the first time on vr after Sept. 8, 198(; or entered active
duty as anefficer 6n or alfter Oct'17, 1981, and completed 24 con-
tinuous months of active duty.

Education eligibili'y may be established even though the required
active duty 15 not completed if the veteran: (1) receives VA disability
compensation or milifary disability rebrement; (2) served a previous
period of at least 24 continuous months of active duty before Oct. 17,
1981; ar (3) was discharged o1 released for early out, hardship or
service-connected disatility.

An individual who contributed or who could have cantributed to
VEAP before being involuntarily separaled from active duty with an
hunorable discharge may elect befure separation to receive Mont-
gomery Gl Bill (Active Duty) benefits. VEAT garticipants who
voluntarily separae from active duty after Dec. 4, 1991, under the
Special Separation Benefit ur the Voluntary Separation Incentive
Program also may elect to participate in the Montgemery Gl Bill
{Active Duty). VEAP participants on active duty may make an
irrevocable election tw transter & the Montgomery Gl Bill {Active
July) program.

Education and Training Avaiiable

VAT participants may pursue associate, bachelor or graduate
deprees at colleges or universities. Courses leading to a certificate or
diploma from business, technical or vocatianal schools may also be
taken. Other opportunities include apprenticeship or cn-job taining
prograns; cpoperative courses; correspondence-school courses;
tutonal assistance; refresher, deficiency and other training; and
statz-ap proved altemative teacher certificaton programs.

Flight training also may be pursued, including solo flying hours up
10 the minimum required by the FAA for the rating or certification
huing pursued. Before beginning training, the veteran musthave a
private pilot license and meet the physical requuemenls fora
caommercial license.

A participant may study abroad in programs leading to a college
degree and in prugrams which affer, as part of the curriculum,
nontraditional tratning away from school. A participant witha
deficiency in a subject may receive tutorial assistance benefils if
enralled halfdime or more.
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Pamela B. VanWie *

Record Type: Record

To: Diana Fortuna/OPD/EOP
cc:
Subject: Re: Reauthorization

it will take a couple of weeks to send the proposed bill through the clearance process and negotiate the
minor changes.

| guess it depends on the type of Presidential event you are envisioning. If you are planning to do a
formal roll-out and transmittal of the bill to the Hill as the Presidential event then we need to make sure
that the entire package is completed and all the kinks are worked out. If you are planning a Presidential
event that will get the Hill together with the President in an effort to urge the Hill to act on the
reauthorization (and we don't transmit anything) then we might not need to work out every last detail.

As we talked yesterday, one of the big issues is going to be making the education award nontaxable. |
They have estimated a paygo effect of $14-$20 million. We will need to find an offset for that and a little
more for the other paygo provision, including 200 people under workers' comp and tort liability protection.

Connie Bowers in Legislative Reference said that you should receive a copy of the package first thing in
the morning.

| will be here until 6 p.m. today. However, | won't be in tomorrow. Give me a call at home at
301-593-8755 if you want to talk or we can talk on Thursday.

Thanks.



JGompert @ chs.gov
05/30/97 02:30:00 PM

Record Type: Record

To: Diana Fortuna

cc:
Subject: Taxability of Education Awards . . .

OK, here's the downside of being good and helpful . . . people come back

with more questions. So here's the next question.

We are going to send our completed draft of our reauthorization proposal
to OMB early next week. Our goal is to get through the OMB process so
that we might be able to have the bill introduced before the end of the
next Congressional work period, in other words before June 26th. That's
ambitious, but we want to be bold.

OK, here's the rub. As we said in our meeting last week, the single-most
important issue to AmeriCorps participants is the taxability of the
education award. We'd love to propose it, and we'd love for the
President to support it. This proposal —- think of it as a tax cut for
young people -~ would generate some real enthusiasm for the bill. But.
. . this will be very hard to clear with OMB, and could potentially slow
down the approval process. Itisn't hard to imagine the IRS taking
forever to review the proposal, and then issuing a negative result.

