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TOPIC:  Amendments to USM Policy VII-4.20 — Policy on Tuition Remission for Spouses and Dependent Children
of Regular and Retired Faculty and Staff Employees of the University System of Maryland

COMMITTEE: Finance

DATE OF COMMITTEE MEETING: June 14, 2011

SUMMARY: Since 2005, U.S. Tax Code amendments and other tax law developments have made the USM's
current definition of “dependent child” in its tuition remission policy increasingly difficult to administer. These
difficulties have created considerable confusion and conflicting interpretations across the USM'’s institutions.

The attached proposed amendments are primarily intended to resolve this concern. In addition, the proposed
amendments address an issue arising from the increasing admissions selectivity at some of our institutions, and also
include minor technical revisions. The amendments are as follows:

e Proposed Definition of “Dependent”: This amendment would define “dependent child” as the child
of an employee or retiree who: (1) is under the age of 26, or, (2) if the child is 26 or older, is claimed as
a dependent on the employee’s federal income tax return for the year(s) in which tuition remission is
granted. The major change from current policy is the elimination of the requirement that a child under
the age of 26 be declared a “dependent” on the employee’s tax return to be eligible for tuition
remission, provided that the child met all other eligibility requirements.

e Revision to the Home Institution Restriction: Most spouses and dependent children of employees
who started work at the USM since 1990 can only receive tuition remission at the employee’s home
institution, severely limiting the benefit for employees of the USM's highly selective institutions. The
proposed amendments will provide 50% tuition remission to attend another USM institution for
spouses and dependent children who fail to be admitted to the employee’s home institution.

o Technical Amendments: Additional technical amendments update, organize, and clarify policy
provisions to reflect well-established current practices, remove obsolete language, and enhance the
policy’s readability.

A Summary of Proposed Amendments explaining the substance of and rationale for the above amendments in detail
is attached.

ALTERNATIVES(S): The Committee could decline to recommend the amendments.

FISCAL IMPACT: Additional costs may be incurred as a result of the implementation of the new eligibility standards
for dependent children and the partial tuition remission benefit for spouses and dependent children not admitted to
the employee’s home institution. Potential costs cannot be estimated accurately, but the expectation is that they will
be modest.

CHANCELLOR'S RECOMMENDATION: That the Finance Committee recommend that the Board adopt the
proposed amendments to the USM’s tuition remission policy for spouses and dependent children as presented.

COMMITTEE RECOMMENDATION: DATE:

BOARD ACTION: DATE:

SUBMITTED BY: Joseph F. Vivona (301) 445-1923
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Tuition Remission Policy - Summary of Proposed Amendments

When the U.S. Tax Code was amended in 2005, it became apparent that the definition of
“dependent” in the USM’s tuition remission policy, VII—4.20, was outdated. At that time,
various options for amending the definition were discussed, but no agreement was reached. In
particular, the shared governance groups raised concerns that the potential amendments, which
linked eligibility to current IRS definitions of tax dependency, might restrict eligibility for
employees’ children.

The current policy defines “dependent child” as “a son/daughter, stepson/stepdaughter, legally
adopted son/daughter; who is ‘financially dependent,” as that term is defined by the Internal
Revenue Service”. This provision has been in place for many years, despite amendments to the
IRS Code that eliminated the term and concept of “financially dependent” and instead determine
dependent eligibility according to a very complex, two-part standard. This ambiguity in the
policy definition has created considerable confusion and conflicting interpretations across the
USM’s institutions.

The attached proposal attempts to resolve this issue in a manner that we believe will remove
interpretational confusion and address the concerns raised earlier. The proposed amendments
also address an issue arising from the increasing admissions selectivity at some of our
institutions, and they update the policy to enhance its clarity and align it with current practice.

l. Proposed Definition of “Dependent”

Definition: The highlight of this proposal is the amendment is its definition of “dependent
child.” Under the proposal, the policy would define “dependent child” as the child of an
employee or retiree who: (1) is under the age of 26, or, (2) if the child is 26 or older, is claimed
as a dependent on the employee’s federal income tax return for the year(s) in which tuition
remission is granted.

