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Olick v. Commissioner, 73 T. C. 479 (1979)

A stipend received by a student in an educational program can be excluded from
gross income as a scholarship if the primary purpose is to further the student’s
education and training, not to compensate for services rendered.

Summary

Max Olick, a Native Alaskan enrolled in the Alaska Rural Teacher Training Corps
(ARTTC) program, received a stipend for his participation as a teacher’s aide. The
IRS argued the stipend was taxable income, but the Tax Court held it was excludable
as a scholarship under IRC §117. The court reasoned that the primary purpose of the
stipend  was  to  further  Olick’s  education,  not  to  compensate  for  his  classroom
assistance. This decision emphasizes the need to evaluate the primary purpose of
educational stipends, distinguishing them from taxable compensation.

Facts

Max D.  Olick,  a  Native  Alaskan,  was  a  sophomore at  the  University  of  Alaska
pursuing a bachelor’s degree in education. He enrolled in the Alaska Rural Teacher
Training  Corps  (ARTTC)  program,  which  combined  academic  instruction  with
extensive practice teaching in rural communities. Olick received a monthly stipend
of $614 under an agreement with the Alaska State-operated school system. The
stipend was contingent on his performance as a teacher-in-training but not on the
specific amount of time spent aiding in the classroom. In 1973, he received $2,726,
which he did not report as income on his tax return, leading to an IRS challenge.

Procedural History

The Commissioner of Internal Revenue determined a deficiency in Olick’s 1973 tax
return, asserting the stipend was taxable income. Olick petitioned the United States
Tax Court, which held in his favor, ruling that the stipend was excludable as a
scholarship under IRC §117.

Issue(s)

1. Whether the stipend received by Max Olick under the ARTTC program qualifies as
a scholarship excludable from gross income under IRC §117.
2. Whether Olick’s underpayment of tax in 1973 was due to negligence.
3. Whether Olick is entitled to attorneys’ fees and costs.

Holding

1. Yes, because the primary purpose of the stipend was to further Olick’s education
and training, not to compensate for his services as a teacher’s aide.
2. No, because there was no underpayment of tax, as the stipend was properly
excluded from gross income.
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3. No, because the Tax Court lacks jurisdiction to award attorneys’ fees and costs.

Court’s Reasoning

The court applied IRC §117, which excludes scholarships from gross income, and the
related regulations defining a scholarship as an amount to aid a student in pursuing
studies.  The  key  issue  was  whether  the  stipend  represented  compensation  for
services or primarily benefited the grantor. The court found that Olick’s services as
a teacher’s aide did not constitute a substantial quid pro quo for the stipend, as his
classroom involvement was closely related to his academic training and did not
relieve  the  school  system of  hiring  additional  staff.  The  court  emphasized  the
educational  purpose  of  the  ARTTC program,  noting  that  the  stipend’s  primary
purpose was to train Olick, not to compensate him. The court rejected the IRS’s
argument that the school system’s recruitment motive disqualified the stipend as a
scholarship, stating that without a tangible expectation of future employment, the
recruitment  objective  alone  was  not  fatal  to  scholarship  status.  The  court
distinguished this case from others where the primary purpose was to benefit the
grantor, such as Ehrhart v. Commissioner and MacDonald v. Commissioner, due to
the lack of a direct employment obligation.

Practical Implications

This decision clarifies that stipends for educational programs can be tax-exempt if
their primary purpose is to further the student’s education, even if the program also
benefits the grantor. Legal practitioners should analyze the specific facts of each
case to determine if a stipend is primarily for education or compensation. The ruling
impacts how educational institutions structure their programs to qualify stipends as
scholarships,  potentially  affecting  recruitment  strategies.  Businesses  and
organizations  offering  educational  programs  should  carefully  design  their
agreements to emphasize the educational component over any service rendered.
Subsequent cases like Adams v. Commissioner have applied similar reasoning to
uphold the exclusion of educational stipends from taxable income.