My question is this. Perhaps OMB and the IRS would look more quickly and
more favorably upon the proposal if it was something that the President

was enthusiastic about. Alternatively, if the President supported this
proposal vigorously, it could conceivably be done administratively at the
IRS. The IRS shot the idea down before, but nothing was ever raised to a
senior level at CNS, IRS or the White House.

What is your counsel given our potentially conflicting goals of moving
relatively quickly through the OMB process but also getting the
taxability of education awards dealt with. We all wonder what you and
Bruce (and others) think about all this.

Thanks for your help. Talk to you soon. JG

From: Diana_Fortuna[SMTP:Diana_Fortuna@oa.eop.gov]
Sent: Monday, April 21, 1997 1:49 PM

To: JGompert

Subject: Re: FYI

Message Creation Date was at 21-APR-1997 13:49:00




Am Reads rollout probably at radio address. Only other presummit event
is
FL/RIF, but we are not doing any announcements there.



Pamela B. VanWie -
07/24/97 07:24:51 PM i

Record Type: Record

To: Diana Fortuna/OPD/EOP
cc:

bece:

Subject: Re: taxability

Yes, Treasury is off-base in comparing the stipend to a summer job and the AmeriCorps stipend is
taxable. | don't know if it is, appropriate to also add that an AmeriCorps stipend is probably lower (less
than the $5.15 minimum wage) than what someone might be earning working at a summer job. This is a
choice an AmeriCorps member makes to work in a community service job making less but realizing that
she will also receive help for college.

| am not really comfortable with the Treasury proposal to align it with the proposal to universities' loan
forgiveness tax -free. | would like to find some way to make all AmeriCorps educational awards tax free
no matter if you use them to pay student loans after you have been to college or to pay for college in the
future. One thing | also learned the other day is that many of the young people receiving the awards
have used them for both. For example, a person may have taken out loans for the first two years of
school and then decides to join up with AmeriCorps for a year or two. When this person finishes his
sarvice he could pay off his loan and then use the rest to fund college for the next two years. If we align
these with different proposals it could be confusing and we could wind up taking care of some
AmeriCorps members and not others.

Depending on what we want to do with this (make it a Presidential priority, an Administration iniatitive,
etc.), we may need to convene some experts from ED, IRS, Treasury etc, and say we want to do this in
one package. Now how can we make it work. Just a thought ---

Diana Fortuna

Diana Fortuna
07/23/97 07:29:09 PM

Record Type: Record

To: Pamela B. VanWie/OMB/EOP
cc:
Subject: taxability

Aren't Treasury's arguments pretty off-base when they compare AmeriCorps scholarships to college
summer jobs? These are scholarships, not jobs. | assume the AmeriCorps stipend is taxable.

On Treasury's notion of aligning this with our proposal to make universities' loan forgiveness for service
tax-free, and the fact that the House and Senate have picked this up: how would we accomplish this? |



assume we would have to propose a change to our legislative proposal, and do so immediately ~- unless
Treasury meant we could piggy-back onto this at a later date.



Diana -

Sorry this took a couple of days, but here is the material on the taxability of
education awards. My understanding is that the bill is going to OMB today, with the
non-taxability provision in the bill. If we want to move fast, then either we need your
big-time support for that provision, or we probably should pull it out. That’s what we
need your guidance on.

Thanks. JG
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June 6, 1997 FOR NATIONAL
SERVICE

NOTE TO: JOHN GOMPERTS

FROM: GARY KOWALCZYK%/

SUBJECT: TAXABILITY OF EDUCATION AWARDS UNDER AMERICORPS

You asked about the costs of making education awards nontaxable and the key arguments
for doing so.

Based on our assumptions, the tax expenditure on an annual basis will be about
$14 million. As the AmeriCorps program expands due to our “challenge scholarships” and
America Reads plans, the annual cost will approach $20 million. We have not discussed these
estimates with OMB or Treasury; they may need to be refined.

The arguments for making these awards nontaxable are clear and compelling:

1. It is the single most demonstrable step the President could take to benefit
AmeriCorps Members. It is the largest issue within our field and breeds
resentment among those who serve.