This standard could be applied simply--without regard to the child’s tax status--to determine
eligibility for the vast majority of dependents. Based upon current data, it is clear that the
overwhelming majority of recipients are 25 years old or younger. However, because tuition
remission is available for graduate education for the dependents of employees employed by the
USM before 1990, it is important to provide the benefit to the small number of students above
the age limit who remain genuinely dependent on their parents while still in school. The IRS
standard provides the most administratively feasible standard for determining dependency in this
small number of situations.

The advantages of this approach are as follows:

e Protection of the Historic Benefit: The tax law definition of “dependent” has become
more restrictive over time, resulting in tighter standards than when the policy was first
approved. This proposal would remove the effect of those restrictions on nearly all
dependents.

e Administrative Clarity: The proposed definition will reduce confusion and the potential
for uneven administration across campuses. In particular, it avoids uncomfortable
requirements of past proposals that would require institution staff to analyze the



employee’s financial and/or marital status and make judgments on sensitive and
complicated family matters.

e Reduced Employee Uncertainty: Complete reliance on IRS definitions for tuition
remission eligibility creates financial uncertainty for employees:

0 Because IRS standards are amended periodically, employees cannot plan financially
for their children’s futures.

o0 Given tax code complexities, eligibility can turn on small differences in a student’s or
family’s employment or financial status that may vary from year to year.

e Strong Recruitment Tool: Tuition remission is viewed as a strong recruitment tool, and
this proposal will prevent its erosion due to tax code changes.

e Recognition of Modern Family Life: Reliance on a child’s tax code dependency status
does not reflect modern realities and disqualifies otherwise appropriate employees’
children, including:

o0 The children of divorced and separated parents whose ex-spouse may declare the
child as their dependent, even if the child resides with and grew up in the custody of
employee parent.

o Step-children in same sex marriages, who, under the federal Defense of Marriage Act,
may not be taken as a tax dependent of the employee.

Possible disadvantages may include modest additional costs with regard to students between 24
and 25 years of age. Although we cannot accurately estimate these additional costs, we do not
believe that they will be substantial.

Determination of Child’s IRS Dependent Status under the Proposed Definition: Under this
proposal, it still will be important to ascertain each child’s status under the federal tax law
standards. For children over age 25, tax law dependency is the critical factor for determining
eligibility. For children 25 years and younger, it will remain essential to determine whether the
benefit is taxable to the employee. Thus, the proposed amendments also include a provision that
will require the employees to certify information necessary to determine whether the benefit is
taxable income to the employee.

“Grandfather” Clause for Current Recipients of Tuition Remission Benefits: It is unlikely,
but theoretically possible, that a very small number of dependent children of USM employees
over age 25 and currently receiving tuition remission may not meet the proposed eligibility
criteria. Thus, the amendments include a grandfather clause for current recipients enrolled in a
USM program, as long as the child is making progress toward degree completion.

1. Revision to the Home Institution Restriction
For employees started work at the USM since 1990, spouse and dependent tuition remission
benefits are only available for undergraduate education at the employee’s home institution,

unless the student is enrolled in another USM institution’s program not offered by the home
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institution, for which the student may receive 50% tuition remission. At the USM’s most
selective institutions, this limitation has had the unintended consequence of totally depriving
many families—whose students do not meet the home institution’s admission requirements—of
any access to the tuition remission benefit.

To address this problem, the proposed amendments will provide 50% tuition remission to
spouses and dependent children who fail to be admitted to the employee’s home institution, if
that student’s application fully complied with the home institution’s application procedures and
the student enrolls in another USM institution. This amendment was suggested by UMCP, and
we believe that its modest costs will chiefly affect that institution, given UMCP’s large
workforce and highly selective admissions standards.

1. Other Proposed Technical Amendments

Other technical amendments update and clarify policy provisions (e.g., reciprocity with non-
USM institutions, retiree eligibility, exempted USM programs of study, benefits for the spouses
and dependents of deceased employees, and caps on tuition remission amounts) to reflect well-
established current practices, remove obsolete language, and make the policy more reader-
friendly.



