Using NPC Funds to pay for Education:  
Scholarships, Fellowships, Stipends, Work-Related Education, etc.
Background: Statute and Handbooks

	38 USC 7361. Authority to establish; status

	The Secretary may authorize the establishment at any Department medical center of a nonprofit corporation to provide a flexible funding mechanism for the conduct of approved research and education at the medical center.  


	38 USC 7362. Purpose of corporations.

	(a) Any corporation established under this subchapter shall be established solely to facilitate research as described in section 7303(a) of this title and education and training as described in sections 7302, 7471, 8154, and 1701(6)(B) of this title in conjunction with the applicable Department medical center.  Any funds received by the Secretary for the conduct of research or education at the medical center other than funds appropriated to the Department may be transferred to and administered by the corporation for these purposes.

(b) For purposes of this section the term `education and training’ means the following: 

(1) In the case of employees of the Veterans Health Administration, such term means work-related instruction or other learning experiences to – 

(A) improve performance of current duties;

(B) assist employees in maintaining or gaining specialized proficiencies; and 

(C) expand understanding of advances and changes in patient care, technology, and health care administration. 

Such term includes (in the case of such employees) education and training conducted as part of a residency or other program designed to prepare an individual for an occupation or profession.

(2) In the case of veterans under the care of the Veterans Health Administration, such term means instruction or other learning experiences related to improving and maintaining the health of veterans to patients and to the families and guardians of patients. 


	38 USC 7302.  Functions of Veterans Health Administration: health-care personnel education and training programs

	(a) In order to carry out more effectively the primary function of the Veterans Health Administration and in order to assist in providing an adequate supply of health personnel to the Nation, the Secretary— 
(1) to the extent feasible without interfering with the medical care and treatment of veterans, shall develop and carry out a program of education and training of health personnel; and 
(2) shall carry out a major program for the recruitment, training, and employment of veterans with medical military occupation specialties as— 
(A) physician assistants; 
(B) expanded-function dental auxiliaries; and 
(C) other medical technicians. 
(b) In carrying out subsection (a)(1), the Secretary shall include in the program of education and training under that subsection the developing and evaluating of new health careers, interdisciplinary approaches, and career advancement opportunities. 
(c) In carrying out subsection (a)(2), the Secretary shall include in the program of recruitment, training, and employment under that subsection measures to advise all qualified veterans with military occupation specialties referred to in that subsection, and all members of the armed forces about to be discharged or released from active duty who have such military occupation specialties, of employment opportunities with the Administration. 
(d) The Secretary shall carry out subsection (a) in cooperation with the following institutions and organizations: 
(1) Schools of medicine, osteopathy, dentistry, nursing, pharmacy, optometry, podiatry, public health, or allied health professions. 
(2) Other institutions of higher learning. 
(3) Medical centers. 
(4) Academic health centers. 
(5) Hospitals. 
(6) Such other public or nonprofit agencies, institutions, or organizations as the Secretary considers appropriate.


	38 USC 7471. Designation of Regional Medical Education Centers

	(a) In carrying out the Secretary’s functions under section 7302 of this title with regard to the training of health personnel, the Secretary shall implement a program under which the Secretary shall designate as Regional Medical Education Centers such Department hospitals as the Secretary determines appropriate to carry out the provisions of this subchapter. 
(b) Each Regional Medical Education Center (hereinafter in this subchapter referred to as “Center”) designated under subsection (a) shall provide continuing medical and related education programs for personnel eligible for training under this subchapter. Such programs shall include the following: 
(1) The teaching of newly developed medical skills and the use of newly developed medical technologies and equipment. 
(2) Advanced clinical instruction. 
(3) The opportunity for conducting clinical investigations. 
(4) Clinical demonstrations in the use of new types of health personnel and in the better use of the skills of existing health personnel. 
(5) Routine verification of basic medical skills and, where determined necessary, remediation of any deficiency in such skills. 