2. Taxing these awards is inequitable. Gl Bill benefits are not taxed. Neither are Pell
Grants. Nor are most fellowships. What makes the AmeriCorps education award
taxable is the provision allowing for payment of education loans for those who
have already completed school. That provision, of course, is central to the design
of AmeriCorps and our interest in attracting both college graduates and those who
plan to attend. If this loan repayment option did not exist, we believe the IRS
would rule that the benefit would be nontaxable.

3. The tax i1s a huge burden on Members. We pay the school or the loan holder the
amount of the award, and the Member must then come up with personal funds to
cover the tax to pay IRS. This burden is particularly great on young people who

do not have much income. 1201 New York Avenue, NW
Washington, DC 20525
Telephone 202-606-5000

Getting Things Done.
AmeriCorps, National Service

Leamn and Serve America
National Senior Service Corps



As you pointed out, taking this step is consistent with the President’s recent
announcements concerning service and the tax code. We believe both the award,
and the interest paid that accrued on loans during the period of service, should be
nontaxable. Today, even the interest for AmeriCorps Members is taxed.

No one gives us any credit for the taxation. The cost per AmeriCorps Member,
whether calculated by us, the Congress, or GAO, has traditionally included the full
$4 725 related to the education award.



DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
WASHINGTON, D.C. 20224

APR -8 997

OFFICE OF
CHIEF COUNSEL

Mr. Frank R. Trinity

Associate General Counsel
Corporation for National Service
1201 New York Avenue, N.W.

Suite 8200

Washington, D.C. 20525

Dear Mr. Trinity:

This is in response to your February 21, 1997, letter
concerning proper federal income tax treatment of the
post-service education award provided to AmeriCorps participants.
You asked whether there had been any changes in law since our
previous consideration of the matter that would affect our
earlier conclusions.

As you note, in a January 21, 1994, letter (copy enclosed),
we determined that the post-service educational benefit provided
National Service (including AmeriCorps) program participants was
not excludable from a recipient’s gross income, for federal
income tax purposes, either as a qualified scholarship under
section 117 of the Internal Revenue Code, or as qualified
educational assistance under section 127. We noted that, because
the post-service benefit program provided an option for the
repayment of previously incurred educational loan expenses, the
program was not a qualified program as described in section 127.

Section 127 was amended by the Small Business Job Protection
Act of 1996, Pub. L. 104-188, signed August 20, 1996. Section
127 had expired on December 31, 1994, but was retroactively
extended through May 31, 1997. The extension provides that the
definition of "educational assistance" does not apply to graduate
level courses that begin after June 30, 1996. Further, in the
case of any taxable year beginning in 1997, only expenses with
respect to courses beginning before July 1, 1997, are to be taken
into account in determining the amount excluded under section
127.

Section 127 does not provide an option for the repayment of
previously incurred educational loan expenses; this was not
changed by the recent amendments. Also, this issue was recently
addressed in Vazquez v. Commissioner, T.C. Memo. 1997-78 (copy
also enclosed). In that case, the sole issue was whether the
petitioner was required to include in gross income an amount paid
by his employer in satisfaction of a portion of his existing
student loan balance. The Tax Court stated that there were no
statutory exclusions that applied to exempt the payment from
gross income.
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Accordingly, the recent legislative amendments to section
127 do not change the tax treatment of the post-service
educational benefit stated in our earlier correspondence, and we
are not aware of any other change in law which would result in
excludability of this benefit from a recipient’s gross income.

I thank you for your interest and concern in this matter,
and hope that the information provided is helpful. If this
office may be of further assistance, please do not hesitate to
contact me.

Sincerely,

(o Pl

Heather Maloy
Deputy Associate Chief Counsel
(Domestic-Technical)

Enclosures



DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
WASHINGTON, D.C. 20224

OFFICE OF January 21, 1994
CHIEF COUNSEL

Mr. Eli J. Segal

Assistant to the President and Director,
White House Office of National Service

The White House

Washington, DC 20500

Dear Mr. Segal:

The Commissioner has asked me to respond to your memorandum
of September 27, 1993, concerning the National Service program.
You asked us to review certain federal income tax aspects of the
post-service educational awards granted participants.