USM Bylaws, Policies and Procedures of the Board of Regents

DRAFT 6/01/2011

VI11-4.20 - POLICY ON TUITION REMISSION FOR SPOUSES AND DEPENDENT

CHILDREN OF USM EMPLOYEES AND RETIREES

(Approved by the Board of Regents on January 11, 1990; Amended by the Board on
May 31, 1990; Amended February 28, 1992, Amended by the Board on August 24, 2001;
Amended by the Board on December 7, 2001; Amended by the Board on August 23,
2002; Amended by the Board on December 6, 2002; Amended by the Board on June 27,
2003; Amended by the Board on , 2011)

PURPOSE AND APPLICABILITY

The University System of Maryland (USM) supports the general policy of tuition
remission for the spouses and dependent children of USM Faculty and Exempt and
Nonexempt Staff Employees on Regular or Retired Status, by its constituent institutions,
on an intra- and inter-institutional basis.

DEFINITIONS
For the purposes of this policy, the following definitions apply:

A. Dependent Child: The son/daughter, stepson/stepdaughter or legally adopted
son/daughter of a USM Employee or Retiree who:

1. Is under the age of 26 prior to the institution’s deadline for registration for courses
in the semester or term for which tuition remission has been requested, or,

2. If the child is 26 or older, is claimed as a dependent on the employee’s federal
income tax return for the year(s) in which tuition remission is granted.

B. Spouse: A person in a legally contracted marriage recognized by the State of
Maryland to a USM Employee or Retiree, with the exception of an estranged spouse
who maintains a separate domicile.

C. Retiree: A former USM Employee who:

1. Is receiving State of Maryland retirement checks and/or Optional Retirement Plan
(ORP) periodic distribution, and

2. Has earned at least five years of total service credit at one or more USM
institution(s).

D. USM Employee: A Faculty or Staff employee on Regular Status who works in a
position that:

1. Has been approved through the budgetary and pertinent appointment
classification processes;
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2. s intended to last six months or more regardless of the nature of the source of
funds or who has retired from such a position; and

3. Which may be on either a full-time basis or a part-time basis of at least 50%.
ADMINISTRATION
This program shall be administered by the constituent institutions as follows:
A. General Eligibility.
Tuition remission is extended to the spouses and dependent children of all USM
Employees and Retirees, as defined above, on an equitable basis, subject to the
requirements and limitations of this policy.

B. Scope of the Benefit.

Tuition remission does not include mandatory fees or surcharges, which remain the
responsibility of the individual student.

C. Academic Requirements
The availability of the benefit of tuition remission shall be subject to the individual's
admissibility to the institution and to the program in which the courses are offered
and to the other academic regulations of the institution governing student enrollment.
D. Part-time USM Employees and Retirees
For spouses and dependent children of USM Employees and Retirees who are
employed in, or retired from a position at fifty percent or more time, the percentage of
tuition remitted shall be proportional to the percentage of employment service.
E. Exempted Programs of Study.
1. Programs of study that are exempted from this benefit shall include:

a. The M.D. and D.D.S. programs at the University of Maryland, Baltimore;

b. Self-support programs and courses, unless the President of the institution has
recommended and the Chancellor has approved, that the benefit be available
for such a program.

c. Other programs recommended for exemption, or limitation on the amount of

tuition remission, by the President of the institution offering the program and
approved by the Chancellor.
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1. The President of the institution offering an exempted program shall apply the
exemption equally to all spouses and dependent children who desire tuition
remission, whether from the host institution or other institutions.

F. Application for Tuition Remission.

Each USM Employee or Retiree seeking tuition remission for a spouse or dependent
child shall complete an application and accompanying certification that provides the
information necessary to comply with both this policy and Internal Revenue Service
regulations regarding the income tax law status of the tuition remission benefit
requested by the Employee.

G. Communication of Tuition Remission Benefit Requirements.
Each institution and the USM shall publish on its website:

1. The institution’s specific requirements for the implementation of this policy and
any related institution procedures, including information regarding the extent to
which tuition remission benefits are limited or unavailable for self-support and
exempted programs under Section I11.E.1. of this policy; and

2. A summary, prepared and maintained by the USM, of the implementation
requirements of each USM institution and those non-USM institutions that extend
tuition remission benefits to USM Employees under Section V1 of this policy.

