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TAXES: TAXATI ON OF SCHOLARSHI P AND FELLOABHI P GRANTS
AND EDUCATI ONAL ASSI STANCE

| NTRODUCT| ON

This chapter presents the Internal Revenue Service (IRS)
requi renents and related University procedures for Federal

i ncome tax w thhol ding and reporting of schol arship and

fell owship grant paynents, tuition reductions, and enpl oyee
educati onal assistance made to U. S. citizens, resident
aliens, and nonresident aliens. |Information on residency
determ nation is provided in Accounting Manual chapter
T-182-27, Taxes: Federal Taxation of Aliens (AMC T-182-27);
the rel evant sections of that chapter are referenced

t hroughout this chapter.

The IRS fornms and instructions referenced in this chapter
are provided in AMC T-182-27. In addition, these forns and
rel evant IRS publications are available fromthe I RS web
site, which is located at the foll owi ng address:
http://ww.irs.gov/fornspubs/lists/0,,id=97817, 00. ht

Appendi x A contains a chart detailing the Federal and State
tax status of scholarship and fellowship grants and
educati onal assistance paynents discussed in this chapter.

1. DEFIN TI ONS

* e Degree Candidate - This term as defined in the
regul ations, is sonewhat m sl eading. Although it covers
under graduat e and graduate students enrolled in a degree
program at a college or university, it also covers full-
and part-time students who are nerely attending an
accredited educational institution authorized to provide
a bachel or's or higher degree, even though the students
are not actually enrolled in a degree program Al so, the
i ndi vi dual nmay be pursuing studies or conducting research
at an educational organi zation other than the one
actually conferring the degree and still be considered a
candi date for a degree.

e Fellowship Gant - an anpbunt paid to or for the benefit
of an individual to aid the individual in the pursuit of
study or research
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DEFI NI TI ONS ( Cont . )

Graduate-1 evel Course - for purposes of the qualified fee
or tuition reduction exclusion, any course taken by an
enpl oyee who has a bachelor's degree or is receiving
credit toward a nore advanced degree, if the course can
be taken for credit by any individual in a program

| eading to a | aw, business, nedical, or other advanced
academ c or professional degree.

Non- degree Candi date - an individual such as a post-
doctoral fellow or a student enrolled in a "certificate
program "

Non- Qual i fi ed Schol arship or Fell owship - any anount
received by an individual for incidental expenses such as
room and board, travel, research, and expenses for

equi pnent and other itens not required for either
enrol I ment or attendance in a course of instruction. The
costs of benefits provided by the University al so
represent additional non-qualified anounts.

Qualified Schol arship or Fell owship - any anmount received
by an individual as a scholarship or fellowship grant to
be used for tuition required for enrollnment at an
educational institution and fees, books, supplies, and
equi pnent required of all students in a course of

i nstruction.

Qualified Tuition Reduction or Rem ssion - any reduction
provi ded an enpl oyee of a qualified educational

organi zation for the education of the enployee at that
or gani zati on or another such organi zati on.

Schol arship Grant - an anmount paid for the benefit of an
i ndi vidual at an educational institution to aid in the
i ndi vidual's pursuit of studies.

Wt hhol di ng Agent - any individual or entity that nakes a
paynment of scholarship or fellowship grant anmounts either
directly to a grant recipient or to a third party on the

recipient's behalf, i.e., the entity who actually
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di sburses the funds. The withhol ding agent is often an
entity other than the grantor of the scholarship or
fell owship grant.

SCHOLARSHI P AND FELLOASHI P GRANTS - C TI ZENS AND RESI DENT
ALI ENS

The IRS rules related to the taxation of schol arship and
fell owship grants applicable to U.S. citizens also apply to
resident aliens.” Under these rules, resident aliens are
subj ect to regular graduated income tax w thhol ding rates on
i ncone received fromall sources, both within and outside
the United States, and may claimmarital status and

wi t hhol di ng exenptions on the sane basis as U S. citizens.

A GENERAL RULE

Under Internal Revenue Code (IRC) 117, as anmended by

| RS Notice 87-31, no portion of a scholarship or

fell owship grant awarded to a U S. citizen or resident
al i en degree candidate for the purpose of study at an
educational institution is required to be reported to
the RS by the University, unless the grant or a
portion of the grant is considered wages.

B. LI M TATI ON - COVPENSATI ON FOR SERVI CES

Any portion of a scholarship or fellowship grant that
represents paynent for the performance of teaching,
research, or other services by the student, required as
a condition of receiving such a grant, is considered
wages for enploynment tax purposes, regardl ess of

whet her all candidates for the degree are required to
perform such services. This rule applies to both cash
paynments and to the reduction of fees or tuition and
rel ated expenses (see Section VI bel ow).

* ' Every non-U.S. citizen who wll

educat
Certif
resi de
form

web si
formi
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i onal assistance, or other type of payment nust conplete the UC W 8BEN,
icate of Foreign Status for Federal Tax Wthholding form I|n npost cases,
ncy status will be deternined based on the information provided on this

The UC W8BEN is avail able on the Payroll Coordination and Tax Services
te, located at http://ww.ucop. edu/ ucophone/ cao/ paycoord/taxation.htm .
s also contained in AMC T-182-27.
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I11. SCHOLARSH P AND FELLOWSH P GRANTS - Cl TI ZENS AND RESI DENT
ALI ENS ( Cont .)
B. LIM TATION - COVPENSATI ON FOR SERVI CES ( Cont. )

A grant represents conpensation for services if either
of the follow ng apply:

There is a requirenment for past, present, or future
teachi ng, research, or other enploynent services by
the recipient; or

The grant paynment enables the recipient to "pursue
studies or research primarily for the benefit of the
grantor."?

The foll ow ng exanples illustrate the application of
these rules to arrangenents involving paynents for
servi ces.

Exanpl e 1: An individual receives a $5, 000

schol arshi p under a Federal program which requires
the recipient to performfuture service as a Federal
enpl oyee. The schol arship represents paynent for
services and nust be included in the recipient's
gross income as wages.

Exanpl e 2: An individual receives a $10, 000

schol arship fromV Corporation and agrees to work
for the corporation after graduation. The

schol arshi p represents paynent for future services
and therefore the full amunt nust be included in
the recipient's gross incone as wages.

Exanple 3: An individual is awarded a fellowship to
pursue a research project the nature of which is
determ ned by the grantor. A paper that describes
the research results, but which does not fulfill any
course requirenents, nust be submtted to the
grantor. The grantor reserves the right to publish

2 A requi renent that a recipient furnish periodic reports to the grantor for
t he purpose of keeping the grantor inforned with respect to the genera
progress of the individual, however, is not considered the perfornmance of

servi ces.
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t he paper or otherw se use the results of the
research. Thus, the fellowship represents paynment
for services and nust be included in the recipient's
gross income as wages.

Exanpl e 4: An individual nust perform services as a
t eachi ng assistant as a condition of receiving a
qgual i fied scholarship froma university. Such
services are required of all candidates for a degree
at this university. The amount of the schol arship
is equal to the conpensation paid by the university
to teaching assistants who are part-tinme enpl oyees
and not students. Thus, the scholarship represents
paynent for services and the entire anmount nust be

i ncluded as wages in the recipient's gross incone.

If only a portion of a paynent represents conpensation
for services, the fair market val ue of the amount of

t he schol arship or fellowship grant (including any
reduction in tuition or rel ated expenses) allocable to
such services nust be deternmined for tax reporting

pur poses.

Exanple 1: As a condition of receiving a $6, 000
scholarship froma university, an individual (non-
enpl oyee) perforns services as a researcher while
ot her researchers who are not schol arship

reci pients receive paynents for the year of $2,000
for simlar services. Thus, the university

al | ocates $2,000 of the scholarship as
conpensation for services, which nust be included
in the recipient's gross incone as wages. |If the
i ndi vi dual can establish expenditures of $4, 000
for qualified tuition and rel ated expenses, then

t he remai ning $4, 000 of the scholarship is

excl udabl e fromgross incone as a qualified
schol ar shi p.

Exanpl e 2: An individual enployed as a research
assistant to a faculty menber at a university
receives a salary that represents reasonabl e
conpensation for the position of research
assistant. |In addition to salary, the individual
receives a qualified tuition reduction for

3/ 31/ 99
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I11. SCHOLARSH P AND FELLOWSH P GRANTS - Cl TI ZENS AND RESI DENT
ALI ENS ( Cont .)
B. LIM TATION - COVPENSATI ON FOR SERVI CES ( Cont. )

enrol I ment in an undergraduate course. The
individual's salary is included in gross inconeg;

t hus, because the qualified tuition reduction does
not represent paynment for services the anount is
not includable in gross incone. (See Section IV
for information on qualified fee or tuition
reducti ons provided to enpl oyees.)

1. Determ nation of Fair Market Val ue

To determ ne the "fair market value" of such
services, the conpensation in question may be
conpared to any of the follow ng:

e Conpensation paid for simlar services
performed by non-schol arship students with
qualifications simlar to those of the
reci pient, but who did not receive a grant or
fee or tuition rem ssion;

e Conpensation paid for conparabl e services
performed by full- or part-tine enpl oyees who
are not students;

e Conpensation paid by other educational
organi zations for simlar services perforned
ei ther by students or other enpl oyees.

2. Tax Treatment of Conpensation Portion

Any armount determ ned to be wages nmust be included in
the recipient's gross incone. Such anmounts are paid
t hrough the Payroll Personnel System (PPS) and are
subj ect to withholding for Federal and State incone
taxes. However, the wages of student enpl oyees who
are enrolled at least half-tine are not subject to

FI CA taxes (see Accounting Manual chapter P-196- 30,
Payrol | : OASDI and Medi care Contri butions, Appendi X
11, for information on student enpl oyees who do not
nmeet this requiremnent).
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The tax status of any additional anmount received
fromthe sanme grantor that is not considered
conpensation for services is determned in
accordance with the rules of IRC 117.

C. RECI PI ENT TAX REPORTI NG

The I RS does not require the University to report
schol arship or fellowship grants for United States
citizens or resident aliens’, however, recipients of
nonqual i fi ed schol arship and fell owshi p amounts shoul d be
advi sed that such anpbunts are taxable and that it may be
advi sable for the recipients to nake estimted tax

* paynents. (See Exhibit D for Sanple Letter to Students).

Under I RC 117, the deternination of whether a

schol arship or fellowship grant nust be reported to the
| RS by the recipient is based on whether the grant (or
a portion of the grant) is qualified or non-qualified
and whether the recipient is a degree or a non-degree
candi dat e.

1. Degr ee Candi dat es

Qualified Amounts - The portion of a qualified
schol arship or fellowship grant used for tuition
and fees and rel ated course requirenent expenses’
is excludable fromthe recipient's gross income if
the recipient is a candidate for a degree for the
pur pose of studying or conducting research at an
educational institution.

Nonqual i fi ed amounts - The portion of a
schol arship or fellowship grant received for
i nci dental expenses, e.g., room and board,
* travel, research, benefits, and expenses for
equi pnent and other itens not required for either

° The instructions for IRS Form 1099-M SC state that this form (or any ot her
form) should not be used to report scholarship or fellowship grants.

