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CHI ECHI, Judge: This case was heard pursuant to the provi-
sions of section 7463 of the Internal Revenue Code in effect at
the time the petition was filed.! The decision to be entered is
not reviewable by any other court, and this opinion should not be

cited as authority.

IHereinafter, all section references are to the Internal
Revenue Code in effect for 2002, the year at issue. Al Rule
references are to the Tax Court Rules of Practice and Procedure.
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Respondent determ ned a deficiency of $1,377 in petitioner’s
Federal inconme tax for her taxable year 2002.

The issue remaining for decision is whether petitioner is
required to include in gross inconme for her taxable year 2002 a
$4,372 award that she received in that year. W hold that she
iS.

Backgr ound

Virtually all of the facts have been stipulated by the
parties and are so found.

At the tinme petitioner filed the petition in this case, she
resided in Baltinore, Maryl and.

Thr oughout the period 1996 through 1999, the Federal
Stafford Loan (Subsidized and Unsubsi di zed) Program nade educa-
tional |oans totaling approxi mately $55,000 to petitioner that
she used to pay expenses that she incurred in attending | aw
school (petitioner’s |law school loan). Neither the note nor any
ot her docunents relating to that | oan provided that petitioner’s
| aw school | oan would be forgiven if petitioner were to work
after law school for the Baltinore County State’s Attorney’s
Ofice (State’'s Attorney’'s Ofice).

In 2002, the Janet L. Hof fman Loan Assi stance Repaynent
Program (LARP), through the Maryl and H gher Education Conm ssi on,
of fered petitioner an award of $4,372 for the 2002-2003 award

year (petitioner’s LARP award) that was to be used to repay part
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of petitioner’s |aw school |oan. The letter by which petitioner
was notified of petitioner’s LARP award (petitioner’s LARP award
notification letter) stated in pertinent part:

You are being offered a Janet L. Hoffman Loan Assi s-
tance Repaynent Program (LARP) award for the 2002-2003
award year.

Pl ease sign and return the LARP award |l etter and cer-
tification formto the Ofice of Student Financi al
Assistance within three weeks of the date on the award
letter. * * *

Pl ease be aware of the follow ng information regarding
your LARP awar d.

1. The LARP award will be sent to you in the form of
a dual - payee check nade out to both you and the
| ender with whom you have the highest | oan indebt-
edness.

2. Two dual - payee checks will be sent to you, one in
Novenber and one in March. The first enpl oynent
verification formis included in your application
form The second enploynent verification form
will be sent in February. The March check wll be
sent after your second enploynment verification
form has been received. If your enploynent veri-
fication is not received within the allowed tine,
your LARP award will be cancel ed.

3. The LARP award is renewabl e next year, but is
subj ect to change in |light of your financial con-
dition and the nunber of years you have received
LARP assi st ance.

4. You are responsi ble for contacting your |ender to
di scuss how the LARP award will affect paynent for
this year.

5. This LARP award can only be used with the | ender
specified on the award letter. It is your respon-
sibility to pay your |loans with other |enders.

6. The LARP award is considered taxable incone for
the year that the actual paynent is received. It
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is your responsibility to declare it as such on
your incone tax return.

To accept the LARP award, you nust maintain full-tine

enpl oynent with the state or |ocal government or a

nonprofit organization. * * *

| f you change enpl oynent and the new enpl oyer is ineli-

gible, you will be required to repay the LARP award on

a prorated basis to the Ofice of Student Financi al

Assi st ance.

In order to qualify for petitioner’s LARP award, petitioner
was required to be a so-called public servant. During 2002,
petitioner worked for the State’'s Attorney’'s O fice. Such work
qualified petitioner as a public servant for purposes of peti-
tioner’s LARP award. Petitioner’s LARP award of $4, 372 was
determ ned on a sliding scale based upon petitioner’s salary at
the State’s Attorney’s Ofice.

On May 31, 2002, petitioner accepted petitioner’s LARP award
of $4,372 and signed the financial aid notification acceptance
letter that she received fromthe Maryl and Hi gher Education
Comm ssion. That letter stated in pertinent part:

The Maryl and Hi gher Education Conm ssion is pleased to

offer you financial aid for the 2001-2002!2 award year.

