Fielding v. Commissioner, 57 T. C. 769 (1972)

Educational grants are taxable income if they require future services in exchange,
even if those services are to be performed after the educational period.

Summary

In Fielding v. Commissioner, the Tax Court held that educational allowances
received by Leonard T. Fielding during his psychiatric residency were taxable
income under Section 117 of the Internal Revenue Code because they were
contingent on his promise to work for the State of Minnesota for two years post-
residency. The Court reasoned that the grants were not disinterested but were given
in exchange for future services, thus not qualifying as scholarships or fellowships.
This case also denied Fielding’s attempt to deduct tuition expenses, reinforcing that
such expenses are not deductible when pursuing a new profession.

Facts

Leonard T. Fielding, after completing medical school, entered into an agreement
with the Minnesota Department of Public Welfare to participate in a psychiatric
residency program. The agreement stipulated that Fielding would receive
educational allowances of $8,000, $8,500, and $9,000 over three years, in exchange
for working as a psychiatrist for the State for two years after completing his
residency. Fielding received these allowances in 1963, 1964, and 1965, totaling
$4,000. 02, $8,000, and $8,500, respectively. He excluded these amounts from his
gross income as scholarships under Section 117 and claimed tuition deductions. The
Commissioner challenged these exclusions and deductions, leading to the Tax
Court’s review.

Procedural History

The case was initially brought before the U. S. Tax Court after the Commissioner of
Internal Revenue determined deficiencies in Fielding’s income tax for the years
1963, 1964, and 1965 due to the inclusion of the educational allowances in his gross
income and the disallowance of tuition deductions. The Tax Court ultimately ruled in
favor of the Commissioner, holding that the educational allowances were taxable
and the tuition expenses were not deductible.

Issue(s)

1. Whether the educational allowances received by Fielding during his psychiatric
residency qualify as scholarships or fellowships under Section 117 of the Internal
Revenue Code?

2. Whether Fielding’s tuition expenses during his residency are deductible as
business expenses under Section 1627?

Holding
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1. No, because the educational allowances were contingent upon Fielding’s promise
to provide future services to the State, making them taxable income rather than
scholarships or fellowships.

2. No, because Fielding’s tuition expenses were not an incident of his current
profession but were incurred in pursuit of a new profession, thus not deductible
under Section 162.

Court’s Reasoning

The Tax Court applied the definitions from the Income Tax Regulations and the
Supreme Court’s decision in Bingler v. Johnson, which state that scholarships and
fellowships must be “no-strings” educational grants. The Court found that Fielding’s
educational allowances were not disinterested but were given in exchange for his
promise to work for the State, thus disqualifying them from exclusion under Section
117. The Court distinguished this case from Aileene Evans, where the grant was
based on financial need and thus considered primarily for the recipient’s benefit.
Here, the grants were set to attract students into the program, primarily benefiting
the State. Regarding the tuition deductions, the Court ruled that they were not
deductible because Fielding was pursuing a new profession, not improving skills in
his current one, as per Section 162 and its regulations.

Practical Implications

This decision clarifies that educational grants conditioned on future service
obligations are taxable income. Legal practitioners must advise clients that such
arrangements do not qualify as scholarships or fellowships under Section 117. This
ruling impacts how educational institutions and employers structure residency and
training programs, ensuring they understand the tax implications for participants.
Additionally, individuals pursuing new professions should be aware that related
educational expenses are not deductible as business expenses. Subsequent cases
have followed this precedent, reinforcing the principle that educational grants tied
to future service are taxable.
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