* Such expenses nmust be required of all students in the particular course of
instruction in order to be considered nontaxabl e.

TL 94 *Change 6/ 30/ 05
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I11. SCHOLARSH P AND FELLOWSH P GRANTS - Cl TI ZENS AND RESI DENT
ALI ENS ( Cont .)
C.  RECI Pl ENT TAX REPORTI NG ( Cont . )

enrol | ment or attendance in a course of
instruction, is not excludable from gross incone.
Therefore, such expenses are taxable.

Tax Reporting - Although neither the qualified nor
t he nonqual ified portion of such grants is subject
to income tax reporting or wthhol ding, any anount
used for nonqualified expenses nust be reported by
the recipient on his or her US. and California

| ncome tax return.

2. Non- Degr ee Candi dates and Post -Doctoral Fell ows

No amount of a scholarship or fellowship grant
recei ved by a non-degree candidate (including a
post-doctoral fellow) is considered qualified;
therefore, the entire anmount of the grant is

t axabl e and nust be reported by the recipient on
his or her tax return.

V. SCHOLARSHI P AND FELLOASHI P GRANTS - NONRESI DENT AL| ENS

Nonresi dent aliens® are subject to different reporting and
wi t hhol ding requirenents than U. S. citizens and resident
al i ens.

A U S. TAX W THHOLDI NG AND REPORTI NG OBLI GATI ONS

Under 1 RC 1441, the University as the w thhol di ng agent
is required to report income and w thhol d Federal
income tax fromall income paynents made to or on
behal f of a nonresident alien, unless the paynent is
excl uded under one of the follow ng exenptions:

e The inconme is not U S. source incone;

e The individual is covered by a tax treaty exenption;
or

° As deternined based on the UC WS8BEN, Certificate of Foreign Status for
Federal Tax Wthholding form (refer to AMC T-182-27).

TL 94 *Change 6/ 30/ 05
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e The grant is excluded under the Internal Revenue
Code.

* In general, all other paynents, except for wage
paynments reportable on Form W2, nust be reported to
the RS on Form 1042-S, Foreign Person's U. S. Source
| nconme Subject to Wthhol di ng, regardl ess of whet her
wi t hhol ding is required.

Al'l non-wage paynents made to a nonresident alien that
have been determ ned to be taxable are subject to
income tax withholding at a 30 percent rate. However,
a special 14 percent rate applies to any taxable

schol arship or fellowship grants paid to F or J visa
hol ders.

B. DETERM NI NG TAXABLE | NCOVE

1. Sour ci ng Rul es

Under Reg. Sec. 1.863-1(d), the source of a

schol arship or fellowship grant is determ ned
based on the grantor's residence. Thus, grants
made by a U S. resident are treated as U. S. source
i ncome by the recipient and may or may not be

t axabl e, dependi ng on whet her any statutory incone
exclusion (e.g., IRC 117) or tax treaty provision
exenpts the paynent fromtax (see bel ow).

Grants made by a foreign governnment, an

i nternational organization, or a person other than
a U S. person are considered foreign source
income. The University is not required to

wi thhold or report on such paynents.

Special Rule - Under a special rule provided in
Reg. section 1.863-1(d)(2), a grant made by a U. S.
grantor to a nonresident alien studying outside
the United States is treated as incone from non-
U.S. sources and is not subject to U S. tax

wi t hhol di ng or reporting.

TL 94 *Change 6/ 30/ 05
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V. SCHOLARSHI P AND FELLOASHI P GRANTS - NONRESI DENT AL| ENS

B. DETERM NI NG TAXABLE | NCOVE (Cont'd.)

2.

TL 94

U.S. Incone Tax Treaty Exenpti on

When the United States enters into a tax treaty
agreenent with a foreign country, the tax treaty
agreenent supersedes Federal incone tax |aws.
However, the existence of an incone tax treaty
does not nean that an individual wll
automatically qualify for exenption fromtaxation
or be eligible for reduced withholding rates. The
i ndi vi dual nust neet all the requirenents set
forth in the treaty and conplete all applicable
tax treaty forms, including the UC W8BEN
Certificate of Foreign Status for Federal Tax
Wthholding form For tax purposes, nonresident
aliens are required to conplete RS Form W9,
Request for Taxpayer ldentification Nunber and
Certification.

For information on the UC W8BEN and tax treaty
provi sions that nost frequently apply to

nonresi dent aliens at the University, refer to AMC
T-182-27.

UC WB8BEN and tax treaty statenments for students,
teachers, and researchers are al so avail abl e on
t he Payrol |l Coordination and Tax Services web
site, which is located at the foll owi ng address:
http://ww. ucop. edu/ ucophone/ cao/ paycoord/

Qual i fied Schol arshi p Excl usi on

Once it has been established that a schol arship or
fell owship grant to a nonresident alien is a U S.
source paynent and that no tax treaty applies, the
Uni versity nust determ ne whether the paynent is
subj ect to w thhol ding, and whether the grant or
any portion of the grant represents conpensation
for services (see section I11.B for the
requirenents of this limtation).

*Change 6/ 30/ 05
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Federal inconme tax withholding rules for

nonresi dent alien grant recipients depend on

whet her the recipient is a degree or a non-degree
candi dat e.

a. Degree Candi dat es

Qualified Armounts - Under IRC 117, the
qgual i fied portion of an undergraduate or
graduat e schol arship or fell owship grant nmade
to a nonresident alien degree candidate, who
is tenporarily in the United States under an
F-1 or J-1 visa, is not subject to Federal

i ncome tax withhol ding or reporting.

Nonqual i fi ed Amounts - Paynents for expenses
ot her than those specified above (e.g., room
board, or incidental expenses) are subject to
Federal incone tax w thholding at 14 percent,
unless a tax treaty exception applies, and
nmust be reported on Form 1042-S (see section C
bel ow). Paynents for immgration rel ated
expenses are al so subject to w thhol ding.

Refer to AMC T-182-27, for information on

imm gration-rel ated expenses (e.g., expenses
for visa applications and renewals for J, H

O and TN visa hol ders and expenses to obtain
tenporary or permanent residence status) paid
on behalf of University enpl oyees, prospective
Uni versity enpl oyees, and ot her i ndividuals.

b. Non- Degr ee Candi dat es and Post - Doct or al
Fel | ows

If the University determ nes, based on
information provided in the recipient's

* UC WB8BEN form that a nonresident alien is
not a candi date for a degree, no excl usion
from Federal incone tax withholding is
all owed, unless a tax treaty exenption is
applicable. Such paynents, including
paynments excl udable under a tax treaty, are
subject to reporting on Form 1042-S.
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V. SCHOLARSHI P AND FELLOASHI P GRANTS - NONRESI DENT ALI ENS (Cont.)

C. W THHOLDI NG AND REPORTI NG PROCEDURES

The procedures detail ed below are applicable to the
foll ow ng types of U S. source schol arship and
fell owship grant paynents:

e The non-qualified portion of a grant paynent nade to
a degree candi date,

e Al paynents made to non-degree candi dates and post-
doctoral fellows, and

e Any portion of a grant paynent that represents
conpensati on for services.

These procedures apply only to nonresident alien grant
reci pi ents whose residency status has been established
in accordance with the rules detailed in AMC T-182-27.

1. Tax Treaty Benefits

In order to claimexenption fromw thholding (or a
partial exenption) based on a tax treaty between
the United States and their hone country, al
nonr esi dent aliens who receive a U S. source
schol arship or fellowship grant nust conplete a

* form UC W 8BEN.

The conpl eted form nust be reviewed to ensure that
the information provided by the recipient is
conpl ete and accurate. |In addition, the tax
treaty benefit eligibility period nust be
nmonitored for each recipient who files a form

* UC W8BEN. (The formis valid for three years.)

After the tax treaty benefit eligibility period
has expired, tax nmust be withheld on the taxable
portion of the grant. Although the University is

* not required to file the UC W8BEN with the I RS
it nmust be kept on file for at |east four years
after the end of the |last tax year covered by the
exenpti on.
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Upon recei pt of a conpleted Statenent of

* Citizenship Status formand a UC W8BEN, the
accounting office may provide a conpleted
W t hhol di ng Tax St atus--Schol arshi p/ Fel | owshi p
Recipients form (Exhibit A) to the individual,
notifying himor her of the applicable w thhol ding
cat egory.

2. Tax Wt hhol di ng

Under 1 RC 1441(b), scholarship or fellowship grant
reci pients who hold an F-1 or J-1 visa, or
exchange visitors who are in the United States
under the U. S. Information and Educati onal
Exchange Act, are subject to withholding at the 14
percent rate.

Reduced Wt hhol ding - However, since in sone cases
t he applicable withholding rate nay exceed a grant
recipient's actual tax liability, the IRS has
provi ded a reduced wi thhol di ng procedure (Revenue
Procedure 88-24) which permits such recipients to
take into account any | RC 162 trade or business
expenses. ° Thus, because foreign students and

schol ars’ are considered to be engaged in a U.S.
trade or business, certain expenses connected with
and attributable to i ncome nmay be deducted fromthe
taxabl e portion of a grant.?®

Conversely, expenses attributable to incone that
is exenpt fromtax may not be deducted. For
exanpl e, a grant recipient who received a $10, 000
grant, $5,000 of which is excludable as qualified
tuition and rel ated expenses, nay only deduct up
to $5,000 of his or her trade or business expenses
for that year.

® | RC 162 deductions include travel, meals, | odgi ng, and other |iving expenses

i ncurred while away from hone.

" The reduced withhol di ng procedures generally apply only to payments made to
nonr esi dent alien scholarship and fellowship recipients who hold an F-1 or J-1
vi sa.

® However, such expenses can only be claimed if the nonresident alien's stay
inthe United States is anticipated to be for one year or |ess.
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V. SCHOLARSHI P AND FELLOASHI P GRANTS - NONRESI DENT ALI ENS (Cont.)
C. W THHCOLDI NG AND REPORTI NG PROCEDURES ( Cont.)
2. Tax W thholding (Cont.)

In order to claimreduced w thhol di ng, nonresident
alien grant recipients nust conplete a Form UC W
ANR, University of California Nonresident Alien
Schol arship and Fel |l owshi p Reci pi ents Feder al

Wt hhol di ng Al |l owance Certificate (Exhibit B) on an

annual basis. |If the actual Section 162 expenses
are known at the tine the UC W4NR i s conpl et ed,
t hese anmounts may be all owed as a deduction. |If

not, an anount of $18 per day shoul d be used.
(Because nonresident aliens are allowed to claim
only one personal exenption, Section 162 deductions
on the UC W4NR shoul d be coordi nated with payrol
to ensure that such claimdoes not cause
underwi t hhol di ng.)

In addition, all such recipients are required to
claimsingle marital status (regardless of actual
marital status) and one personal exenption
(regardl ess of the actual nunber of dependents).
Thi s exenption nust be prorated by the nunber of
days the recipient is present in the United States.

Exceptions - Certain exceptions to the requirenent
that an individual claimsingle and one personal
exenption are applicable to the foll ow ng groups:

e Residents of Canada or Mexico - A recipient who
is a resident of Canada or Mexico nust claim
single marital status, but may cl ai m personal
exenpti ons based on the rules for a U S
citizen.

