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Internal Revenue Code Section 127

It is the policy of the State of Oregon to comply with the requirements imposed from laws and
regulations of the Internal Revenue Code.

The Internal Revenue Code Section 127 requires educational assistance payments made to or on
behalf of employees after December 31, 1994, for educational courses unrelated to an
employee's current job to be taxable. Employees are responsible for the payment of all net
income taxes due. Employers are responsible to withhold income tax and Social Security tax
from taxable payments. (Agencies are advised to review IRC Section 127 for the taxability of
individual education assistance payments made to state employees.)

Education assistance payments made after December 31, 1994, for courses directly related to
the employee's current job remain tax exempt.

Agency management is responsible for determining the taxability of education assistance
payments. No such payment will be made without the signed approval of a manager who is, at
the minimum, the recipient's supervisor.

Agencies other than those associated with the Oregon University System (OUS) will make all
taxable educational assistance payments through the Oregon State Payroll System (OSPS). In
accordance with this policy, OUS will make all education assistance payments in accordance with
OUS procedures. Letter of Recommended Payroll Practice No. 94-1101 "Fringe Benefit
Taxability" describes the procedures to follow in making these payments.

Signed and dated authorizations will be filed in the employee's payroll file and shall be retained
for at least five years following payment. The authorization should include employee name,
course name and description, amount paid, and taxability status.

Education assistance payments to employees should be made on a reimbursement basis unless
agency management determines that an exception is warranted.
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