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Knapp v. Commissioner, 90 T. C. 430 (1988)

Tuition assistance payments made by an employer to educational institutions on
behalf of an employee’s dependents are considered taxable income to the employee,
not scholarships.

Summary

In Knapp v. Commissioner, the Tax Court ruled that tuition payments made by New
York University’s Law Center Foundation (LCF) directly to educational institutions
for  the  children  of  faculty  members,  including  Charles  Knapp,  were  taxable
compensation, not scholarships under IRC §117. The court found these payments
were linked to employment and lacked the necessary characteristics of scholarships.
Additionally, the court declined to enforce the “fringe benefit moratorium” enacted
by Congress, asserting it had no jurisdiction over such administrative matters. This
decision  impacts  how  similar  tuition  assistance  programs  are  treated  for  tax
purposes, emphasizing that such benefits are likely to be considered taxable income.

Facts

Charles L. Knapp, a professor and associate dean at New York University School of
Law, received tuition assistance from the university’s Law Center Foundation (LCF)
for his daughters’ education at Swarthmore College and the Brearley School. These
payments were made directly to the schools,  totaling $8,250 in 1979. The LCF
program was available to children of full-time faculty and top administrators without
considering  the  child’s  academic  merit  or  financial  need.  The  payments  were
automatic if eligibility requirements were met, and the amount was not tied to the
parent’s tenure or salary.

Procedural History

The Commissioner  of  Internal  Revenue issued a  notice  of  deficiency to  Knapp,
asserting  the  tuition  payments  should  be  included  in  his  gross  income  as
compensation. Knapp and his wife petitioned the Tax Court, arguing the payments
were scholarships under IRC §117 or should be treated as such under the fringe
benefit moratorium. The Tax Court heard the case and issued its opinion in 1988.

Issue(s)

1. Whether tuition payments made by New York University’s Law Center Foundation
directly to educational institutions on behalf of faculty members’ children constitute
scholarships under IRC §117?
2. Whether the Tax Court has jurisdiction to enforce the fringe benefit moratorium
enacted by Congress?

Holding
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1.  No,  because  the  tuition  payments  were  compensatory  in  nature,  linked  to
employment, and did not meet the criteria for scholarships under IRC §117.
2. No, because the Tax Court lacks jurisdiction to enforce administrative procedures
related to the moratorium.

Court’s Reasoning

The court applied IRC §117 and its regulations, concluding that the tuition payments
were not scholarships because they were tied to employment rather than academic
merit  or  financial  need.  The  court  cited  Bingler  v.  Johnson,  which  defined
scholarships as “no strings” educational grants. The court also distinguished these
payments  from  tuition  remission  plans  under  the  regulations,  which  involve
reciprocal  arrangements  between  educational  institutions.  The  majority  opinion
rejected the argument that the fringe benefit moratorium should be considered,
stating that the court’s jurisdiction is limited to determining tax deficiencies and
does  not  extend  to  enforcing  administrative  procedures.  The  concurring  and
dissenting  opinions  further  debated  the  relevance  of  the  moratorium  and  the
historical treatment of similar payments by the IRS.

Practical Implications

This  decision  clarifies  that  tuition  assistance  payments  made  by  employers  to
educational institutions on behalf of employees’ dependents are likely to be treated
as  taxable  compensation,  not  scholarships.  This  ruling  impacts  how  similar
programs should be structured and reported for tax purposes. Employers offering
such benefits must consider the tax implications for their employees. The decision
also highlights the limited jurisdiction of the Tax Court in addressing administrative
matters like the fringe benefit moratorium. Subsequent cases have continued to
apply this ruling, and it has influenced legislative efforts to clarify the tax treatment
of fringe benefits.