These funds are intended to assist you with the repay-

ment of your educational loan with the | ender |isted

bel ow. Please be aware that this offer may change or
be cancelled if you change enpl oyers. * * *

2There is a discrepancy that we are unable to resolve on the
record before us between petitioner’s LARP award notification
letter and the financial aid notification acceptance letter as to
the award year to which petitioner’s LARP award pertai ned.
However, such award year is not material to our resolving the
i ssue presented in this case.



Nei t her the Janet L. Hoffrman Loan Assi stance Repaynent Program
nor the Maryland H gher Education Comm ssion refinanced or agreed
to assune all or part of petitioner’s |aw school |oan in connec-
tion with the grant to petitioner of petitioner’s LARP award of
$4, 372.

At the tinme in 2002 petitioner was offered petitioner’s LARP
award, the |ender of petitioner’s |aw school |oan was Sun Tech.
Inc. Thereafter, AFSA becane the owner of petitioner’s |aw
school loan. Neither the original |ender of petitioner’s |aw
school | oan nor any subsequent owner of that |oan agreed that
petitioner’s | aw school | oan would be forgiven if petitioner were
to work for the State’'s Attorney’'s Ofice.

Petitioner’'s LARP award of $4,372 was made by neans of a
dual - payee check ($4, 372 dual - payee check) nade out to both
petitioner and AFSA. Petitioner used that check to make a
paynment on petitioner’s |aw school |oan. Thereafter, the owner
of that loan issued a statenent to petitioner indicating that it
had credited $4, 372 against the principal of petitioner’s |aw
school loan. At no tine after petitioner used the $4, 372 dual -
payee check to make a paynent on petitioner’s |aw school |oan did
the owner of that loan indicate to petitioner that it was forgiv-
ing all or part of that | oan.

Petitioner filed Form 1040A, U.S. Individual |Incone Tax

Return, for her taxable year 2002 (petitioner’s 2002 return). In
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that return, petitioner, inter alia, (1) did not include in gross
i ncone petitioner’s LARP award of $4,372 and (2) clained a
student |oan interest deduction of $2,350.

Respondent issued a notice of deficiency (notice) to peti-
tioner for her taxable year 2002. |In that notice, respondent
determned to include in gross inconme petitioner’s LARP award of
$4,372. Respondent also determined in the notice to reduce to
$1, 622 the amount of the student |oan interest deduction that
petitioner claimed in petitioner’s 2002 return.

Di scussi on

The only issue renmaining for our consideration is whether
petitioner is required to include in gross incone for 2002
petitioner’s LARP award of $4,372.°3

I n support of her position that she is not required to
include in gross inconme for 2002 petitioner’s LARP award of
$4,372, petitioner relies on section 108(f). According to
petitioner,

Looking to both the | anguage of the Internal Revenue

Code Section 108(f) and the award letter for the LARP,

both specify that the person receiving the financial

award nust work in a specified enploynent, in the case
of the LARP, it is full-tinme enploynent with the state

or | ocal governnment or non profit organization. Look-
ing to the CCH Expl anation of Internal Revenue Code

3In the petition and at trial, petitioner made no all ega-
tions or argunents with respect to respondent’s determ nation in
the notice to reduce the anmount of the student |oan interest
deduction that she clained in petitioner’s 2002 return. W
concl ude that petitioner does not dispute that determ nation.
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Section 108(f) for further guidance of the intent of
that section, it states:

In order to ensure the professional participation
in public service activities, nmany educati onal
organi zati ons sponsor prograns which offer stu-
dents an opportunity to be discharged (partially
or conpletely) fromtheir student |oans, by work-
ing for a period of tine in a public serviced
organi zation. (CCH -Standard Federal Tax Reports
1 7002, * * *)

Both I nternal Revenue Code Section 108(f) and the LARP
award an individual for working in a public service
organi zation in lieu of working in the private sector.

* * * the | anguage of the Section [108(f)] mnust be
exam ned for guidance. It says “In general....gross
i ncone does not include....any anmount....if such dis-
charge was pursuant to a provision of such loan...”
(IRC Section 108(f)). The use of the phrase “in gen-
eral” in and of itself inplies that the rule is the
general rule but not exhaustive of all situation to
whi ch 108(f) can apply. The |language allows for pro-
granms, such as the Janet L. Hoffman LARP, to fal
within the Code Section without the Section requiring
rewiting. Nowhere in Code Section 108(f) does the

| anguage state that the discharged anount nust be
pursuant to a provision in the | oan (enphasis added).