* Kk e Residents of South Korea - A recipient who is a
resi dent of South Korea nust claimsingle
status but may claimadditional exenptions for
a spouse and children under certain conditions.
(I'n order to claima personal exenption for a
spouse, the claimant nust establish that his or
her spouse has no incone subject to U S. tax
for the tax year.)

TL 92 *Change 6/ 30/ 04



TAXES: TAXATI ON OF SCHOLARSHI P AND FELLOWSHI P
GRANTS AND EDUCATI ONAL ASSI STANCE

T-182-77
ACCOUNTI NG MANUAL Page 17
e U S National - Residents of American Sanoa or

the Northern Mariana |slands who choose to
beconme a U. S. national may claiman additional
dai |y exenption amount for a spouse and each
dependent .

e Students fromlIndia - These students are
entitled to claimone additional allowance for
a spouse, based on benefits set forth in the
U S -India incone tax treaty.

3. Paynents Made to Third Parties

Under I RC 1461, a withholding agent is liable for
the incone tax that nust be wi thheld from paynments
made to or on behalf of a nonresident alien (e.g.,
tuition, travel agents, housing providers, etc.).
Thus, if it is determned that a paynment is subject
to withholding, the University nmust withhold at the
appropriate rate on the anount of any paynent
subject to withholding (or an adjusted anount if

t he reduced wi t hhol ding procedure is used), even if
there is nothing fromwhich to w thhol d.

Accordingly, if wthholding froma particul ar
paynent is not possible, the w thhol ding agent can
either withhold tax from other paynents nade to

t he individual or pay the tax fromits own funds.
However, under U. S. tax law, the paynent of an
individual's tax liability constitutes additional
income to the individual and the recipient nust
pay tax on the tax paid by the w thhol ding agent.

The followng fornula is used to determ ne the
'grossed up' taxable anopunt:

Exanpl e: Assune a taxable grant of $20,000 and tax
at the 14 percent rate, or $2, 800.
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V. SCHOLARSHI P AND FELLOASHI P GRANTS - NONRESI DENT ALI ENS (Cont.)
C. W THHOLDI NG AND REPORTI NG PROCEDURES ( Cont . )

W = Gross Up Anpunt
W = G ant Anpunt
1 - (tax rate)

$20, 000
W =

1 - (.14)

$20, 000
W = = $23, 256

. 86

The actual taxable anpbunt of the grant is $23, 256.

4. Conpensati on for Services

Conpensation paid to a nonresident alien

enpl oyee®’, including any portion of a grant that
represents paynment for services,™ is subject to
graduated wi thhol ding rates, unless the paynent is
exenpt under an income tax treaty.

Refer to AMC T-182-27, sections IIl1.C and IV.C for
t he applicabl e enpl oynent provisions and Feder al

i ncome tax w thhol ding and reporting procedures
for wage paynents made to nonresident aliens.

° Note: Conpensation is sourced at the | ocation where the services are

per f or med.
® See section Il1.B of this chapter for the rules related to maki ng such a
det ermi nati on.

TL 80 3/ 31/ 99


http://www.ucop.edu/ucophome/policies/acctman/t-182-27.pdf

TAXES: TAXATI ON OF SCHOLARSHI P AND FELLOWSHI P

GRANTS AND EDUCATI ONAL ASSI STANCE

T-182-77

ACCOUNTI NG MANUAL Page 19

**V. HEALTH | NSURANCE

For the requirenents related to the "J" visa exchange
visitor programrefer to AMC T-182-27, Taxes: Federal
Taxation of Aliens (section IIl.E).

VI. EMPLOYEE EDUCATI ONAL ASSI STANCE

The rules detailed in this section apply to educati onal

assi stance for enployees who are U.S. citizens, resident
aliens, or nonresident aliens, for courses taken under the
Reduced Fee Enrol |l nent Policy, professional devel opnent
prograns, or for job-related courses. Such assistance may
be excludable fromincome under either IRC 117(d), I RC 127,
or IRC 162. (Exhibit C contains an Enpl oyee Educati onal
Assi stance Tax Determ nation Form which should be submtted
with an enpl oyee's application for fee or tuition reduction
or with a request for reinbursenent of job rel ated
educat i onal expenses.)

A QUALI FI ED FEE OR TUI TI ON REDUCTI ON

| RC 117(d) contains a special rule, which provides that
a qualified fee or tuition reduction is excludable from
incone if it nmeets the rules detailed below To
qualify for the exclusion, the reduction nust be

provi ded by a qualified educational institution to its
enpl oyees for their education. This exclusion is
permtted for enpl oyees for education at either the
under graduat e or graduate | evel; however, separate

rul es apply for each |evel.

" In addition to current enpl oyees, the follow ng individuals are treated as

enpl oyees for purposes of I RC section 117(d): (a) any individual who was
fornmerly enpl oyed by the enpl oyer and who separated fromservice with such
enpl oyer by reason of retirenent or disability; (b) any wi dow or w dower of
any individual who died while enployed by the enmployer (or while a retiree as
described in (a)); or (c) the spouse and dependent children of an enpl oyee.
Fee or tuition reductions provided to other individuals (e.g., a relative or
friend of an enpl oyee) are taxable.
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VI. EMPLOYEE EDUCATI ONAL ASSI STANCE (Cont.)
A QUALI FI ED FEE OR TUI TI ON REDUCTI ON ( Cont .)

In addition, to be considered excludabl e such reductions
must not represent conpensation for services (refer to
section I11.B for guidance in determ ning whet her a
paynent represents conpensation for services).

e Undergraduate Degree Candi date

A qualified enployee fee or tuition reduction for a
degree candi date at the undergraduate |evel is not

** taxabl e or reportable. The taxable exclusion is
unlimted as to the dollar amount. The undergraduate
educati on nay be at UC or anot her educati onal
institution.™

Tuition reductions are not reportable on a Form 1099
for US. citizens or resident aliens, or on a Form
1042-S for nonresident aliens.

e (Gaduate Level - Research Assistants (RAs), Teaching
Assistants (TAs), and Equivalent Titles®

A qualified enployee fee or tuition reduction for a
degree candidate at the graduate |evel * is not
taxable if the reduction is provided by a qualified
educational institution to a graduate who perfornms
teaching or research activities for that
institution. (See section III.B if any portion of

YOA Uni versity Extension courses are deened to be at the undergraduate

| evel for tax purposes.

® The term "equivalent titles" includes such classifications as Lab Assistant,
Graduat e Student Researcher, Nursery School Assistant, or G aduate Reader or
Tut or.

YOA reci pients must be registered graduate students engaged in research or
teaching activities.
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the reduction represents paynent for teaching,
research, or other services required of the
recipient as a condition for receiving such a
reduction.)

Tax reporting is not required for U S. citizens,
resident aliens or for nonresident aliens.

e (G aduate Level - Enployees O her than RAs, TAs, and
Equi valent Titles

A qualified fee or tuition reduction or

rei mbursenent for enployees (both faculty and
staff) at the graduate |evel, other than RAs, TAs,
and equivalent titles, is not exenpt fromtaxation
under I RC 117(d). However, such educati onal

assi stance may be exenpt fromtaxation under |RC
127 (see section VI.B bel ow).

B. SECTI ON 127 EDUCATI ONAL ASSI STANCE

Under I RC Section 127, educational assistance provided
to an enployee is not taxable, up to a limt of $5,250
per cal endar year, and includes paynent for both

under graduat e and graduate | evel courses. Educational
assi stance under Section 127 includes tuition, fees,
books, supplies, and equi pnent, but does not include

t he paynment for, or provision of, tools or supplies
that may be retai ned by the enpl oyee after conpletion
of a course of instruction. Educational assistance

al so does not include any paynment for, or provision of
any other benefits with respect to, any course

i nvol vi ng sports, ganes, or hobbies.

The University has a separate witten educational

assi stance plan for the exclusive benefit of its

enpl oyees, in accordance with the requirenents of
Section 127. The plan applies only to educati onal
assi stance for graduate |evel courses, up to the
statutory limt of $5,250 per cal endar year, that are
not exenpt fromtaxation under either IRC 117 or IRC
162. Appendi x F contains a copy of the Section 127
Educati onal Assistance Plan issued in June, 2002.
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VI .

EMPLOYEE EDUCATI ONAL ASSI STANCE (Cont.)

C.

TL 94

REI MBURSEMENT OF EMPLOYEE EDUCATI ON EXPENSES RELATED TO
CURRENT JOB

Under 1 RC 162, education expenses incurred by an

enpl oyee either to maintain or inprove skills required
in the enployee's current job; or to nmeet the express
requi renents of the enployer; or the requirenents of

| aw or regul ations, inposed as a condition to

retai ning the enpl oyee's salary, status, or

enpl oynment; nmay be reinbursed tax-free. Such expenses
i nclude tuition, books, supplies, |lab fees, and
certain travel and transportation costs. These
anounts are not taxable or reportable, even if the
study may |l ead to a degree (including a graduate
degree). Additionally, any paynent or reinbursenent
of educati on expenses nmade to nonresident alien

enpl oyees are not reportable on a Form 1042-S.

Amounts that are not adequately substantiated will be
subj ect to incone tax reporting and w thhol di ng.

An enpl oyee' s education expenses are taxable if the
education is:

e Needed to neet the m ninmumrequirenents for the
enpl oyee' s present enpl oynent; or

e Undertaken to fulfill general education aspirations
or for other personal reasons; or

e Part of a programof study that will lead to
qual i fying the enpl oyee for a new trade or
busi ness, such as a Phd., Medical Doctor, Juris
Doctor, or CPA

See Exhibit C, University of California Enpl oyee
Educati onal Assistance Form
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VI

TAXATI ON OF HEALTH BENEFI TS PROVI DED TO POSTDOCTORAL
EMPLOYEES, FELLOA5, AND PAI D DI RECTS

Ef fective January 1, 2005, a new Postdoctoral Schol ar
Benefits Plan was nade available to the follow ng University
of California postdoctoral scholars: Postdoctoral Schol ar—
Enpl oyee (Title Code 3252), Postdoctoral Schol ar—el |l ow
(Title Code 3253), and Postdoctoral Schol ar—Paid Direct
(Title Code 3254).

The taxability of health benefits provided by the
University to a postdoctoral schol ar depends on whether the
reci pient of the benefits is an enployee or a fellow

e Enployees — Health benefits provided by the University
to both U.S. citizen and nonresident alien Postdoctoral
Enpl oyees (TC 3252) and their dependents are not taxable
for US. or State purposes. Benefits furnished to the
donestic partner of a Postdoctoral Enployee, however
are taxabl e unless the donestic partner qualifies as a
dependent of the enpl oyee. The inputed incone associ ated
with these benefits is calculated by the
Payrol | / Personnel System (PPS) in accordance with the
procedures invoked for other University enployees, i.e.,
t he amount of any additional prem uns paid by the
University, |less any anounts paid by the enpl oyee, wll
be treated as inputed incone.

e Fellows — Health benefits provided by the University to
Post doctoral Fellows (TC 3253) and Paid Directs (TC 3254)
and their dependents are subject to U S. incone tax with
respect to the premuns that are paid by the University,
| ess any anounts paid by the recipient. Benefits
provided to the donestic partner of a Postdoctoral Fellow
or Paid Direct also are taxable whether or not the
donmestic partner qualifies as a dependent.

