LEGAL BRIEFS

Educational Assistance Program – An Attractive
Employee Benefit To Consider
By Gregory E. Scallon, DeWitt Ross & Stevens, S.C.
In these tough economic times, you may think
that adding to the benefits that the practice
currently provides to your employees is not a wise
idea. On the other hand, adding a benefit that
encourages your employees to enhance their job
skills, while allowing the practice to deduct the
cost of the benefit, and with no taxable income to
the employee, may be a good step.
One of the employee fringe benefits favored by
the tax code (Section 127) is an “educational
assistance program”. Just as the name implies,
if you establish an educational assistance
program, the practice would pay certain
educational expenses for designated employees.
The practice can pay for such expenses directly
or reimburse the employee for the expenses. In
light of the frequent desire to require that the
employee satisfy certain standards to qualify
for payment of the expense, we generally advise
that the plan reimburse an employee after the
employee has met the requirements, rather
than paying in advance.
An educational assistance program must be
established pursuant to a written plan and
notice of the program must be provided to
eligible employees. The plan can not favor
highly compensated employees, who are
generally defined as (i) anyone who owns 5%
or more of the practice, and (ii) anyone who
received compensation in excess of a threshold
amount in the preceding year ($115,000 in
2012). Also, the plan can not provide
more than 5% of the program’s annual
benefits to owners of 5% or more of the
practice, or spouses and dependents of
such owners.

other remuneration in lieu of participation.
For each eligible employee, the practice can
pay up to $5,250 per year, which, as stated
above, is a deductible expense to the practice
and is not considered taxable income to the
employee. The plan can pay for tuition, fees,
books and supplies. The plan can not pay
for meals, transportation or lodging. If the
payment to, or on behalf of the employee
exceeds $5,250 for the year, the excess is
generally taxable income to the employee.
It may be possible to exceed the $5,250
annual limit if the payment for education
of the employee is directly related to the
employee’s current job. For example, paying
for a veterinary technician to attend a seminar
on proper techniques for doing procedures the
technician is routinely expected to do on the
job, would be considered a “working condition
fringe benefit”, and not be a taxable benefit to
the technician. The key distinguishing factor
is whether the education cost will qualify the
employee for a position different from the
employee’s current position.
A typical education assistance plan will
generally require that the courses taken by the
employee relate, in some manner, to
the employee’s career path.

For example, assisting a receptionist to become
a CVT, or a CVT to become a veterinarian. All
with the intent of encouraging the persons to
be long-term employees of your practice. The
plan can also include additional requirements
that the employee must meet. At a minimum
the plan should require confirmation that
the employee has attended the classes and
done the coursework. You might also impose
a requirement that the employee achieve a
certain grade level for the course. The plan
can require that the employee not terminate
employment with the practice for a stated
length of time after completing the course for
which the practice has paid.
For the employee looking to enhance his or
her skills, and for the employer that wants
to encourage such conduct, all in a tax
advantageous manner, the educational
assistance program may be a good option.
The cost of the program does not get ingrained
into the compensation structure, as would the
alternative of providing a pay raise. Further,
the practice can terminate the educational
assistance program at any time.

Except for the limits relating to owners
and highly compensated individuals, the
practice has great latitude in selecting
the employees to include in the plan. The
plan can not allow the employee a choice of
participating in the plan or receiving cash or
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