The information furnished indicates that National Service
program participants will receive, in addition to a base wage and
certain health and child care benefits, a post-service assistance
award or benefit to be used for educational or training expenses.
These awards may be used for payment of tuition, payment of other
educational and training expenses, and repayment of educational
loans. Awards are to be paid after the service program has been
completed, and are available for use up to seven years after
being earned.

Section 117 (a) of the Internal Revenue Code provides,
generally, that gross income does not include any amount received
as a qualified scholarship or fellowship grant. Section 117(c),
however, imposes a limitation on this exclusion, and specifically
provides that the exclusion does not apply to any amounts which
represent payment for services required as a condition for
receiving the qualified scholarship or fellowship. A scholarship
or fellowship grant conditioned upon either past, present or
future services by the recipient represents payment for services
under this section.

Based on the information furnished, the educational awards
or benefits provided under the National Service program represent
payments for services within the meaning of section 117(c) of the
Code and, thus, are not excludable from income as scholarships
under section 117(a).

Section 127 of the Code also provides for the possible
exclusion of certain educational assistance furnished pursuant to
a qualified "educational assistance program" described in section
127(b). Under this provision, up to $5250 of educational
assistance may be excluded from the gross income of an employee
during a calendar year. However, because the National Service



2

program provides an option for the repayment of previously
incurred educational loan expenses, the program as currently
structured is not a qualified program described in section 127.
Thus, the post-service educational award or benefit is not
excludable from gross income under this section. However, if the
loan repayment feature were eliminated, the plan might qualify
under section 127.

Finally, you asked us to explore whether the post-service
award or benefit, if includible in income, might be taxed when
actually used by a recipient as opposed to being taxed when
earned. You are concerned that participants would have
difficulty paying the tax without great personal hardship.

We assume that National Service program participants, as
individuals, will be on the cash receipts and disbursements
method of accounting. Under this method, an amount is includible
in income when actually or constructively received. An amount is
generally deemed to be "constructively received" if it is
available for the taxpayer to draw upon at any time, without any
substantial impediment, restriction or limitation.

Whether or not an amount has been constructively received is
an inherently factual question that can be resolved only on a
case by case basis. However, based on the information that you
furnished, it appears that in the case of a participant in the
program with no outstanding educational loans, a post-service
benefit would not be includible in income until, at the earliest,
the participant has incurred an educational expense and payment
of the expense using the post-service benefit has been approved.
In the case of a participant who has an outstanding educational
loan, taxability of a post-service benefit would be based on the
particular facts and circumstances and dependent upon whether
there was a substantial impediment, restriction, or limitation on
payment of the benefit. Based on the information that you
furnished, it would appear that the post-service benefit would
not be included in the participant’s income any earlier than when
repayment of the loan is approved.

I hope that this information is responsive to your inquiry.
If I may be of further assistance, please do not hesitate to
contact me.

Sincerely,

Yoot/ Geon

Stuart L. Brown
Associate Chief Counsel (Domestic)



Pamela B. VanWie
08/07/97 05:53:04 PM

Record Type: Record

To: Diana Fortuna/OPD/EOP

cc: Larry R. Matlack/OMB/EOP
Subject: Heads up on conversation with Kathy Livingston

I just had a very helpful conversation with Kathy Livingston about the CNCS Education award taxability
issue. She is going to call you directly. Here's a heads up about some of the issues she will raise.

Section 127 that CNCS referenced in their legislation is really not a fit for what they are trying to do.
Kathy had some ideas about what could be done but wanted to talk with you and raise some political
questions. One of things she wants to talk about is if the Administration wants to tackle amending the tax
code and putting this bill in the jurisdiction of the tax commitees. (Very similar to what you said Gomperts
was concerned about.)

Kathy indicated that there may be some other ways to work through this issue although they would not be
as clean and direct as putting it in the tax code.

Her commaents that | quoted in the materials | sent to you were written before the tax bill passed. The tax
bill did indeed include Section 108(f) but she is not sure now that this would be a good route to follow.