U.S. Gtizens and Residents

Benefits paid for by the University that are provided to
Postdoctoral Fellows (TC 3253) and Paid Directs (TC 3254)
or to their dependents who are U S. citizens or resident
aliens are subject to inconme tax since these anounts, |ess
any anounts paid by the postdoctoral scholar, represent
addi ti onal non-qualified expenses. Al t hough these
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**VII1. TAXATI ON OF HEALTH BENEFI TS PROVI DED TO POSTDOCTORAL
EMPLOYEES, FELLOAS, AND PAI D DI RECTS (Cont.)

benefits are taxable for purposes of U S. and State incone
taxes, they are not subject to FICA taxes since the
i ndi vidual s are not receiving wages for performng

services. |In addition, the University is not required to
report these paynents to the IRS or withhold tax on the
paynents.

Post doctoral Fellows (TC 3253) and Paid Directs (TC 3254)
are required to self-report the total annual value of their
fell owshi ps, including benefits for thenselves and their
dependents, when they prepare their U S. and California
income tax returns. Canpuses shoul d advi se Post doct or al

Fel lows and Paid Directs about this responsibility. See
Exhibit E, Sanple Letter to Postdoctoral Scholars.

Nonr esi dent Al i ens

As a general rule, the value of benefits provided to
nonresi dent alien Postdoctoral Fellows (TC 3253) and Paid
Directs (TC 3254) and their dependents is subject to U S
income tax in the sane manner as the provision of these
benefits to U.S. residents and resident aliens. |If,
however, the individual is froma country that has entered
into atax treaty with the U S. and if that tax treaty
provi des that fellowship incone is not taxable, the

i ndividual is exenpt fromtax on the benefit and the
University is not required to withhold tax. But even

t hough nont axabl e, the value of the benefit nust be
reported to the IRS.

In those situations where a treaty exenption is unavail abl e
and the value of the benefit is taxable, the PPS w |
calculate the inmputed inconme related to the nedical

dental, and vision contributions paid by the University on
behal f of these nonresident alien individuals. Canmpuses
will need to reduce the cal cul ated val ue of the inputed

i ncome by the amount, if any, that the individual

Post doctoral Fellow (TC 3253) or Paid Direct (TC 3254) pays
out - of - pocket (i.e., reinburses the University) for the

Uni versity benefits contribution.
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VI,

TL 94

The canpus accounting office nust withhold tax on the

i mputed i ncome and report the income and w thholding on a
Form 1042-S prepared for each individual. Such wthholding
will be taken fromthe stipend paynents made to the
Postdoctoral Fellows (TC 3253). However, the accounting
office will need to bill Postdoctoral Paid Directs (TC
3254) for this wi thholding since their stipends are not
paid by the University. Wthholding will be cal cul ated at
either 14%for J-1 visa holders (and any F-1, M1, or Q1
vi sa holders) or 30%for all other visa holders. Although
no State withholding is required with respect to these
benefits, the calculated inmputed inconme is reportable on a
Form 592- B.

CALI FORNI A STATE TAX

In general, California does not distinguish between U.S.
citizens, resident aliens, and nonresident aliens for State
i ncome tax wi thhol ding purposes. Thus, under the
California Personal |Income Tax regul ations, any individual,
i ncludi ng a nonresident alien, who spends nore than nine
nmont hs of the tax year in California is presuned to be a
resident of the State and subject to State incone tax

wi thhol ding. In addition, since California does not
generally conformto Federal tax treaties, residents of
foreign countries who performservices in California or who
receive inconme from California sources are usually subject
to State inconme tax w thholding. Accounting Manual chapter
D 371-77, Disbursenents: State Tax Wt hhol di ng from Nonwage
Paynments to Nonresidents of California, and Appendi x A of
this chapter contain information regarding State taxation
of the types of paynents covered in this chapter. For
information on inconme that represents paynent for services,
see Accounting Manual chapter P-196-77, Payroll: State Tax
W t hhol di ng from Enpl oyees.

RESPONSI Bl LI TI ES

Departnment - It is the responsibility of the departnment or
unit awarding the scholarship or fellowship grant, tuition
reduction, or educational assistance to determ ne the
residency status of all recipients and to forward the
required forms to the accounting office.
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I X.

X.

RESPONSI BI LI TI ES (Cont .)

It is the responsibility of the department to inform grant
reci pients that nonqualified portions of a grant are
consi dered taxabl e incone.

Accounting O fice - The accounting office (w thhol ding
agent) is responsible for ensuring that any paynents made

for itenms discussed in this chapter are in conpliance with
IRS and I CE rul es and regul ations, as foll ows:

e The U. S. residency status of every payee nust be
i dentifi ed;

e The type of paynent being nmade nust be identified,

e A determ nation nmust be nmade regardi ng whet her the
paynment is subject to w thhol ding and/or reporting;

e The appropriate withholding rate nust be determned if
the payee is a nonresident alien.

REFERENCES

Accounting Manual chapters:

D-371-77 Disbursenents: State Tax Wt hhol di ng from
Nonwage Paynents to Nonresidents of
California

P-196-30 OASDI and Medi care Contri butions

P-196-77 Payroll: State Tax Wthhol di ng from Enpl oyees

S-772-33 Student Fees: Exenptions, Wiivers, and
Speci al Provi sions

T-182-27 Taxes: Federal Taxation of Aliens

| nt ernal Revenue Code and Regul ati ons:

Section 117, Qualified Schol arshi ps

Proposed Regul ation 1.117-6, Qualified Schol arshi ps
Section 127, Educational Assistance Prograns
Section 132, Certain Fringe Benefits
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Section 162, Trade or Busi ness Expenses

Section 1.162-5, Expenses for Education

Section 1.863, Special Rules for Determ ning Source
Section 1441, Wthhol ding of Tax on Nonresident Aliens
Section 1.1461-2, Return of Tax Wthheld

Section 3121, Enpl oynent

Section 7701(b), Definition of Resident Alien and
Nonresi dent Alien

| RS Publications and Noti ces:

Publi cation 515 W t hhol di ng of Tax on Nonresi dent
Al'i ens and Forei gn Corporations

Publication 519U.S. Tax Guide for Aliens

Publication 901U.S. Tax Treaties

Publ i cati on 970Tax Benefits for Education

| RS Notice 87-31 Taxation of Gants

| RS Notice 96-68 Educati onal Assi stance Prograns

Revenue Ruli ngs:

Revenue Ruling 60-378
Revenue Ruling 88-42
Revenue Ruling 89-67

U.S. Tax Court, Marc W Spiegel man v. Conm ssioner of
| nt ernal Revenue

Donna E. Kepl ey, Nonresident Alien Tax Conpliance: A Cuide
for Institutions Making Paynments to Foreign Students,
Schol ars, Enpl oyees, and Other International Visitors.

Per sonnel Policies for Staff Menbers:

Policy 50, Professional Devel opnent
Policy 51, Reduced Fee Enroll nent

Associ ate Vice President Joseph A Pastrone, Menorandumto
Assi stant Vice Chancell or Rebok on the Tax Status of
Nat i onal Research Service Awards (NRSA), July 18, 1984.

Director Donald L. Alter, Menorandumto Accounting Oficers
on Tax Treatnent of Schol arshi ps and Fell owshi ps Under the
Tax Reform Act of 1986, July 6, 1987.
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X.  REFERENCES (Cont.)

Director Donald L. Alter, Menorandumto Accounting Oficers
on Tax Treatnent of Schol arships and Fell owships Granted to
Non- Resi dent Aliens Under the Tax Reform Act of 1986, August
28, 1987.

Director Donald L. Alter, Menorandumto Accounting Oficers
on Tax Treatnent of Schol arships and Fell owships Granted to
Non- Resi dent Aliens Under the Tax Reform Act of 1986,

Sept enber 25, 1987.

Director Donald L. Alter, Menorandumto Accounting Oficers
on Tax Treatnent of U.S. Source G ants or Schol arships

G anted to Non-resident Aliens Under the Tax Reform Act of
1986, June 14, 1988.

Director Donald L. Alter, Menorandumto Accounting Oficers
on Tax Status of Educational Assistance Paynents, July 5,
1990.

Director Donald L. Alter, Menorandumto Accounting Oficers
on Tax Reporting of Schol arship and Fell owship G ants to
Non- Degr ee Candi dates, March 10, 1992.

Vice President Anne C. Broone, Menorandumto Controllers
announci ng the adoption of the University of California
Section 127 Educati onal Assistance Plan, June 28, 2002.

University of California Section 127 Educational Assistance
Plan, July 1, 2002.

Qut si de Counsel Bertrand M Harding, Jr., Email to Manager
M chael O Neill, February 8, 2005

Hi storical note: Oiginal Accounting Manual chapter published
3/31/99. Revised 6/30/99, 12/30/99, 6/30/00, 12/30/00, 6/30/01,
12/ 30/ 01, 6/30/02, 3/31/03, 6/30/04; 6/30/05, 6/30/06, 3/31/07,
3/31/08, 2/28/09, and 9/30/09; analyst--John Barrett
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APPENDI X A
* TAX TREATMENT OF SCHOLARSH P AND FOLLOWSHI P
GRANTS, EDUCATI ONAL ASSI STANCE, AND POSTDOCTORAL HEALTH BENEFI TS

SUBJECT TO DEDUCTIONS FOR
TAX TAX REPORTED ON
CODE OASDI [WORK |UNEMP | ID#
FED |STATE | UCRP |/MED COMP (INSUR | REQ FED STATE
DESCRIPTION OF PAYMENT (1) TAX | TAX 2 ) INSUR | (4) (19 FORM | FORM
Scholarship & Fellowship Grants
Degree Candidate - Citizen or Resident Alien. 0 No No No No No No No - -
Amount spent for tuition, fees, and related
expenses (5)(15)
Degree Candidate - Citizen or Resident Alien. 0 No No No No No No No - -
Amount in excess of qualified tuition and (6) (@) (6) @)
related expenses (e.g., fees, books, supplies,
and required equipment) (5)(15)
Degree Candidate - Nonresident Alien 0 No No No No No No No No -
Holding F or J Visa: Amount spent for
tuition, fees, and related expenses
Degree Candidate - Nonresident Alien Holding | 9 Yes | Yes No No No No Yes 1042S -
F or J Visa: Amount in excess of qualified (8) (@) ©)
tuition and related expenses (e.g., fees, books,
supplies, and required equipment) (5)
Post-Docs and other Non-Degree Candidates - | 0 No No No No No No No - -
Citizen or Resident Alien (5)(9)(15) (6) (7) (6) (7N
Post-Docs and other Non-Degree Candidates - | 9 Yes | Yes No No No No Yes 1042s -
Nonresident Alien Holding F or J Visa (5)(9)(15) (8) () ()]
Degree Candidate Performing Services - (16) Yes | Yes No a7) Yes Yes Yes W-2 W-2
Citizen or Resident Alien
Degree Candidate Performing Services - (16) Yes | Yes No a7) Yes Yes Yes W-2/ W-2
Nonresident Alien 1042S
(18)
Employee Educational Assistance
Qualified Employee Fee or Tuition Reduction: 0 No No No No No No No - -
Degree Candidate, Undergraduate Level (10)
Qualified Employee Fee or Tuition Remission. 0 No No No No No No No - -
Degree Candidate, Graduate Level - RAs, TAs,
and equivalent titles enrolled at UC (10)(11)
Qualified Employee Fee or Tuition 0 No No No No No No No - -
Reduction or Reimbursement. Graduate
Level — Employees other than RAs, TAs,
and equivalent titles, up to $5,250 per year (12)
Qualified Employee Fee or Tuition 8 Yes | Yes No Yes No No Yes W-2 W-2
Reduction or Reimbursement: Graduate (13) | (13)
Level - Employees other than RAs, TAs,
and equivalent titles, exceeding $5,250 per yea
Reimbursement of Employee Education 0 No No No No No No No - -
Expenses Related to Current Job:
Undergraduate and Graduate Level (14)