3. A summary of the conditions under which the tuition remission benefit may be
deemed taxable income to the USM Employee or Retiree under relevant
regulations of the Internal Revenue Service.

4. A summary of special tuition remission eligibility requirements for the former
employees of former USM programs identified in Section VII of this policy.

IV.  LIMITATIONS BASED ON DATE OF EMPLOYMENT

A. Spouses and Dependent Children of USM Employees and Retirees Whose
Employment Began before January 1, 1990.

The Spouses and Dependent Children of USM Employees and Retirees whose
appointment was made or whose contractual arrangements were completed before
January 1, 1990, may register for courses at any of the institutions of the USM, with
100% tuition remitted at both the undergraduate and graduate level, subject to the
restrictions in this policy.

B. Spouses and Dependent Children of USM Employees and Retirees Whose
Employment Began on or after January 1, 1990 and before July 1, 1992.

Tuition remission benefits for such employees are provided as follows:
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1. Applicable Programs and Courses

Tuition remission is only available for courses and programs at the undergraduate
level, and shall not apply to courses at the graduate or post-baccalaureate level.

2. Degree-Granting Institutions

a. Spouses and dependent children of Employees or Retirees from degree-
granting institutions may receive full tuition remission of one hundred percent
(100 %) on courses toward a first undergraduate degree at the institution
where the spouse or parent is employed (“home institution”).

b. Such spouses and dependent children may attend another institution of the
USM to which the student has been accepted with 50% tuition remission, with
the approval of the President or designee, if:

I. The spouse or dependent child wishes to enroll in courses toward the
student’s first undergraduate degree in an academic program which is not
available at the home institution; or

ii. The spouse or dependent child was not accepted for admission to the home
institution after having filed a complete application for admission in
compliance with the home institution’s required application procedures.

c. For students receiving 50% tuition remission under paragraph 2.a, above, the
remaining 50% of tuition cost is the responsibility of the individual student.

3. Special Circumstances and Limitations

a. Non-Degree Granting Institutions: Spouses and dependent children of USM
Employees of or Retirees from a non-degree granting institution may register
for courses toward a first undergraduate degree at any institution of the USM
with full (100%) tuition remission.

b. University of Baltimore. Until the Chancellor determines that the first- and
second- year undergraduate program of the University of Baltimore is fully
implemented, full tuition remission is extended to any USM institution for
spouses and dependent children of Employees of or Retirees from the
University of Baltimore for the freshman and sophomore years.

c. University of Maryland, Baltimore: Spouses and dependent children of
Employees of and Retirees from the University of Maryland, Baltimore may
receive full tuition remission for undergraduate programs not offered at that
institution.

d. University of Maryland, College Park University of Maryland Extension
(UME) and Agricultural Experimental Station (AES): Spouses and dependent
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children of the UME and the AES may receive full tuition remission toward a
first undergraduate degree at any USM institution with full tuition remission.

4. Inter-Institutional Funds Transfers. A transfer of funds equal to fifty percent
(50%) of the tuition will accompany all inter-institutional enroliments.

. Spouses and Dependent Children of USM Employees and Retirees Whose
Employment Began on or after July 1, 1992

Tuition remission benefits for the spouses and dependent children of USM
Employees and Retirees whose employment began on or after July 1, 1992 shall be
available:

1. Consistent with the requirements and limitations in Paragraph 1V.B, above, and

2. After the employee has been employed by the USM for two years prior to the
institution’s deadline for registration in courses for the semester under
consideration.

. Effect of Break in Service

If a former USM employee is rehired by a USM institution within three years of
termination from prior USM employment, the spouse and dependent children of the
rehired employee shall be eligible for tuition remission, as provided in Section IV.A
through C. above, according to the employee’s original USM hire date.

BENEFITS FOR SPOUSES AND DEPENDENT CHILDREN OF DECEASED
USM EMPLOYEES AND RETIREES

Subject to the requirements and limitations of this policy, spouses and dependent children

of fulltime USM Employees or Retirees who die in service or after retirement, shall be
permitted to register for courses with tuition remission as follows:

A. Extent of Tuition Remission Benefits
The number of years of allowable tuition remission for an eligible spouse or
dependent child is dependent on the years of USM service of the USM Employee or

Retiree, as follows:

1. One academic year, if the USM Employee or Retiree was employed in the USM
for less than three years;

2. Two academic years, if the length of employment was at least three but less than
five years;

3. Three academic years, if the length of employment was at least five but less than
seven years;
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VI.