She was also going to talk with other folks in the office of tax policy and do some thinking about what can
be done to make these awards tax free.



Comparison between Americorps Taxability and other agency
programs

Program Retrospec | retro-tax | prospect pro-tax separate
programs?

Ameri- yes yes yes yes no

corps

Peace- yes no yes no yes

Corps

GI Bill no N/A yes no (yes)

Health yes yes no N/A (yes)

Prof.

Scholar-

ship

Byrd no N/A yes no N/A

Scholar

Hope no N/A yes no N/A

Scholar

Pell no N/A yes no N/A

Grant

Student yes 22777 N/A N/A N/A

Loan

(repay)

Student yes 22727 N/A N/A N/A

Loan

(cancel)

Things like the Byrd Scholarship, the Hope Scholarship, and the
Pell Grant, are tax exempt under § 117. This section excludes
from the definition of "qualified scholarship" any educational
award that is given in exchange for service. Since AmeriCorps
grants are contingent on Service they are not included under this
title. (Neither is the GI BIll)

Under §127, up to $5250 can be excluded from gross income for
educational assistance furnished to an individual during a
calander year. In the letter that the IRS sent to CNS, the IRS
said that Americorps could not be exempted under §127 because of
the retrospective aspect of the program. Since retrospective
payment of loans is not specifically exempted then the §127
provision is read to only apply to prospective grants. (GI Bill
is exempt under this Title I think)

Niether PeaceCorps nor VISTA cancellation are taxable -- there is
some special tax code pertaining to them, but I don't know what
it is. It sounds like it's something that allows cancellation of



Perkins Loans to be non-taxable, although it may exempt Peace
Corps and Vista specifically.

I don't know anything about student loan repayments, and
cancellations, and under what circumstances they are non-taxable
etc.

In order to make Americorps tax exempt, they either have to get
rid of the retrospective option so that they can fall under §127,
or they have to get legislation that exempts them -- like Peace
Corps and Vista.



08/07/97 THU 14:47 FAX 2025652796 GENERAL COUNSEL/ 0GC lg1002

DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
WASHINGTON, D.C. 20224

OFFICE OF January 21, 1994
CHIEF COUNSEL

Mr. Eli J. Segal

Assistant to the President and Director,
White House Office of National Service

The White House

Washington, DC 20500

Dear Mr. Segal:

The Commissioner has asked me to respond to your memorandun
of September 27, 1993, concerning the National Service program.
You asked us to review certain federal income tax aspects of the
post-service educational awards granted participants.

The information furnished indicates that National Service
program participants will receive, in addition to a base wage and
certain health and child care benefits, a post-service assistance
award or benefit to be used for educational or training expenses.
These awards may be used for payment of tuition, payment of other
educational and training expenses, and repayment of educational
loans. Awards are to be paid after the service program has been
completed, and are available for use up to seven years after
being earned.

Section 117(a) of the Internal Revenue Code provides,
generally, that gross income does not include any amount received
as a gualified scholarship or fellowship grant. Section 117(c),
however, imposes a limitation on this exclusion, and specifically
provides that the exclusion does not apply to any amounts which
represent payment for services required as a condition for
receiving the gualified scholarship or fellowship. A scholarship
or fellowship grant conditioned upon either past, present or
future services by the recipient represents payment for services
under this section.

Based on the information furnished, the educational awards
or benefits provided under the National Service program represent
payments for services within the meaning of section 117 (c) of the
Code and, thus, are not excludable from income as scholarships
under section 117(a).

Section 127 of the Code also provides for the possible
exclusion of certain educational assistance furnished pursuant to
a qualified "educational assistance program" described in section
127(b). Under this provision, up to $5250 of educational
assistance may be excluded from the gross income of an employee
during a calendar year. However, because the National Service
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program provides an option for the repayment of previously
incurred educational loan expenses, the program as currently
structured is not a qualified program described in section 127.
Thus, the post-service educational award or benefit is not
excludable from gross income under this section. However, if the
loan repayment feature were eliminated, the plan might qualify
under section 127.

