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<strong><em>Haeon v. Commissioner</em>, 20 T.C. 231 (1953)</em></strong>

Research stipends awarded in exchange for services, even if primarily intended to
cover living expenses, are considered compensation, not gifts, and are therefore
taxable.

<strong>Summary</strong>

The case concerns the taxability of a research fellowship stipend received by the
petitioner, Haeon, from the University of Maryland. Haeon argued the stipend was a
gift, not subject to income tax, as it was intended to support his education and living
expenses. The Tax Court ruled in favor of the Commissioner, holding the stipend was
compensation  for  research  services  rendered  by  Haeon,  not  a  gift.  The  court
emphasized  that  the  university  and  the  National  Institutes  of  Health  received
tangible benefits from Haeon’s research, and the payments were made in exchange
for his expertise and labor on a specific project.

<strong>Facts</strong>

Haeon, with a Ph.D. in chemistry, received a research fellowship from the University
of Maryland after completing his doctoral dissertation. He conducted research on
antimalarial drugs under the direction of a university professor. Haeon’s research
was funded by the National Institutes of Health. He submitted written reports on his
progress. His research revealed certain drug compounds were not more effective
than the parent drug, pentaquine, in combating malaria. The fellowship provided
monthly  payments.  Haeon later  took a  similar  research position  elsewhere.  He
contended the payments were a gift intended to support his living expenses while in
school, and that he was classified as a student under immigration laws.

<strong>Procedural History</strong>

The  petitioner  challenged  the  Commissioner’s  determination  that  the  research
stipend was taxable income. The case was heard by the Tax Court. The Tax Court
ruled in favor of the Commissioner, upholding the assessment of income tax on the
stipend. There is no record of an appeal.

<strong>Issue(s)</strong>

1. Whether the research stipend received by the petitioner constituted a gift under
section 22(b)(3) of the Internal Revenue Code?

<strong>Holding</strong>

1. No, because the stipend was compensation for research services rendered, not a
gift.

<strong>Court's Reasoning</strong>



© 2025 SCOTUSreports.com. All rights reserved. | 2

The court distinguished the case from instances where fellowship payments were
intended as gifts. The court focused on whether the petitioner provided services in
exchange for the payments. They found Haeon provided his skills,  training, and
experience to  a  specific  research project,  with  the  university  and the  National
Institutes of Health deriving benefit from his work, even if the results were negative
(i.e., the tested compounds were not effective). The court noted that Haeon was
required to provide reports on his research. It was clear that the university expected
services in return for the payments. The court further reasoned that the payments
were more than a subsistence allowance and the fellowship was renewed. The court
highlighted that  the petitioner applied his  skills  to  advance a specific  research
project. The court dismissed the classification of the petitioner as a student under
immigration  laws  as  irrelevant  to  the  determination  of  whether  the  stipend
constituted a gift.

<strong>Practical Implications</strong>

This case is important for determining whether research stipends, fellowships, and
similar payments are taxable income. It underscores the significance of analyzing
the substance of the transaction rather than its form. The focus is on whether the
recipient is providing services of value in exchange for the payment. If the payments
are primarily in consideration for research services, they will likely be considered
taxable income, even if the recipient is also a student and the payments assist with
living expenses. This case should inform the following:

When advising clients who receive stipends: Assess whether any services are
expected or received. If there is an exchange of services for payment, the
stipend will be treated as income.
This case is consistent with the general principle that economic benefits
received in exchange for labor or services are generally considered taxable
income.
If the organization providing the stipend receives value or benefit from the
recipient’s work, a tax liability is likely.
Practitioners and researchers must maintain detailed records of the work
performed and the benefits the grantor receives to clarify the substance of the
exchange.