Due to the fact that the | anguage purposefully is
not exact, allow ng for other possible prograns, pro-
grans which may not have been in existence when the
Code Section was drafted coupled with the CCH Expl ana-
tion and requirenments of the Janet L. Hoffrman LARP, it
is Petitioner’s position that the award received
t hrough the LARP should be treated as a di scharge of
i ndebt edness and therefore non taxable inconme. The
very spirit of 108(f) is to ensure that professionals
participate in public service enploynent rather than
working in the private sector. This is advanced by the
Janet L. Hof fman Loan Assistance Program s award of
nmoney, which is directly applied to Petitioner’s enor-
nmous student | oan debt. Although Petitioner certainly
received a benefit by receiving the award, so too the
State of Maryland benefits by ensuring professional
participation in public service activities such as
working for the State’s Attorney’s O fice. The |an-



- 8 -

guage of the Internal Revenue Code Section 108(f) is
general to provide a tenplate fromwhich to make deci -
sions thus allow ng for progranms, such as the Janet L.
Hof f man LARP to be governed by it. Both the letter of
the law and the spirit of the law is served by making
the award noney received non taxable, thus allow ng
professionals to serve the public and still be able to
pay their debt. [Reproduced literally.]

Respondent counters petitioner’s argunment under section
108(f) as foll ows:

Her [petitioner’s] argunent gl osses over the fact that
the award is not a discharge of indebtedness. Even if
the award were considered to be a discharge of indebt-
edness, it would not be excludible fromincome under
|. R C. 8 108(f) under the plain | anguage of the stat-
ute. Petitioner attenpts to avoid the | anguage of the
statute by arguing that the intent of the award falls
within the intent behind the law. * * * She fails to
recogni ze that this reading of 1.R C. 8 108(f) is

wi t hout foundati on.

We turn first to section 108(f) on which petitioner relies.
That section provides:

SEC. 108. | NCOVE FROM DI SCHARGE OF | NDEBTEDNESS

* * * * * * *

(f) Student Loans.--

(1) I'n General.--In the case of an individual,
gross incone does not include any anmount which (but for
this subsection) would be includible in gross incone by
reason of the discharge (in whole or in part) of any
student loan if such discharge was pursuant to a provi-
sion of such |oan under which all or part of the in-
debt edness of the individual would be discharged if the
i ndi vi dual worked for a certain period of tinme in
certain professions for any of a broad cl ass of enpl oy-
ers.

(2) Student Loan.--For purposes of this subsec-
tion, the term“student |oan” nmeans any |l oan to an
i ndividual to assist the individual in attending an
educati onal organi zati on descri bed in section
170(b) (1) (A (ii) made by-—-



(A) the United States, or an
instrunmentality or agency thereof,

(B) a State, territory, or possession of
the United States, or the District of Colunbia, or
any political subdivision thereof,

(C© a public benefit corporation—-

(1) which is exenpt fromtaxation under
section 501(c)(3),

(1i1) which has assunmed control over a
State, county, or nunicipal hospital, and

(1i1) whose enpl oyees have been deened
to be public enployees under State | aw, or

(D) any educational organi zation descri bed
in section 170(b) (1) (A (ii) if such loan is nmade—-

(i) pursuant to an agreenment with any
entity described in subparagraph (A, (B)
or (O under which the funds fromwhich the
| oan was nmade were provided to such
educati onal organization, or

(1i1) pursuant to a program of such
educati onal organization which is designed
to encourage its students to serve in
occupations with unnet needs or in areas
wi th unmet needs and under which services
provi ded by the students (or forner
students) are for or under the direction of
a governnental unit or an organization
described in section 501(c)(3) and exenpt
fromtax under section 501(a).