Finally, you asked us to explore whether the post-service
award or benefit, if includible in income, might be taxed when
actually used by a recipient as opposed to being taxed when
earned. You are concerned that participants would have
difficulty paying the tax without great personal hardship.

We assume that National Service program participants, as
individuals, will be on the cash receipts and disbursements
method of accounting. Under this method, an amount is includible
in income when actually or constructively received. An amount is
generally deemed to be "constructively received" if it is
available for the taxpayer to draw upon at any time, without any
substantial impediment, restriction or limitation.

Whether or not an amount has been constructively received is
an inherently factual question that can be resolved only on a
case by case basis. However, based on the information that you
furnished, it appears that in the case of a participant in the
program with no outstanding educational loans, a post-service
benefit would not be includible in income until, at the earliest,
the participant has incurred an educational expense and payment
of the expense using the post-service benefit has been approved.
In the case of a participant who has an outstanding educational
loan, taxability of a post-service benefit would be based on the
particular facts and circumstances and dependent upon whether
there was a substantial impediment, restriction, or limitation on
payment of the benefit. Based on the information that you
furnished, it would appear that the post-service benefit would
not be included in the participant’s income any earlier than when
repayment of the loan is approved.

I hope that this information is responsive to your inquiry.
If I may be of further assistance, please do not hesitate to
contact me.

Sincerely,

ot Geen.

Stuart L. Brown
Assocjiate Chief Counsel (Domestic)

ig)003
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DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
WASHINGTON. D.C. 20224

APR -8 1897
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OFFICE OF
CHIEF COUNSEL

Mr. Frank R. Trinity

Asscclate General Counsel
Corporation for National Service
1201 New York Avenue, N.W.

Suite 8200

Washington, D.C. 20525

Dear Mr. Trinity:

This is in response to your Februaryv 21, 1997, letter
concerning proper federal income tax treatment of the
post-service education award provided to AmeriCorps participants.
You asked whether there had been any changes in law since our
pravious consideration of the matter that would affect our
earlier conclusions.

As you note, in a January 21, 1994, letter (copy enclosed),
we determined that the post-service educational benefit provided
National Service (including AmeriCorps) program participants was
not excludable from a recipient’s gross income, for federal
income tax purposes, either as a qualified scholarship under
section. 117 of the Internal Revenue Code, or as qualified
educational assistance under section 127. We noted that, because
the post-service benefit program provided an option for the
repayment of previously incurred educational loan expenses, the
program was not a qualified program as described in section 127.

Section 127 was amended by the Small Business Job Protecticn
Act of 1996, Pub. L. 104-188, signed August 20, 1996. Section
127 had expired on December 21, 1994, but was retroactively
extended through May 31, 1997. The extension provides that the
definition of "educational assistance" does not apply to graduate
level courses that begin after June 30, 18%6. Further, in the
case of any taxable year beginning in 1997, only expenses with
respect to courses beginning before July 1, 1987, are to be taken
into account in determining the amount excluded under section
127.

Section 127 does not provide an option for the repayment of
previously incurred educational loan expenses; this was not
changed by the recent amendments. Also, this issue was recently
addressed in Vazgquez v. Commissioner, T.C. Memo. 1597-78 (copy
also enclosed). In that case, the sole issue was whether the
petitioner was required to include in gross income an amount paid
by his employer in satisfaction of a portion of his existing
student loan balance. The Tax Court stated that there were no
statutory exclusions that applied to exempt the payment from
gross income.
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Accordingly, the recent legislative amendments to section
127 do not change the tax treatment of the post-service
educational benefit stated in our earlier correspondence, and we
are not aware of any other change in law which would result in
excludability of this benefit from a recipient’s gross income.

I thank you for your interest and concern in this matter,
and hope that the information provided is helpful. If this
office may be of further assistance, please do not hesitate to

contact me.