TL 94 *Change 6/ 30/ 05



TAXES: TAXATI ON OF SCHOLARSHI P AND FELLOWSHI P
GRANTS AND EDUCATI ONAL ASSI STANCE

T-182-77
ACCOUNTI NG MANUAL Page 30
APPENDI X A (Cont.)
Not es:
1. Tax Codes -- The appropriate tax code nmust be used to

*2.
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indicate the tax status of each transaction. Follow ng are
the codes to be used for the paynents discussed in this
chapter:

Tax Code Descri ption

0 Paynments that are not reportable for Federal
t ax purposes.

8 Vendor check paynents made to enpl oyees
whi ch are reportable on Form W 2.

9 Paynments reportable on Form 1042-S nade to
nonr esi dent al i ens.

On January 1, 2001, new regul ations pertaining to paynents
made to nonresident aliens under Internal Revenue Code
Sections 1441-1464 went into effect. Scholarship and

fell owshi p paynents, which are nontaxable (tuition and fees
required for enrollnent, and fees, books, supplies and

equi pnent required for a course), are no |longer reportable
to the IRS. This change applies to nontaxable schol arship
and fell owship paynments that are nmade in 2001 and | ater

Deductions for retirenent apply only to enpl oyees who are
contributing nmenbers of a defined benefit retirenent
system e.g., UCRS, PERS, etc.

Deductions for OASDI and/or Medicare apply only to those
enpl oyees who neet the eligibility requirenments for QASDI
and/ or Medi care (see Accounting Manual chapter P-196- 30,
Payroll: QASDI and Medicare Contributions).

Unenpl oynment i nsurance benefits are applicable only to
covered enpl oyees (see Accounting Manual chapter P-196-
77.5, Payroll: Unenploynment |nsurance).

Refer to IRS Publication 519.
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Al t hough the University is not required to withhold or
report inconme, departnments should advi se students that such
anounts are taxable and that it nay be advisable to nmake
estimated tax paynents. However, schol arship and

fell owship grants are not consi dered wages for FICA

pur poses (as confirmed by the Tax Court, in Marc W

Spi egel man v. Conmi ssioner, 1994) unl ess section 117(c)
applies, i.e., the grant recipient is required to perform
teachi ng, research, or other services as a condition of
receiving the grant.

The non-excl udabl e portion of schol arship and fell owship
grant paynments to nonresidents of California is taxable.
However, the state of California only requires reporting

on the portion of a scholarship or fellowship grant that is
attributable to services perfornmed in California (see al so
Accounting Manual chapter D 371-77, Disbursenents: State
Tax Wt hhol di ng from Nonwage Paynents to Nonresidents of
California).

Amounts granted after August 16, 1986 to nonresident aliens
holding an F, J, or Mvisa are subject to Federal incomne
tax withholding at a rate of 14% (see Accounting Manual
chapter T-182-27, Taxes: Federal Taxation of Aliens).

According to the General Counsel's Ofice, a student in a
"certificate" programis not a candidate for a degree.

Under I RC Section 117(d), includes fee or tuition rem ssion
and ot her types of reduced fee enroll ment authorized under
University policy. Also includes cash grants for the
paynent of tuition and fees required for enroll nent.
Under gr aduat e educati on nay be at UC or another educati onal
institution.

The exclusion for graduate | evel enployees applies only to
assi stance provided to Research Assistants (RAs), Teaching
Assi stants (TAs) and equivalent titles that do not
represent paynment for services. Paynents to RAs, TAs, and
equi valent titles for services are taxable and are paid

t hrough the payroll system
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12.

13.
14.

15.

16.
17.

18.

19.
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The University has a witten Section 127 Educati onal

Assi stance Pl an, in accordance with I RC Section 127,
effective July 1, 2002. Educational assistance under the
Plan is tax-exenpt up to $5, 250 per cal endar year.

Tax wi thhel d through payroll deduction.

Under I RC Section 162, deductible job-related expenses may
i nclude tuition, books, supplies, |lab fees, and certain
travel and transportation costs, even though the study may
lead to a degree. Anpunts paid that are not adequately
substantiated will be subject to inconme tax reporting and
wi t hhol di ng.

I ncl udes National Research Service Awards, which are
treated, for tax purposes, in accordance with the rules for
schol arship or fellowship grants.

Paynment s nmade through the PPS.

The wages of students who are enrolled |l ess than hal f-tine,
or who are not enrolled during the sumrer, are subject to
Defined Contribution Plan/ Medicare withholding. Refer to
Account i ng Manual chapter P-196-30, Payroll: OASD and

Medi care Contributions, for information on student FICA

wi t hhol di ng procedures.

The grant amount is reported on a Form 1042-S if the
recipient is eligible to claima tax treaty benefit; if not,
the grant is reported on a Form W 2.

Ei t her a social security nunber or an Individual Taxpayer
I dentification Nunber (ITIN). Refer to Accounting Manual
chapter T-182-27, Taxes: Federal Taxation of Aliens, for
nore information.
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** APPENDI X B

TAX TREATMENT OF POSTDOCTORAL HEALTH BENEFI TS

SUBJECT TO DEDUCTIONS FOR

WORK TAX REPORTED ON

TAX FED |STATE OASDI [COMP |UNEMP| ID# | FED STATE

DESCRIPTION OF PAYMENT CODE | TAX | TAX UCRP | /MED |INSUR | INSUR | REQ | FORM | FORM
Employee - Citizen (1) 0 No No No No No No No
Employee - Nonresident Alien. (2) 0 No No No No No No No
Fellow - Citizen 0 No No No No No No No

Fellow-Nonresident Alien (3) (4) 9 Yes | No No No No No Yes | 1042S | 592-B
Paid Direct-Citizen 0 No No No No No No No

Paid Direct —Nonresident Alien (3) (4) 9 Yes | No No No No No Yes | 1042S | 592-B

Notes:

1
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| mputed i ncome due to the coverage of a donestic partner
will be reported on the Form W2 of the Postdoctoral

enpl oyee.

. I nputed incone due to the coverage of a donestic partner

will be reported on the Form 1042-S of a nonresident alien
Post doctoral Enployee who is eligible to claima tax treaty
benefit; if not, the incone is reported on a W2.

. I nmputed incone due to the coverage of a donestic partner

will be reported on the Form 1042-S and Form 592-B of a
nonresi dent alien Postdoctoral Fellow or Paid Direct.

. If the individual is froma country that has entered into a

tax treaty with the U.S. and that treaty contains an
exclusion for fellowship paynents, the individual is not
subject to tax on the benefits, including domestic partner
benefits, and no inconme tax withholding is required. The
anount of the benefits is reported, however, on Form 1042-S
and Form 592- B.
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EXHBIT A

UNI VERSI TY OF CALI FORNI A,
Accounting Ofice

NON- DEGREE CANDI DATE
W THHOLDI NG TAX STATUS- - SCHOLARSHI P/ FELLOWSHI P RECI Pl ENTS

Dat e

The information that you furnished this office has been revi ewed and
your Federal withholding tax status at the University of California
will be determ ned based on the statenent checked below, for the
period from , 20 to , 20 (not to exceed one
cal endar year).

'] You are a resident alien and the University is not required to
wi t hhold or report on any grant anounts that do not represent
paynent for the performance of services, however, such anounts are
t axabl e

'] You are a nonresident alien and anounts paid to you are subject
to Federal incone tax withholding at a rate of 30%

'] You are a nonresident alien who is tenporarily in the United
States under an F (Student) or J (Exchange Visitor) visa. Anmounts
paid to you are subject to Federal incone tax withholding at a
rate of 14% You are allowed to claim

'] One-personal allowance of $ per nont h.

*x % [] You are a resident of Canada, Mexico, or South Korea, or a U S
national (i.e., a citizen of America Sanpba or a Northern
Mari ana | sl ander who chose to becone a U.S. national) and may
claiman all owance for your spouse and each dependent.

'] You are a student or a business apprentice who is eligible for
the benefits of Article 21(2) of the United States-India |Incone
Tax Treaty and can clai madditional w thhol ding all owances for
the standard deduction and your spouse. |n addition, you can
claiman additional wthholding all owance for each dependent
who has becone a resident alien.

Regar dl ess of your Federal income tax status, you are subject to
California State income tax on anounts received in this state. To
avoid the possibility of tax penalties at a |later date, it is
recomrended that you contact the State of California Franchi se Tax
Board for infornmation on state incone tax requirenments. You may
contact the California Franchise Tax Board at: http://ww.ftb.ca.gov/
or tel ephone (800) 852-5711
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Form UC W-4NR 2009

UNIVERSITY OF CALIFORNIA
Nonresident Alien Scholarship and Fellowship Recipients

Federal Withholding Allowance Certificate

This form should be completed by a nonresident alien recipient of a U.S. source grant or scholarship who is entitled to reduced withholding
on the taxable part of his or her grant or scholarshiP. However, this form should not be completed by a nhonresident alien who is married to
a citizen or resident of the U.S. and who elects to file a joint return. In addition, do not complete this Form UC W-4NR unless both of the
following statements apply to you:

» | am a nonresident of the U.S. currently in the U.S. under an F or J visa. If this statement applies to you, check the appropriate box:
> One of the following statements applies (check the appr(c)f)riate box): ) )
O I have been in the U.S. for more than one tax year and have filed a U.S. income tax return for the previous year.
[0 1 have not been in the U.S. long enough to have to file a return, but will file a timely U.S. tax return for the current year.

Enter the name of the country of your residency here

1. Type or print your first name, middle initial, and last name 2. Taxpayer ldentification Number

3. Home Address (number and street) City or town, state, and Zip code

4. Marital Status: Single (See Instructions) 5. If you last name differs from that on your social security card,
check here and call 1-800-772-1213 for a new card ------- O

ANNUAL REDUCED WITHHOLDING WORKSHEET

A - Personal Exemption: ) ) . ) i
Enter the prorated amount of the personal exemption for the tax year to which the reduced withholding applies. AS$
Refer to instructions for Line A.