	38 USC 8154. Exchange of medical information

	(a) The Secretary is authorized to enter into agreements with medical schools, hospitals, research centers, and individual members of the medical profession under which medical information and techniques will be freely exchanged and the medical information services of all parties to the agreement will be available for use by any party to the agreement under conditions specified in the agreement. In carrying out the purposes of this section, the Secretary shall utilize recent developments in electronic equipment to provide a close educational, scientific, and professional link between Department hospitals and major medical centers. Such agreements shall be utilized by the Secretary to the maximum extent practicable to create, at each Department hospital which is a part of any such agreement, an environment of academic medicine which will help such hospital attract and retain highly trained and qualified members of the medical profession. 
(b) In order to bring about utilization of all medical information in the surrounding medical community, particularly in remote areas, and to foster and encourage the widest possible cooperation and consultation among all members of the medical profession in such community, the educational facilities and programs established at Department hospitals and the electronic link to medical centers shall be made available for use by the surrounding medical community (including State home facilities furnishing domiciliary, nursing home, or hospital care to veterans). The Secretary may charge a fee for such services (on annual or like basis) at rates which the Secretary determines, after appropriate study, to be fair and equitable. The financial status of any user of such services shall be taken into consideration by the Secretary in establishing the amount of the fee to be paid. Any proceeds to the Government received there from shall be credited to the applicable Department medical appropriation. 
(c) The Secretary is authorized to enter into agreements with public and nonprofit private institutions, organizations, corporations, and other entities in order to participate in cooperative health-care personnel education programs within the geographical area of any Department health-care facility located in an area remote from major academic health centers. 


	38 USC 1701. Definitions

	For the purposes of this chapter— 

(6) The term “medical services” includes, in addition to medical examination, treatment, and rehabilitative services, the following: 
(B) Dental services and appliances as described in sections 1710 and 1712 of this title. 


	VHA Handbook 1200.17

	2. Scope

a. Research and Education Corporations (“Corporations”) exist and may exist solely to facilitate research and education at the medical center by acting as a flexible funding mechanism.

8. Review and approval of research projects and education activities for purposes of accepting donated support from corporations

b. A medical center having a Corporation that supports education and training activities must have an Education Committee appointed by the medical center Director.
(1) No corporation may spend funds for an education or training activity unless the activity has been reviewed and approved in accordance with procedures prescribed for education by the Under Secretary for Health.
(2) Types of education and training activities which may be approved are:
(a) Patient related activities. These activities include education activities for veterans, their families and guardians, including instruction or other learning experiences related to improving or maintaining the health of veterans.
(b) Employees. Work-related experiences for employees designed to:
1. Improve performance of current duties;
2. Assist employees in maintaining or gaining specialized proficiencies; or
3. Expand understanding of advances or changes in patient care, technology, or health care administration. NOTE: These activities include education and training conducted as part of a residency or other program designed to prepare an individual for an occupation or profession.

c. An Education Committee may not approve an activity, project, or program until the committee has determined the following with respect to the activity, project, or program:
(1) The extent of its value to VA.
(2) Its furtherance of the VA healthcare mission.
(3) Its enhancement of the efficacy and efficiency of VA.
(4) Its promotion of patient health, improvement of patient care, or improvement of employee performance.
d. Residencies, and other clinical training programs that prepare individuals for an occupation or profession, must be accredited by a national body recognized by VA for the specific discipline The Chief Academic Affiliations Officer in VA Central Office must approve all other residency or clinical training programs before such programs can accept support from a VA non-profit Corporation. NOTE: Continuing education activities are not subject to this requirement.
Authority: Cf. 38 U.S.C. sections 7362, 7364(c), 7302, 7471, 8154; Pub. L. 106-117.


Use of NPC funds to pay for educational expenditures – the IRS perspective.
IRC Authorities
	IRC Section 117: Exclusion of amounts received as a scholarship or fellowship grant

	IRC Section 117(a) allows employers to provide tax-free scholarships and grants to employees, their spouses and children and others not associated with the company if the recipient is a degree candidate at a qualified education institution and the funds are used for tuition, fees, books, supplies and equipment as required for instruction.  