Sincerely,

Heather Ma1552%§
Deputy Associate Chief Counsel

{Domestic-Technical)

Enclosures



DRAFT
REAUTH ATION TO MAKF EDUCATION AWARD TAX FREE

Background

The draft reauthorization proposal submitted by the CNCS to OMB includes a proposal to
make the education award for AmeriCorps members exempt from Federal income tax. An
education award is provided to AmeriCorps members that successfully complete a term of service.
If AmeriCorps members serve full time the education award is $4,725 and if they serve part-time
it is a pro-rated according to their service. (CNCS also pays the interest that accrues on a loan

during a term of service. Currently the interest is taxable, but CNCS wants to exempt the interest
from taxes, t00.)

National Service has estimated that the tax impact on an annual basis will be about $14
million. If AmeriCorps expands due to America Reads funding and the President’s Summit
commitment to challenge scholarships, the annual cost could approach $20 million. The
Administration would need to find offsets for this amount.

(CNCS has just learned that the Minnesota legislature recently passed a law exempting
AmeriCorps education awards from State income tax and Minnesota estimated the state tax
impact as negligible. In addition, Senator Dodd has just introduced a bill that would allow non-
federal loans to be forgiven for performing community service. He stated on the Senate floor that
Treasury estimated the tax impact of this as $0. CNCS is checking to see how Treasury
calculated the impact to be $0and may be able to lower its initial tax impact estimate based on
these recent estimates.)

NCS reasons for making the awards nontaxabl
CNCS makes four arguments for making the awards nontaxable.

1) Making the awards nontaxable is the single most demonstrable step the President could
take to benefit AmeriCorps Members.

2) Taxing the awards is inequitable since GI Bill benefits are not taxed.

3)The tax is a burden on AmeriCorps Members. The CNCS pays the school or loan
holder the amount of the award, and the AmeriCorps member must them come up with
personal funds to cover the income tax. This burden is particularly great on young student
types that do not have a steady income.

4) Taking this step is consistent with the President’s recent announcements concerning
service and the tax code.

mparison with current tax { Federal nt ai

The OMB Education branch researched the current tax status of Federal grants, student
loans and work-study. This is what they found.



Federal grants of all kinds. No tax is paid on the grant if the grant is used to pay for
tuition, fees, books, etc. However, if the grant is used to pay for living expenses then the
recipient must pay taxes.

Student loans. If a student loan is paid back, no tax is assessed. However, if the
individual receives forgiveness or cancellation of a loan then the individual must pay the
taxes on the amount of the loan.

Work-study. Work study students do not pay employment taxes, however they do pay
SSI, etc.

- AmeriCorps Members use the education award to pay for tuition, fees and books at a
institution offering post-secondary education and training. It cannot be used to pay for living
expenses. Members also use the education award to repay (not forgive) a student loan. Both of
these uses of the education award would not be taxable if the education award was a federal grant
or a student loan.

Tr mments regarding the CN I I

The Department of Treasury submitted these comments in response to the CNCS’s
reauthorizaiton proposal to eliminate the income tax on the education award given to AmeriCorps
members.

Treasury stated, the IRS code referenced “ordinarily applies to employees who receive
education assistance from their employers to pay for tuition fees and related expenses while they
continue to work for their employers.” Treasury also points out that AmeriCorps participants
receive the award after they have finished “working for the employer”. According to Treasury the
section of the IRS code referenced also has additional requirements that CNCS may not want to
meet. For example, there must be a written plan for the educational assistance program.

Treasury does not support extending the IRS section to cover educational awards.

In fact, Treasury states that they are opposed to providing favorable tax treatment when
an education award is used to pay tuition and associated fees for new education starting after the
participant has finished serving in AmeriCorps. They say, “ it will create an inequity to say that
someone who works for AmeriCorps and gets $4,725 in return can pay no tax and use the whole
amount for school while someone who works part-time for the summer -- at a camp for kids with
cancer, or constructing low-income housing -- and makes $4,725 must pay tax on it before using
it to pay for school. Similarly a student who receives a stipend from his/her college or university
in return for on-going campus work must pay taxes on the amount received. We cannot argue
that favorable tax treatment is needed to encourage students without debt burdens to participate
in AmeriCorps. If they have not yet gone to school and accumulated debt, or if they’ve already
gone to school and have no debt burden toward which they can apply the educational ward, then
they do not face an econdémic obstacle to participation in AmeriCorps. They will need to cover
their living expenses like all AmeriCorp participants, but they will not have an additional debt
burden that they are legally obligated to meet yet cannot meet with the very small AmeriCorps
stipend.”