B - Away-from-Home Expense: ) . )
Enter the amount of any away-from-home expenses for meals, lodging, and transportation. (See Instructions) B$

C - Standard Deduction: B . o o )
A student from India who qualifies for the provision of the U.S. - India income tax treaty may be eligible to claim the
standard deduction. All other nonresident aliens must enter "0". (See Instructions) Cs$

D - Spouse:
Enter "1" for your spouse. You may choose to enter "0" if you are married and have either a working spouse
or more than one job (this may help you avoid having too little tax withheld).

E - Dependents:

Enter number of dependents (other than your spouse or yourself) you will claim on your tax return. E
F - Add lines D and E and enter the total here. F
G - Multiply line F times $3,650. Prorate this amount for the tax year and enter the result here. (See Instructions) G$
H - Total Exemption Amount:  Add lines A, B, C, and G and enter the total amount here. H$

Under penalty of perjury, | certify that | am entitled to the section 162 deductions included on line B of this Form UC-W4NR and | do not
anticipate staying in the U.S. for more than 12 months. Additionally, | am entitled to the number of withholding allowances claimed on this
certificate and that | will file a timely Form 1

Signature Date

RETN: 3 YEARS AFTER TERMINATION FOR PRIVACY NOTIFICATION SEE REVERSE SIDE OF THIS PAGE
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* EXHBIT B: (Cont).

PRIVACY NOTIFICATIONS

STATE

The State of California Information Practices Act of 1977 (effective July 1, 1978) requires the University to provide
the following information to individuals who are asked to supply information about themselves.

The principal purpose for requesting the information on this form is for payment of earnings and for miscellaneous
payroll and personnel matters such as, but not limited to, withholding taxes, benefits administration, and changes in
title and pay status. University policy and state and federal statutes authorize the maintenance of this information.

Furnishing all information requested on this form is mandatory--failure to provide such information will delay or may
even prevent completion of the action for which the form is being filled out, and will result in your being treated as a
single person who claims no withholding allowances. Information furnished on this form may be used by various
University departments for payroll and personnel administration and will be transmitted to the federal and state
governments as required by law.

Individuals have the right to review their own records in accordance with University personnel policy and collective
bargaining agreements. Information on applicable policies and agreements can be obtained from campus or Office
of the President Staff and Academic Personnel Offices.

The officials responsible for maintaining the information contained on this form are campus or Office of the
President Staff and Academic Personnel Managers or campus Accounting Officers.

FEDERAL

Privacy Act and Paperwork Reduction Act Notice. We ask for the information on this form to carry out the
Internal Revenue laws of the United States. The Internal Revenue Code requires this information under sections
3402(f)(2)(A) and 6109 and their regulations. Failure to provide a properly completed form will result in your
being treated as a single person who claims no withholding allowances; providing fraudulent information
may also subject you to penalties.

Routine uses of this information include giving it to the Department of Justice for civil and criminal litigation, to
cities, states, and the District of Columbia for use in administering their tax laws, and using it in the National
Directory of New Hires. We may also disclose this information to other countries under a tax treaty, to federal and
state agencies to enforce federal nontax criminal laws, or to federal law enforcement and intelligence agencies to
combat terrorism.

You are not required to provide the information requested on a form that is subject to the Paperwork Reduction Act
unless the form displays a valid OMB control number. Books or records relating to a form or its instructions must be
retained as long as their contents may become material in the administration of any Internal Revenue Law.
Generally, tax returns and return information are confidential, as required by Code section 6103.

Instructions for Completing the Nonresident Alien - Scholarship and Fellowship Recipients Federal Withholding
Allowance Certificate.

The Form UC W-4NR must be completed on an annual basis by nonresident alien scholarship and
fellowship recipients who wish to claim reduced withholding with respect to the taxable portion of their
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award. U.S. source scholarships and fellowships awarded to foreign students that are not excludable from
gross income are subject to Federal withholding at a rate of 14%. Because this rate may exceed the actual
tax liability of the foreign scholarship or fellows IE recipient, Revenue Procedure 88-24 establishes
reduced withholding procedures to approximate the actual tax liability of the recipient. For most University
visitors, the reduced withholding procedures apply only to payments made to nonresident alien
scholarship and fellowship recipients holding an "F" or "J" visa. Each recipient who files a Form UC
W-4NR must also file an annual U.S. income tax return to be allowed the exemptions and deduction
claimed on that form. In addition, recipients may claim away-from-home expenses only if their stay in the
U.S. is anticipated to be for one year or less.

Personal Information:
1. Name: Enter your name.

2. 'Il\'laxpgyer Identification Number: Enter your Social Security Number or Individual Taxpayer Identification
umber.

Address: Enter your U.S. address.
4. Marital Status: Nonresident aliens can only claim single marital status regardless of actual marital status.

5. Narge Change: Mark this box only if your last name has changed since receiving your Social Security
card.

Line A - Personal Exemption: Enter the prorated amount of the personal exemption for the tax year to which
the reduced withholding applies. For 2009, the personal exemption amount is $3,650. To prorate this amount,
divide it by 365 and multiply the result by the number of days in the tax year during which will be present in the

Line B - Away-from-Home Expenses: The away-from-home expenses include meals, lodging, transportation,
and other expenses deductible under Internal Revenue Code section 162 (note that only 50% of meal expenses
are deductible.) If the actual expenses are known at the time that this Form UC W-4NR is completed, the actual
amount should be included on line B. If, however, the actual amount of these expenses is not known at the time
the Form UC W-4NR is completed, a per diem rate of $18.00_|per da& should be used. (The $18.00 rate is the
U.S. government per diem allowance rate under the Federal Travel Regulations in effect for participants in the
Career Education Program).

Line C - Standard Deduction: The standard deduction is $5,700 for both and married persons. A student or
%rantee who qualifies under Article 21(2) of the U.S.-India Income Tax Treaty may enter the standard deduction
it he or she does not claim away-from-home expenses or other itemized deductions.

Line D & E - Spouse and Dependents: Nonresident aliens generally are not allowed to claim additional
personal or dependency allowances. Therefore, leave lines D and E blank unless you are a resident of one of
the following countries:

. Residents of Canada, Mexico, and U.S. Nationals, (i.e., Northern Mariana Islands and American
Samoa) are entitled to claim the same personal allowances as U.S. citizens; residents of Korea are
entitled to_claim an allowance for themselves, their spouse and dependent children who are present
with them in the U.S. at some time during the tax year.

e  Students from India are entitled to claim one additional allowance for a spouse, based upon benefits set
forth in the U.S. - India income tax treaty.

Line G - To prorate the amount, divide it by 365, and multiply the result times the number of days in the tax year
during which you will be present in the U.S.

Line H - Total Exemption Amount: To determine the annual exemption amount for the current tax year, add
lines A, B, C, and G.

RETN: 3 YEARS AFTER TERMINATION Keep a photocopy of the Form UC W-4NR for your records
*EXH BIT: C
University of California Employee Educational Assistance Tax Determination Form

This form should be used for both employees enrolled under the Reduced Fee Enrollment Policy and employees whose
educational expenses are paid directly to another educational institution. Return form to Accounts Payable or Disbursements.
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Part I Employee Information
Employee Name Employee No.
Department Office Phone_(__ )
Job Title Regular Part-time
Part Il Course Information
Course Title No. of Units semester/quarter
Undergraduate: Yes No
Graduate (RA, TA, or equivalent title, enrolled at UC): Yes No
Graduate (other than RA, TA, or equivalent title): Yes No

Undergraduate courses and graduate courses for RAs and TAs enrolled at UC are exempt from taxation. For other
graduate courses, go to Part 111.

Part 111 Job-related Courses
1. Is the course required by the University, or by law or regulations, to enable the employee

to keep his/her current salary or job? Yes No
2. Does the course maintain or improve skills required in the employee’s present job? Yes No
3. Is the course required to meet the minimum requirements of the employee’s present job? Yes No

4. s the course Eart of a;)rogram of study that will lead to qualifying the employee for a

new trade or business Yes No

If the education both directly benefits the individual in the performance of his/her current job function and benefits the individual
in obtaining promotions or assists in career advancement, which is the greater benefit of the education to be provided (please
indicate by placing a checkmark next to only one of the following)

Current Job Performance Promotion/career advancement

Part 1V Tax Determination Department Use

If the course is a non-job related graduate-level course and the employee does not hold the
title of RA, TA, or the equivalent, educational assistance is tax-exempt up to $5,250 per

calendar year. Fall $
Amount of educational assistance: Winter $
Less maximum annual exempt amount: -$5,250 .
Taxable educational assistance: Spring 3
Summer $

If the educational assistance exceeds $5,250, the excess should be processed through the
Payroll Office or by the department Payroll preparer.

I understand that any taxable educational assistance is subject to Federal and State withholding for income tax and OASDI
and Medicare, and I"authorize the Payroll Office to withhold all applicable taxes from my earnings.

Signature of employee Date

Signature of Supervisor or Department Head Date

PAYROLL CODE

LOC/ACC/COST CTR/FUND/PROJ/SUB/OBJ NET CHARGES
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**EXH BIT D Sanpl e Letter to Students

The followng is a sanple letter to students (U. S. citizens and
residents) who are recipients of a scholarship or fell owship
inform ng them of the general tax rules regarding their award,
including their reporting and recordkeeping responsibilities

Nanme of student
Addr ess

Dear

According to our records, you are the recipient of a scholarship or
fell owship awarded in connection with your enrollnent at the

Uni versity of California, . The term

“schol arship or fell owship” includes grants, waivers, and other forns
of “gift aid,” which typically do not need to be repaid. The purpose
of this letter is to informyou about the general treatnment of your
schol arship or fellowship for tax purposes as well as your reporting
and recordkeeping responsibilities. The infornation provided, bel ow,
applies regardl ess of whether the scholarship or fellowship is from
the University of California or froma third-party source.

In sonme cases, the scholarship or fellowship funds are paid directly to
you, while in other cases they are credited directly to your University
student account. For exanple, a scholarship froma third-party source
that is intended to pay your fees and tuition may be paid directly to
you, or the third party may pay the University directly on your behal f
and the University, in turn, credits your University student account.
Whet her the schol arship or fell owship paynent is paid to you directly
or to the University on your behalf, for tax purposes, the paynment is
treated as nade to you and is subject to the tax rules di scussed bel ow.

Under Internal Revenue Service (IRS) regul ations, you do not have to
pay taxes on a scholarship or fellowship to the extent the funds are
used for required tuition, fees, books, supplies, equipnent, or other
mandatory fees for classes or enrollnent. The amount of health

i nsurance premnmiunms you pay to the University in order to be enrolled
is also considered a required fee. To the extent you use schol arship
or fellowship funds to pay for these types of required fees and
expenses, the funds shoul d be excluded from your taxable incone.

Regardl ess of how the scholarship and fell owship funds are paid to you
(i.e., either directly or on your behalf) you are required to maintain
records and docunentation showi ng that you used all or a portion of
your scholarship or fellowship funds for these required purposes.
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**EXH BT D (Cont.)