Who:  Employees, their spouses and children and others not associated with the company

What: Scholarships and grants to individuals who are degree candidates at a qualified education institution
Dollar Limit: No dollar limit imposed
Use:   May only be used to cover cost of tuition, fees, books, supplies and equipment required for instruction

Restrictions: 

1. Exempt organizations must have prior approval from IRS
2. The program must have a formal written plan
3. The program must be nondiscriminatory
4. The student must be a degree candidate, though the education does not need to be job-related
5. Payments or allowances are not considered to be amounts received as a scholarship or a fellowship grant if the amounts paid are considered compensation for services or primarily for the benefit of the grantor. This includes any amount paid, or allowed to, or on behalf of an individual to enable him to pursue studies or research if the amount represents either compensation for past, present or future employment services or represents payments for services which are subject to the direction or supervision of the grantor. [For more information see section 1.117-4(c); also Rev. ruling 76-352]
Helpful links:
Link to 26CFR1.117 (scroll down to 117): http://www.access.gpo.gov/nara/cfr/waisidx_03/26cfr1v2_03.html
 


	IRC Section 127: Amounts received under a qualified educational assistance program.

	Under IRC Section 127 employers are allowed to offer tax-free education assistance up to $5,250 annually per employee as long as the benefits are provided to the employee because of their employment relationship. Spouses and dependents are not covered.  This benefit covers undergraduate and graduate education, though employees do not have to be a degree candidate; do not have to be enrolled in degree programs. Nor does the education have to be job-related.  

Who:  Employees only

What: Education assistance 

Dollar Limit: $5,250 annually per employee
Use:   May be used to cover cost of tuition, fees and similar payments, books, supplies and equipment   
  required for instruction

Restrictions: 

1. Organizations must have a qualified educational assistance program though prior approval from the IRS is not necessary
2. The qualified educational assistance program must be a separate written plan of the employer

3. The benefits provided under the program must consist solely of educational assistance

4. The program may benefit only the employees of the employer
5. The program may not offer cash or other taxable benefit in lieu of educational benefit
6. The program must benefit the employer’s employees generally though may benefit employees who qualify under a classification set up by the employer and found non-discriminatory in favor of highly compensated employees
7. Employees must be given reasonable notice of the terms and availability of the program
8. The maximum exclusion is $5,250 annually per employee

9. Payment may not be used for tools or supplies which may be retained by the employee after completion of a course of instructions, meals, lodging, or transportation
10. Employer must file DOL Form 5500
If the employer does not have a qualified educational assistance program or if the employer provides benefits to an employee over $5,250, the employer still does not have to include them in the employee’s wages if the educational expense can qualify as a working condition fringe benefit. A working condition fringe benefit is a benefit which, had the employee paid for it, the employee could deduct its expense as an employee business expense.

Non-employees do not qualify to receive educational assistance through an organization’s educational assistance program.
Helpful links:
Link to 26CFR1.127 (scroll down to 127): http://www.access.gpo.gov/nara/cfr/waisidx_03/26cfr1v2_03.html



	IRC Section 132: Working Condition Fringes

	Under IRC Section 132 employers are allowed to offer tax-free working condition fringe benefits for any business related expense that employees can deduct on their own tax returns under IRC section 162 if the employee paid for the expense directly.  The 
work-related education must be required to maintain or improve job skills for the employee’s current duties; or meets requirements for the employee to remain in his/her current position. No written plan is required and there is no dollar limit on benefits. 

Who:  Employees as defined by section 132(d) and 1.132-1(b)(2) include: individuals the business currently employs; partners who perform serves for the partnership; a director of the employer; or an independent contractor who performs services for the employer
What: Work-related educational assistance 

Dollar Limit: No dollar limited imposed
Use:  May be used to cover cost of tuition, fees and similar payments, books, supplies and equipment required for instruction

Restrictions: 

1. Expenditures for education (including research undertaken as part of the education) must:

a. maintain or improve skills required by the individual in their employment or other trade or business; or 

b. meet the express requirement of the employer, or the requirements of applicable law or regulation, imposed as a condition to the retention by the individual of an established employment relationship, status, or rate of compensation.

However, even if the education meets one or both of the above tests, it is not qualifying education if it:

· Is needed to meet the minimum educational requirements of the employee’s present trade or business, or

· Is part of a program of study that will qualify the employee for a new trade or business
2. Expenditures or those that constitute an inseparable aggregate of personal and capital expenditures are not deductible even though the education may maintain or improve skills required by the individual in their employment or other trade or business or may meet the express requirements of the employer or of applicable law or regulations.