However, Treasury offered a possible fix for part of the education award problem. They
said, “ it may be possible to align this proposal with the Administration’s existing proposal to
expand tax-free student loan forgiveness under section 108(f) of the Code. That proposal has
been incorporated into both the House and Senate tax legislation. It says that if a private
educational or charitable institution extends a loan to a student to help pay their costs of
attendance for higher education and the lender subsequently forgives part or all of the loan in
return for the student’s working in areas of occupations with “unmet needs” for a certain period
of time, the student will not be treated as having any income from the loan forgiveness. This
treatment already exists under current law where the lender is the federal state or local
government. The amounts provided by AmeriCorps that are used to repay student loans could be
treated the same way as amounts the charitable educational institutions forgive from outstanding
student loan balances. The rationale for the proposal is that students are foregoing opportunities
to earn higher wages in return for using their training for the benefit of others in need. For
students from the most expensive educational institutions, either the burden of repaying the debt
of the tax burden associated with the loan forgiveness may make it impossible to perform low-
paying community service jobs.”

Treasury’s opposition to providing favorable tax treatment when an education award is
used to pay tuition and associated fees for new education starting after the participant has finished
serving in AmeriCorps is missing the broad vision of why the CNCS was established -- to make it
possible for all Americans to engage in substantial service and earn an education award to use for
post-secondary education and training. The original drafters wanted to recruit national service
participants from a broad spectrum of society not only those with student loans to pay back.

ibl ion

1) The President decides that he wants to do more for national service and decides that
educational awards will be exempt from taxes and the IRS code is amended to say so.

2) For the purposes of the IRS code, consider the education award to be a federal education grant
or perhaps even like the GI Bill. (We are talking with the drafters about this option and see if we
could reference another section of the IRS code, education law or GI Bill law.)

3) Reject the idea of exempting the education awards from federal income taxes. AmeriCorps
Members like all good citizens of the U.S. should be required to pay taxes.



Pamela B. VanWie
07/21/97 05:56:36 PM

Record Type: Record

To: Diana Fortuna/OPD/EOP

cc:
Subject: CNCS reauthorization -- Taxability Issue

We need to talk soon about the section of the CNCS reauthorization that would make the
AmeriCorps members educational awards educational assistance under section 127 of the IRS code and
therefore may the award not taxable.

We need to determine:
1) if the Administration wants to support this provision in spite of Treasury's objections; and
2) if we want to support this can we find an offset for the paygo costs.

Please let me know what we should do to get a policy call on this issue.

Thanks. (Hope you had a nice week off.)



Pamela B. VanWie
06/24/97 04:51:07 PM

Record Type: Record

To: Diana Fortuna/OPD/EOP
cc:
Subject: Re: Reauthorization &

It will take a couple of weeks to send the proposed bill through the clearance process and negotiate the
minor changes.

| guess it depends on the type of Presidential event you are envisioning. |f you are planning to do a
formal roll-out and transmittal of the bill to the Hill as the Presidential event then we need to make sure
that the entire package is completed and all the kinks are worked out. If you are planning a Presidential
event that will get the Hill together with the President in an effort to urge the Hill to act on the
reauthorization (and we don't transmit anything) then we might not need to work out every last detail.

As we talked yesterday, one of the big issues is going to be making the education award nontaxable.
They have estimated a paygo effect of $14-$20 million. We will need to find an offset for that and a little
more for the other paygo provision, including 200 people under workers' comp and tort liability protection.

Connie Bowers in Legislative Reference said that you should receive a copy of the package first thing in
the morning.

| will be here until 6 p.m. today. However, | won't be in tomorrow. Give me a call at home at
301-593-8755 if you want to talk or we can talk on Thursday.

Thanks.