The term “student |oan” includes any | oan made by an
educati onal organi zati on descri bed in section
170(b) (1) (A) (ii) or by an organi zation exenpt fromtax
under section 501(a) to refinance a loan to an

i ndi vidual to assist the individual in attending any
such educational organization but only if the
refinancing loan is pursuant to a programof the refi-
nanci ng organi zati on which is designed as described in
subpar agraph (D) (ii).
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(3) Exception for Discharges on Account of

Services Performed for Certain Lenders.— Paragraph

(1) shall not apply to the discharge of a | oan nmade by

an organi zation described in paragraph (2)(D) if the

di scharge is on account of services performed for

ei t her such organizati on.

Petitioner’s reliance on section 108(f) is msplaced.*
| nconme fromthe discharge of indebtedness is includible in gross
incone. Sec. 61(a)(12). Section 108 provides certain exceptions
to that treatnment. Section 108(f) entitled “Student Loans”
establishes certain circunstances under which inconme fromthe
di scharge of a student |oan nmay be excluded from gross incone.
In no event may section 108(f) apply unless there is in fact a
di scharge of a student loan. |In the instant case, petitioner
received petitioner’s LARP award of $4,372. That award was to
be, and was, used by petitioner to repay a portion of
petitioner’s | aw school loan. Petitioner’s LARP award did not

di scharge petitioner’s | aw school | oan or any other student |oan

that petitioner nmay have had.®

“Petitioner’s reliance on the “CCH Expl anation of Section
108(f)” also is msplaced. That explanation is not binding on
the Court. It nerely represents the views of the publisher of
the publication “CCH Standard Federal Tax Reporter”

SAssuni ng arguendo that petitioner’s LARP award of $4, 372
were to constitute a discharge of a portion of petitioner’s |aw
school | oan, sec. 108(f)(1) would not in any event permt
petitioner to exclude that award from her gross incone for 2002.
That is because, as petitioner acknow edged at trial,
petitioner’s | aw school | oan did not contain provisions “under
which all or part of the indebtedness of the individual would be

(continued. . .)
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We now address petitioner’s argunment that section 108(f) (1)
sets forth a general rule that is “not exhaustive of al
situation[s] to which [section] 108(f) can apply.” As petitioner
correctly points out, section 108(f)(1) sets forth a general rule
t hat excludes from gross incone any incone fromthe di scharge of
a student |oan, but that general rule applies only if the
requi renents of that section are satisfied. Only Congress may
provi de exceptions to the general rule that it prescribed in
section 108(f)(1). Congress did so in section 108(f)(3) entitled
“Exception For Discharges On Account O Services Perfornmed For
Certain Lenders.” Section 108(f)(3) precludes the application of
the general rule of section 108(f)(1) (i.e., precludes the
exclusion fromgross incone of any inconme fromthe discharge of a
student | oan that otherw se neets the requirenents of section
108(f) (1)) if such discharge of a student |oan made by an
organi zati on described in section 108(f)(2)(D) was on account of
services perfornmed for such organi zation

We turn finally to petitioner’s argunent that the Court
shoul d be guided by not only the letter but also the spirit of

section 108(f)(1). The Court nust follow the law as witten by

5(...continued)

di scharged if the individual worked for a certain period of tine
in certain professions for any of a broad class of enployers.”
Sec. 108(f)(1). The term“certain professions” to which sec.
108(f) (1) applies are nedicine, nursing, and teaching. Porten v.
Comm ssioner, T.C. Meno. 1993-73 n.1 (citing Staff of Joint Conm
on Taxation, Ceneral Explanation of the Revenue Provisions of The
Deficit Reduction Act of 1984 at 1999(J. Comm Print 1984)).




- 12 -
Congress. Congress carved out an exception in section 108(f) (1)
to the requirement in section 61(a)(12) that income fromthe
di scharge of indebtedness nmust be included in gross incone.
Congress carefully prescribed the requirenments that nust be
satisfied in order to have the exception in section 108(f) (1)
apply to incone fromthe discharge of a student |oan. Excl usions

frominconme nust be narrowy construed. Conm Ssioner V.

Schleier, 515 U S. 323, 328 (1995). Petitioner’s LARP award of
$4, 372 does not satisfy the requirements of section 108(f)(1).
Consequently, section 108(f)(1) does not apply to that award.

On the record before us, we find that petitioner nust
include in her gross incone for her taxable year 2002
petitioner’s LARP award of $4,372.

To reflect the foregoing and petitioner’s concession,

Deci sion will be entered for

r espondent.