3. Cash payments made by an employer to an employee will not qualify as a working condition fringe unless the employer requires the employee to:

a. Use the payment for expenses in connection with a specific or pre-arrange activity or undertaking for which a deduction is allowable under section 162 or 167;

b. Verify that the payment is actually used for such expenses, and 

c. Return to the employer any part of the payment not so used

Helpful links:
Link to 26CFR1.132 (scroll down to 132): http://www.access.gpo.gov/nara/cfr/waisidx_03/26cfr1v2_03.html



	New IRS 1023 Application

	Schedule H. Organizations Providing Scholarships, Fellowships, Educational Loans, or Other Educational Grants to Individuals and Private Foundations Requesting Advance Approval of Individual Grant Procedures.

· Must demonstrate how these distributions further your exempt purposes

· Distributions made to individuals may advance educational purposes if selection is made:

· In a non-discriminatory fashion in terms of racial preference.

· Based on need and/or merit and

· To a charitable class in terms of being available to an open-ended group, rather than to pre-selected individuals

· A scholarship or fellowship is tax free to the recipient only if he or she is:

· A candidate for a degree at an eligible educational institution; and 

· Uses the scholarship or fellowship to pay qualified education expenses.

· Nonprofits must be able to:

· Describe purpose and amount of each program

· If educational loans are awarded, describe the terms of the loan and how any other loan institutions are involved in the program

· Explain how the program will be publicized and whether it will be publicized to the general public or to another group of possible recipients (including specifics about geographic area and means used to advertise (i.e., newspaper, school districts, community groups, etc.) 

· Submit sample copies of the solicitation material for applicants or materials announcing the awards

If grants are made to individuals, the organization must maintain adequate records and case histories showing the name and address of each recipient pursuant to Revenue Ruling 56-304. 1956-2 C.B. 306


Helpful Links:

· Internal Revenue Service (IRS) website; http://www.irs.gov/
· Publication 970: Tax Benefits for Education; http://www.irs.gov/pub/irs-pdf/p970.pdf 

· Publication 15: Employer's Tax Guide; http://www.irs.gov/pub/irs-pdf/p15.pdf 
· Publication 15B: Employer's Tax Guide to Fringe Benefits; http://www.irs.gov/pub/irs-pdf/p15b.pdf

Additional Helpful Information:

Internal Revenue Service (IRS), Customer Account Services: 877-829-5500

	Glossary:
	

	Eligible education institution
	An institution that maintains a regular faculty and curriculum and normally has a regularly enrolled body of students in attendance at the place where it carries on its education activities.

	Education Required by Employer or by Law
	Once you have met the minimum educational requirements for your job, your employer or the law may require you to get more education.  This additional education is qualifying work-related education if all three of the following requirements are met.

· It is required for you to keep your present salary, status, or job

· The requirement serves a business purpose of your employer and

· The education is not part of a program that will qualify you for a new trade or business.

When you get more education than your employer or the law requires, the additional education can be qualifying work related education only if it maintains or improves skills required in your present work.

	Education to Maintain or Improve Skills
	If your education is not required by your employer or the law, it can be qualifying work-related education only if it maintains or improves skills needed in your present work.  This could include refresher courses, courses on current developments, and academic or vocational courses.

	Education to Meet Minimum Requirements
	Education you need to meet the minimum educational requirements for qualification of employment or other trade or business is not qualifying work-related education.  The minimum educational requirements are determined by:

1. Applicable laws and regulations,

2. Standards of your profession, trade or business, and

3. Requirements of the employer (and the requirements are imposed for a bona fide business purpose of the employer). 

Once you have met the minimum educational requirements that were in effect when you were hired, you do not have to meet any new minimum education requirements.  This means that if the minimum requirements change after you were hired, any education you need to meet the new requirements can be qualifying education. 

	Education That Qualifies You for a New Trade or Business
	Education that is part of a program of study that will qualify the employee for a new trade or business is not qualifying work-related education.  This is true even if the employee does not plan to enter that trade or business. 
Bar or CPA Review Course: Review courses to prepare for the bar examination or the certified public accountant (CPA) examinations are not qualifying work-related education.  They are part of a program of study that can qualify you for a new profession.

	Fellowship
	Generally an amount paid for the benefit of an individual to aid in the pursuit of study or research. 