Any portion of a scholarship or fell owship used to pay for other
expenses (e.g., roomand board, travel, and other |iving expenses)
shoul d be included in your taxable incone for the year. Again, this
woul d be the case regardless of how the funds were paid. Therefore,
you may have to pay incone taxes on the portion of your scholarship or
fell owship used for such expenses. For nore information on the tax
treatnent of schol arships and fell owships, see |IRS Publication 970
(Tax Benefits for Education), which can be found on the IRS website at
http://ww.irs.gov/fornmspubs/lists/0,,id=97819,00.htm .

IRS regul ations do not permt the University to withhold incone taxes
on the taxable portion of scholarship or fellowship paynents.
Ther ef ore, dependi ng upon the taxabl e anount of your award, you nmay
need to nake estinmated i ncone tax paynents prior to filing your tax
return. For nore information on the rules pertaining to estimted tax
paynents, see | RS Publication 505 (Tax Wthhol ding and Esti mat ed
Taxes), which can be found at the sane I RS website address shown
above.

You shoul d make the determination regardi ng whet her your schol arship
or fellowship is taxable based upon your individual facts,
irrespective of how the University may have applied your award funds
to the amounts you owed the University. To the extent that you
determne that a portion or all of your scholarship or fell owship
funds are not subject to tax, you should retain receipts and ot her
docunments that show the total anount of your qualifying (i.e.,

nont axabl e) expenses.

Pursuant to the Taxpayer Relief Act of 1997, the University is
required to file a Form 1098-T (Tuition Statenment) infornmation return
to IRS for nost students. |If a returnis filed, the University nust

al so provide a copy of the return to the student show ng the

i nformati on reported. Depending on the UC canmpus you attend, either
the amount of qualified tuition and rel ated expenses paid or the
anount billed is reported (in either Box 1 or Box 2 of the 1098-T).
Armong ot her information, the University also is required to report the
anmount of all schol arships and fell owships (referred to by the IRS as
“schol arshi ps or grants”), fromall known sources, that the University
processed on your behal f. The aggregated anount reported for these
types of awards is without regard to whether any portion may be
taxable. The amounts reported on the 1098-T represent a summary of
the qualified tuition and rel ated expenses, as well as any

schol arshi ps and fell owshi ps you recei ved, based on the information on
file at the UC canpus you attended. This information nay be of use to
you in cal culating the anount of the higher education tax credit or
deduction you nmay be eligible to claim but your personal financial
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**records serve as the official supporting docunmentation for your
federal incone tax return. For nore information about the education
tax credit or deduction, see |RS Publication 970, which is avail abl e
on the I RS website shown above.

Pl ease note that this letter is intended only to introduce you to the
tax rules applicable to recipients of schol arshi ps and fell owshi ps.
The University of California does not provide tax advice; you should
contact your personal tax advisor with any questions or concerns.

Si ncerely,

Desi gnat ed Canpus O fici al

cc: Vi ce Chancellor for Student Affairs
G aduat e School Deans
Campus Financial Aid Oficers
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**EXH BIT E: Sanpl e Letter to Postdoctoral Schol ars

The followng is a sanple letter to postdoctoral scholars (U S
citizens and residents) who are recipients of a fellowship, i.e.,
postdoctoral fellow or paid direct, inform ng them of the general
tax rules regarding their award, including their reporting and
recor dkeeping responsibilities

Nanme of postdoctoral fell ow
Addr ess

Dear

According to our records, you are the recipient of a fell owship
awarded in connection with your training at the University of
California, . Recipients of such awards incl ude
postdoctoral fellows, clinical fellows, and simlar recipients. The
purpose of this letter is to informyou about the general treatnent of
your award for tax purposes.

In sone cases, the fellowship funds are paid directly to you, while in
ot her cases the funds are provided by a third party on your behal f.

For exanple, an award i ntended to pay the recipient’s expenses may be
paid directly to the recipient, or it nay be paid by the third party
directly to the University and credited to the recipient’s University
account. In either event, however, the paynment is treated for tax
purposes as made to the fellowship recipient and will be subject to
the tax rul es di scussed bel ow.

Under Internal Revenue Service (IRS) regulations, a fellowship is not
taxable only if the funds are used for required tuition, fees, books,
suppl i es, equiprment, or other mandatory fees for classes or

enrollment. Any portion of a fellowship used to pay for other
expenses (e.g., roomand board, travel, health insurance prem uns, and
other living expenses) must be included in your taxable income for the
year. Again, this would be the case whether the funds were paid to you
directly or to a third party on your behalf. Therefore, you nay have
to pay incone taxes on the portion of your fell owship used for such
expenses.

Heal th benefits provided by the University to postdoctoral fellows and
their dependents are subject to income tax with respect to the

prem uns that are paid by the University, |ess any anounts paid by the
recipient. Benefits provided to the donestic partner of a postdoctoral
fell ow al so are taxable whether or not the donestic partner qualifies
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as a dependent. For nore infornmation on the tax treatnent of
fell owship grants, see I RS Publication 970 (Tax Benefits for
Educati on), which can be found on the IRS website at
http://wwv.irs.gov/fornmspubs/lists/0,,id=97819,00.htm .

IRS regul ations do not permt the University to withhold inconme taxes
on the taxable portion of fellowship paynents. Therefore, depending
upon the taxabl e ampunt of your award, you nmay need to nake estimated
income tax paynents prior to the filing of your tax return. For nore
information on the rules pertaining to estimted tax paynents, see | RS
Publication 505 (Tax Wthhol ding and Estimated Taxes), which can be
found at the sanme I RS website address shown above.

Pl ease note that this letter is only intended to introduce you to the
tax rules applicable to recipients of fellowships. The University
does not provide tax advice; you should contact your personal tax
advi sor with any questions or concerns.

Si ncerely,

Appropriate Acadenic O ficer
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Exhibit F
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Attachment 1

UNIVERSITY OF CALIFORNIA
SECTION 127
EDUCATIONAL ASSISTANCE PLAN

ARTICLE |

Establishment and Purpose of Plan

1.01 The Regents of the University of California hereby establish this Plan for the purpose of
providing tax benefits related to the furnishing of educational assistance to eligible current and
retired employees in accordance with the University of California’s Reduced Fee Enroliment

Policy and professional development programs.

1.02 Itisthe intention of The Regents of the University of California that the educational as-
sistance provided under the Plan be eligible for exclusion from a Participant’s income to the
maximum extent possible under Code Section 127(a) as well as California Revenue and Taxation
Code Section 17151. The Regents of the University of California presently provide, and will
continue to provide, to their employees a variety of other benefits, some of which may qualify
for exclusion from gross income under provisions other than Code Section 127, including the
qualified tuition reduction provisions of Code Section 117(d) and job-related courses deductible
under Code Section 162. The educational assistance offered under this Plan is provided in

addition to such other benefits, which shall not constitute a part of this Plan.

ARTICLE Il

Definitions

2.01 “Educational Institution” means any entity that provides instruction or training that
improves or devel ops the capabilities of an individual, including instruction or training
furnished by the Employer, either alone or in conjunction with other employers, or furnished by

third parties including other educational institutions.
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2.02 *“Benefits” means the value of educational assistance provided by the Employer that is
excludable from a Participant’s gross income under Code Section 127. Such assistance includes
(a) the payment, reimbursement, or waiver of tuition, fees, and similar payments charged by an
Educational Institution, and (b) the cost of books, supplies, or equipment that is paid for or
incurred by a Participant in taking an Educational Course. Benefits shall not include the
payment, reimbursement, or waiver of costs related to (a) tools or supplies which may be
retained by the Participant after completion of an Educational Course, or (b) meals, lodging, or

transportation incidental to taking an Educational Course.

2.03 “Code” means the Internal Revenue Code of 1986, as amended.

2.04 “Educational Course” means a graduate course taken by the Participant under the
University of California’s Reduced Fee Enrollment Policy or other professional development
programs, or a graduate course taken by the Participant at another Educational Institution.
Educational Courses include graduate-level courses of a kind normally taken by an individual
pursuing a program leading to a law, business, medical, or other advanced academic or
professional degree. Educational Courses do not include courses that instruct the Participant in
any sport, game, or hobby, unless such course is required as part of a degree program.

2.05 “Employer” means The Regents of the University of California.

2.06 “Participant” means any employee receiving graduate-level benefits under the Reduced
Fee Enrollment Policy, including (a) a Regular Status Employee ; (b) an employee of the
Employer who holds an academic appointment at 50 percent or more time; and (c) a former
employee of the Employer who has retired within four months of the date of his or her separation
from service and who is an annuitant of a retirement system to which the Employer contributes.
“Participant” also means any employee taking graduate courses at the University of California or

at another Educational Institution as part of a professional development program.

2.07 “Plan” means the University of California Section 127 Educational Assistance Plan.
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2.08 “Plan Administrator” means the President of the University of California and those

individuals within the Office of the President to whom the President has delegated authority for

the administration of the Plan.

2.09 “Plan Year” means the 12-month period commencing January 1 and ending on December
31.

2.10 “Regular Status Employee” means a career employee of the Employer who is not
required to serve a probationary period or has successfully completed a required probationary

period and any extensions thereof.

ARTICLE I
Eligibility

3.01 Every Participant is eligible to receive Benefits under the Plan, subject to the limitations

set forth in Article 1V below.

3.02 A Participant shall cease to be eligible to receive Benefits on the date that the person is
no longer a Participant. If, however, such person is receiving Benefits at the time that the
person becomes ineligible, he or she will remain eligible for Benefits under the Plan until the

end of the quarter or semester in which eligibility terminates.

3.03 A Participant who resigns or is terminated as an employee of the Employer, or who
otherwise ceases to be eligible to receive Benefits under the Plan, is not required to reimburse

the Employer for the value of any Benefits provided under the Plan.

ARTICLE 1V
Limitations on Benefits
4. 01 Any Participant who receives during a Plan Year a scholarship, fellowship, or other
financial assistance from any public or private source, including a qualified tuition reduction as
defined in Code Section 117(d), shall be entitled to receive Benefits under this Plan
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for the same Plan Year, but only to the extent that the value of the Benefits supplements but does

not supplant the amount of such scholarship, fellowship, or other financial assistance.

4.02 Inno event shall a Participant be entitled to receive any Benefits under this Plan in lieu of
cash or any other taxable compensation that he or she might otherwise be entitled to receive from

the Employer.

4.03 Inany Plan Year during which a person is a Participant in the Plan, the Participant
shall be eligible to receive Benefits under the Plan up to an amount of $5,250 (or such greater

or lesser amount as may be subsequently permitted under Code Section 127).

4.04 The Plan is intended not to discriminate in favor of highly compensated employees (as
defined in Code Section 414(q)) as to eligibility to participate in the Plan or Benefit distributions
from the Plan, and the Plan will in all respects comply with the requirements of Code Sections
127(b)(2) and (3) and the underlying Treasury regulations. If, in the judgment of the Plan
Administrator, the operation of the Plan in any calendar year would result in such discrimination,
then such Plan Administrator shall select and exclude from participation in the Plan such
Participants as shall be necessary to ensure that, in the judgment of the Plan Administrator, the

Plan does not discriminate.

