Vaccaro v. Commissioner, 58 T. C. 721 (1972)

A postdoctoral fellowship stipend is excludable from gross income under Section
117 if it is primarily for the benefit of the recipient’s study or research, not as
compensation for services rendered.

Summary

Louis Vaccaro received a $10,500 stipend during a postdoctoral fellowship at the
University of Oregon, funded by a U. S. Department of Health, Education, and
Welfare contract. The issue was whether portions of this stipend were excludable
from his income as a fellowship grant under Section 117 of the Internal Revenue
Code. The Tax Court held that $1,200 in 1966 and $1,500 in 1967 were excludable
because the primary purpose of the stipend was to aid Vaccaro in his personal
research and professional development, not to compensate him for services to the
university.

Facts

Louis Vaccaro, with a doctoral degree, sought further education in educational
administration. He applied for and was awarded a postdoctoral fellowship at the
University of Oregon’s Center for the Advanced Study of Educational Administration
(CASEA) for the 1966-67 academic year. The stipend was funded through a cost
reimbursement contract between the U. S. Office of Education and the University.
Vaccaro received $10,500 and additional benefits, but he was not required to
perform specific services for the university. Instead, he engaged in personal
research and coursework to enhance his skills.

Procedural History

The Commissioner of Internal Revenue determined deficiencies in Vaccaro’s federal
income taxes for 1966 and 1967, disallowing his exclusion of portions of the stipend
as a fellowship grant. Vaccaro petitioned the U. S. Tax Court, which heard the case
and ultimately ruled in favor of Vaccaro, allowing the exclusion of $1,200 in 1966
and $1,500 in 1967.

Issue(s)

1. Whether payments received by Vaccaro from the University of Oregon during his
postdoctoral fellowship are excludable from his gross income as amounts received
as a fellowship grant under Section 117 of the Internal Revenue Code.

Holding

1. Yes, because the primary purpose of the payments was to aid Vaccaro in the
pursuit of study or research to further his education and training, not as
compensation for services to the university or CASEA.
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Court’s Reasoning

The court applied the primary-purpose test to determine if the stipend was primarily
for the benefit of Vaccaro’s study or as compensation for services. The court found
no evidence that Vaccaro was expected to provide significant benefits or services to
the university. Correspondence between Vaccaro and CASEA’s director, testimony,
and Vaccaro’s activities during the fellowship supported the conclusion that the
stipend was for his personal research and development. The court distinguished
Vaccaro’s case from others where recipients were required to perform services,
noting that Vaccaro’s work did not necessitate university personnel to assume his
duties in his absence. The court also addressed the circumstantial evidence
presented by the respondent, such as withholding taxes and the source of funds, but
found these factors did not change the substance of the fellowship arrangement. The
court referenced Section 117 and related regulations, affirming that the stipend
qualified for exclusion under the law.

Practical Implications

This decision clarifies that postdoctoral fellowship stipends can be excludable from
income if they are primarily for the recipient’s educational benefit, not as
compensation for services. Legal practitioners should carefully assess the primary
purpose of such stipends when advising clients on tax exclusions. The ruling may
influence how universities structure fellowship programs to ensure compliance with
tax laws, potentially affecting how they allocate funds from government contracts.
Businesses and educational institutions should review their fellowship arrangements
to align with this interpretation of Section 117. Subsequent cases have applied this
ruling to similar situations, reinforcing the importance of the primary-purpose test
in determining tax treatment of educational grants.
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