	Maintaining skills vs. qualifying for new job
	Education to maintain or improve skills required by the individual in their trade or business.  This includes refresher courses or courses dealing with current developments as well as academic or vocational courses provided the expenditures are not required to meet the minimum requirements to obtain the job or qualify the individual for a new trade or business. 

	Payment for services
	Generally the part of any scholarship, fellowship, or tuition reduction that represents payment for past, present, or future teaching, research, or other services.  This applies even if all candidates for a degree must perform the services to receive the degree.

	Qualified education expense
	For purposes of tax-free scholarships and fellowships, these are expenses for: 

· Tuition and fees required to enroll at or attend an eligible educational institution, and 

· Course-related expenses, such as fees, books, supplies, and equipment that are required for the courses at the eligible educational institution.  These items must be required of all students in the course of instruction. 

	Qualifying Work-Related Education
	Education that meets at least one of the following two tests. 

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

· The education maintains or improves skills needed in your present work.

However, even if the education meets one or both of the above tests, it is not qualifying work-related education if it:

· Is needed to meet the minimum educational requirements of your present trade or business, or

· Is part of a program of study that will qualify you for a new trade or business

You can deduct the costs of qualifying work-related education as a business expense even if the education could lead to a degree.

	Scholarship
	Generally an amount paid or allowed to, or for the benefit of, a student at an educational institution to aid in the pursuit of studies.  The student may be either an undergraduate or a graduate. 


Case Studies:

	
	
	Is this activity consistent with the NPC authorities?
	Does this activity further the NPC’s 501(c)(3) exempt purpose?
	Is this an allowable NPC expense (in accordance with NPC statute, IRS regs, etc.)?
	Will the amount be taxable to the individual

	1.
	Individual A works full-time for the NPC as a nurses’ assistant and goes to nursing school in the evening.  As a condition of continued employment, A is required to obtain a bachelor’s degree in nursing and pass the nurse’s license.  Individual A completes her nursing school education by attending night school and takes a review course in order to prepare for the certification examination.
	
	
	
	

	
	For the education
	
	
	
	

	
	For the review course
	
	
	
	

	2.
	Individual B has a CPA and works full-time for the NPC as the chief financial officer.  Because the negotiation process with Industry Sponsors has become more complex, the executive director requires B to obtain a bachelor of law degree.  B intends to continue practicing his non-legal profession as an employee of the NPC.  
	
	
	
	

	3.
	Individual C, an infectious disease physician research at the VA, takes a 2-week course reviewing new developments in several specialized fields of medicine related to his research.  
	
	
	
	

	4.
	Individual D, while engaged in the practice of psychiatry at the VA, undertakes a program of study and training at an accredited psychoanalytic institute which will lead to qualifying D to practice psychoanalysis.  For an additional fee, one elective course in particular would be extremely helpful to an ongoing VA approved research project.  
	
	
	
	

	
	For the program of study and training in psychoanalysis
	
	
	
	

	
	 For the elective course that would be helpful to an ongoing VA approved research project
	
	
	
	

	5.
	Dr. Jones, is a cardiologist and PI at the VAMC.  Using residual funds, he would like to give Individual F, a medical student at the affiliated University, a scholarship of $10,000 to support his studies.  It is unknown if Individual F would like to pursue a career at the VAMC. 
	
	
	
	


	
	
	Is this activity consistent with the NPC authorities?
	Does this activity further the NPC’s 501(c)(3) exempt purpose?
	Is this an allowable NPC expense (in accordance with NPC statute, IRS regs, etc.)?
	Will the amount be taxable to the individual

	6.
	Individual E is a technical support employee in the respiratory therapy department at VA.  E would like to take a review course and exam to become a registered respiratory therapist.
	
	
	
	

	7.
	Individual G is a non-resident alien in a graduate degree program in psychology at the University affiliated with the VAMC.   The NPC has been asked to support a scholarship or fellowship for this individual.
	
	
	
	

	8.
	The Medical Service at the VAMC would like to offer annual scholarship of $7,500 per year to a resident interested in pursuing a career in surgery at the VAMC.  As a condition of the scholarship, the applicants must complete their education and pass the state licensing examination and work at the VAMC for two years.  
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