4.05 If any Benefit under this Plan becomes taxable, whether as a result of nondiscrimination
tests or payment of Benefits in excess of statutory limits, any employment tax withholding owed
with respect to the taxable portion of any Benefit shall be deducted from the Participant’s other

compensation in the same calendar year in which the Benefit is provided.

ARTICLE YV

Plan Administrator

5.01 The Plan Administrator shall have authority and responsibility to take any reasonable
actions necessary to control and manage the operation and administration of this Plan under rules
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applied on a uniform and nondiscriminatory basis to all Participants, including retaining an

independent company to perform administrative services such as Plan recordkeeping or Benefit

reimbursement.

5.02 The Plan Administrator shall give reasonable notice of the availability and terms of the
Plan to such persons who are eligible to be Participants.

ARTICLE VI

Miscellaneous

6.01  All Benefits provided under this Plan, with the exception of fees waived under the
University of California’s Reduced Fee Enrollment Policy, shall be funded by the Employer in a

manner that the Employer shall deem appropriate.

6.02 This Plan may be amended or terminated at any time by the Employer, provided,
however, that any termination or amendment shall not affect the right of any Participant to
claim an award for which he or she may have qualified prior to such termination or

amendment.

6.03 The Vice President-Financial Management shall be responsible for preparing and filing

any Federal or State information returns required to report any information concerning the Plan.

6.04 This Plan shall not be deemed to constitute a contract between the Employer and any
Participant or to be a consideration or an inducement for the employment of any Participant.
Nothing contained in this Plan shall be deemed to give any Participant the right to be retained in
the service of the Employer or to interfere with the right of the Employer to discharge any
Participant at any time regardless of the effect that such discharge shall have upon him or her as a
Participant of this Plan.

6.05 This Plan shall be construed and enforced according to the laws of the State of California,

other than its laws respecting choice of law, to the extent not preempted by any federal law.

TL 99 **Addi tion 2/28/09



TAXES: TAXATI ON OF SCHOLARSHI P AND FELLOWSHI P
GRANTS AND EDUCATI ONAL ASSI STANCE
T-182-77
ACCOUNTI NG MANUAL Page 50
6.06 This document sets forth the entire Plan. Except as provided in this Plan, no other

employee benefit plan, which is, or may hereafter be, maintained by the Employer shall

constitute a part of this Plan.

IN WITNESS WHEREOF, the Employer has caused this Plan to be executed this
day of June 28, 2002, to be effective as of July 1, 2002.

Exhibit F
Attachment 2

University of California
Section 127 Educational Assistance Plan

Questions and Answers

The followi ng questions and answers relate to the University’s
Section 127 Educational Assistance Plan, which is effective for
courses that begin on or after July 1, 2002:
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What benefits are provided under the Section 127 Pl an?

The Section 127 Plan is intended to provide favorable tax
benefits only. The Plan will exclude from taxation
graduate-level courses provided by the University to
eligible employees, up to a maximum of $5,250 per calendar
year. Although most educational Dbenefits currently
available to employees are already exempt from taxation
under other provisions of the Internal Revenue Code (IRC),
the Section 127 Plan provides relief from taxation for
those employees whose graduate-level educational benefits
are not covered under other Code provisions (see attached
Comparison Chart).

Who will benefit under the Pl an?

Empl oyees enrolled in graduate-level courses under the
Reduced Fee Enroll nent Policy or other professional

devel opnent prograns that are not job-related will benefit
fromthe Plan. The value of such courses wll not be taxed,
up to the $5,250 annual limt. Enpl oyees enrolled in non-
job-related graduate courses taken for pr of essi onal
devel opnment at another educational institution are also
covered by the Plan and will not be taxed on the value of
t hose courses, subject to the annual limt.

What ki nds of graduate courses are covered under the Plan?

The Plan covers graduate-level courses of a kind normally
taken by an individual leading to a |law, business, nedical,
or other advanced academ c or professional degree. Covered
courses do not include courses or other education involving
sports, ganes, or hobbies. Courses covered by the Plan my
be taken at the University of California or at another
educational institution.

Are any under graduat e courses covered under the Plan?

No. Under graduate courses provided by the University to
enpl oyees are excluded fromtaxation under |IRC section 117.

Wiy are job-rel ated courses not covered under the Plan?
Job-rel ated courses are already exenpt from taxation under
| RC section 162. Thus, only courses taken for professional
devel opnent that are not directly related to an enployee’s
current position are covered by the Pl an.

What is the definition of a job-related course?
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A job-related course is a course taken by an enpl oyee either

to maintain or inprove skills required in the enployee’s

current job; or to neet the express requirenents of the

enpl oyer; or the requirenents of |aw or regulations, inposed

as a condition to retaining the enployee’'s salary, status,

or enpl oynent. See Accounting Mnual Chapter T-182-77 for
nore i nformation.

Are Section 127 educational benefits reportable on the Form
W 2?2

No. The instructions for Form W2 provide that paynents
qualifying wunder a Section 127 educational assistance
program are not reportable in box 1 as wages. Only waivers
or reinbursenents (for non-job-related graduate courses) in

excess of the $5,250 annual exclusion |imt would be
reported on the Form W2 as taxabl e conpensation, subject to
wi t hhol di ng. Accordi ngly, such excess anounts should be

pai d through the payroll system
What are the requirenents for a Section 127 Pl an?

Section 127 requires that an enployer prepare a separate
witten plan for the exclusive benefit of its enployees to
provi de such enpl oyees with educational assistance.

In addition, eligible enployees nust be provided reasonable
notification of the availability and ternms of the plan, and
the plan nust not discrimnate in favor of  highly
conpensat ed enpl oyees. Section 127 does not require the
educati onal assistance programto be funded.

May benefits be provided on a retroactive basis?

No. Section 127 requires that enployees be provided wth
reasonable notice about the benefits available under the
pl an. |f benefits are provided before the plan is in
effect, enployees have not been provided with the requisite
noti ce.

Are there any IRS information reporting requirenents rel ated
7 Pl ans?

No. The IRS has indefinitely suspended the reporting of data

related to the administration of a Section 127 Plan |IRS
Noti ce 2002-24).

**Addi tion 2/28/09



TAXES: TAXATI ON OF SCHOLARSHI P AND FELLOWSHI P

GRANTS AND EDUCATI ONAL ASSI STANCE

T-182-77

ACCOUNTI NG MANUAL Page 53

TL 99 **Addi tion 2/28/09



TAXATI ON OF SCHOLARSHI P AND FELLOWSHI P

TAXES:

GRANTS AND EDUCATI ONAL ASSI STANCE

T-182-77
Page 54

ACCOUNTI NG MANUAL

al

LD T

JPEL Avall K el _._.C_.._Hu._nl_.q—u_.._.__n_
M P3 L sosanan

W U nd ma papuan

HIR T ST R R R e

Juyg squsisaa b oo wmrg
133.0 (M _-..u_.q.:.__._n.ﬁ FOE11T0D L

g e

pagreads |aaa) [eOareonpa Lo

A aalording

thawwa go sk e sogEs “diysucnrar
pUSIITENS I E LI RO TNTREE)

#. ARG g1 0 unnirp

Y1 Of WHT I & e pasodi:
SOOI RS 10 Ak] ajgka e

Jon 3adaqdens aug po ETEAL nbag
exinleen A1 e Jo uswdogdiss
i pann v ) ey s aacadw 1o
VPRI RILE 1T S aega 2 [onie zaps

-1

| 00y PADR| TS SgpauAY
ALl L) SER [RIOTL RS

[t RN R EAT LT [V R

e sidogehens tsaafopdus
prestadnras Apysg

A JOANT 10 S EMUUILINETR O

WA aepragra aad pesisg

EDLOH] 0 s o
F14| LAl SA5I0 Qw7 T
LT iy wwamr A e
TPALLERS AR [BUOLIFINGS

[H2IYNS I ] TIRRzn oAt
PHEULILAT [T e
“panad) anadp s aanog
daduyng

Tty dwa o

RN 20 JON Pa3U Seifdr
L2 ok Masroon papiaanl
~1adapdma pue quaucdimbia
‘sanpdilies wyong saa] womamy
T IR e 20 TTRpN )
“ARISAD | DD

au

saaopdu
Paesunduran sy
AVACAT] T HOF2UL AR I e

il o

EALTATINY DIRARAL
S0 B aEay 1 T e
SEATUN | Raa) Spenprld wofay

(e 4 aas)
ST -apue sjuapadan

gnods Aupaant gamods
2 Ludins

TR LS W T 531220 L

[l an uzig Ly,

SULLRIT] 17y

M ?.,_“_._.._...En.u..u

|43 | [FHeneanpeg

AN

Az iy

oLk

LIT8

LI

M) tsasdme:y purpassy [Ruensanpy

**Addi tion 2/28/09

TL 99



TAXES: TAXATI ON OF SCHOLARSHI P AND FELLOWSHI P

GRANTS AND EDUCATI ONAL ASSI STANCE

T-182-77

ACCOUNTI NG MANUAL Page 55

**EXHIBIT G Fellowship vs. Compensation Determination
Campus: Date:
Program or Type of Award:

PI: Dept

Fellowship | Compensation

1. Does the focus of the program relate primarily to (a)
the performance of research services for the

University, or (b) the development of the research (b) @
fellow’s training skills?

2. Does the research fellow serve as a replacement or
substitute for an employee, such as a medical
resident or laboratory technician? No Yes
3. | Do the activities of the research fellow during his/her
training program materially benefit the University?

No Yes
4. | Are the research fellow’s projects determined by the
research fellow in conjunction with his/her training
supervisor and/or faculty mentor? Yes No
5. Is the research fellow required to perform past or
future services for the University as a condition to
receiving the research fellowship grant? No Yes

6. | Are the research activities conducted by the research
fellow substantially the same as those research
activities conducted by NIH National Research Yes No
Service Award grantees?

7. Does the research fellow receive substantially the
same training and mentoring as a NIH National
Research Service Award grantee? Yes No

If all of the Fellowship boxes are marked, the individual will be treated as a fellowship
recipient for federal tax purposes.
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EXHIBIT G (Cont.)
Fellowship vs. Compensation Determination

If all of the Fellowship boxes were not marked, then please make the
fellowship/compensation determination by responding to the following questions:
1. | Are the research fellow’s projects directly related to

the fulfillment of a sponsored research agreement or

other University contractual obligation? No Yes
2. Is the research fellow required to perform his/her

research activities according to certain planned time

schedules, e.g., a specified number of hours a day or No Yes

week and a specified number of weeks during the

year?
3. Is the research fellow subject to the same level and

type of supervision over the conduct of his/her

research activities as a University research assistant No Yes

employee?
4. Is the research fellow classified as an employee for

University payroll tax purposes?

No Yes

5. | Does the research fellow receive health and other

employee benefits that would be provided to career

faculty and staff employees? No Yes
6. Does the research fellow receive any faculty

privileges?

No Yes

If four or more of the Fellowship boxes are marked, the individual will be treated as a
fellowship recipient for federal tax purposes. If fewer than four Fellowship boxes are
marked, please submit this checklist to [insert name of applicable office] who will make
the fellowship/compensation determination.
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