4. Four academic years, if the length of employment was at least seven but less than
nine years; and

5. Five academic years, if the length of employment was nine years or more.
B. Other Eligibility Requirements
Eligibility for tuition remission shall continue:

1. For spouses, for a maximum period of seven years after the death of the USM
Employee or Retiree.

2. For children, as long as the child of a deceased USM Employee or Retiree
qualifies as a “Dependent Child” under Section Il.A. of this policy.

C. Part-time Employees

For spouses and dependent children of part-time USM Employees or Retirees who are
employed at fifty percent (50%) time or more and who die in service or after
retirement, the percentage of tuition remission shall be proportional to the percentage
of employment service averaged for the three years immediately preceding the
employee’s retirement or death.

RECIPROCAL TUITION REMISSION FOR THE DEPENDENT CHILDREN OF
EMPLOYEES OF MORGAN STATE UNIVERSITY, SAINT MARY’S COLLEGE
OF MARYLAND AND BALTIMORE CITY COMMUNITY COLLEGE

A. General Reciprocity

Dependent children of employees of Morgan State University, Saint Mary’s College
of Maryland and Baltimore City Community College (“the Non-USM Institutions™)
shall receive tuition remission at institutions of the USM at the same level of benefits
as provided for dependent children of USM Employees, subject to the definitions,
requirements and limitations of this policy. However, the extent of the tuition
remission benefit under this section is dependent upon full reciprocity being extended
by the Non-USM Institution to dependent children of USM Employees, and may be
limited by the Chancellor or designee to align with any more restrictive requirements
that may be established by the Non-USM Institution.

B. Retirees and Spouses

Tuition remission shall not be available to Retirees or the spouses of Employees and
Retirees of Non-USM institutions.

C. Special Requirements for Tuition Remission for the Dependent Children of
Employees and Retirees of Baltimore City Community College (BCCC)
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1. If a parallel lower division instructional program is available at BCCC,
dependents of BCCC employees are eligible for tuition remission at USM
institutions only after they have earned the associate degree or completed 60
hours of transferable credit.

2. In programs for which the institution requires the student to formally transfer into
the program prior to completion of either the associate’s degree or sixty (60)
credits, the tuition remission benefit is available upon admission to the program.

3. For programs where there is no parallel lower division instructional program
available at BCCC, the tuition remission benefit is available immediately.

VIlI. CONTINUED APPLICATION OF PRIOR POLICIES

This policy supersedes all prior policies and procedures related to tuition remission
benefits for USM Employees and Retirees, except as follows:

A. Current Beneficiaries.
Any child receiving tuition remission benefits on the effective date of this policy shall
continue to receive such benefits as long as the student is making adequate progress
toward a degree in the program in which the student is currently enrolled,
notwithstanding the terms of this policy’s definition of “dependent child.”

B. Former Employees of Former USM Programs and Institutions

Special eligibility requirements for former employees and retirees of certain former
USM programs shall remain in force as follows:

1. The USM former programs subject to this paragraph are: the Maryland Institute
for Agricultural and Natural Resources (MIANR), the Maryland Institute of
Emergency Medical Services Systems (MIEMSS), and the University of
Maryland Biotechnology Institute (UMBI).

2. Eligibility for tuition remission for the spouses and dependent children of the
above programs is set out in documentation established at the time that the
programs were restructured and maintained at the USM.

3. Summaries of these special eligibility requirements shall be published on the
websites of the USM and its institutions.

REPLACEMENT FOR:

BOR V-2.10 and BOT XI1I-N, January 11, 1990.
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IMPLEMENTATION PROCEDURES

Each President shall: identify his/her designee(s) as appropriate for this policy; develop
institution-specific policies and procedures as necessary to implement this policy; communicate
this policy and applicable procedures to his/her institutional community; and

post it on its institution website.
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