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BEFORE THE STATE BOARD OF EQUALIZATION
OF THE STATE OF CALI FORNI A

In the Matter of the Appeal of

WLLI AMM AND
BARBARA R CLOVER

)
)
)
)
Appear ances:

For Appel | ants: Vi nson Brice
Attorney at Law

Charles J. Perman
Certified Public Accountant

For Respondent: James T. Philbin
Supervi sing Counsel

OPI1 NI ON

This appeal is nmade pursuant to section 18594
of the Revenue and Taxation Code on the protest of
Wlliam M and Barbara R C over against proposed assess-
ments of additional personal income tax in the anounts
of $179.99 and $360.00 for the years 1969 and 1970,
respectively.
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The sole issue is whether certain paynents received
by Wlliam M Cover, hereinafter referred to as appellant,
are excludable fromgross inconme as a schol arship or
fell owship grant.

_ Appel lant is a ghysician who has been enplqged
in that capacity by the State of California since 1961

In 1969, appel lant applied to and was accepted by the
California State Department of Mental Hygiene to partic
|Eate in a two-year clinical fellowship I n neurology at
the Los Angel es County-University of Southern California
Medi cal Center (the Medical Center), This fellowship was
adm ni stered by the California Department of Menta

Hygi ene and was funded through a grant to that agency
from the National Institutes of Health. As a prerequisite
to receiving the fellowship, appellant entered into a
contract agreeing to work an additional two years for the
State of California in exchamgg for the training.
Appellant's training at the Medical Center lasted from
June 1, 1969, through June 30, 1971. During his training,
appel lant maintains that his primary responsibility was
educational, thathe had no responsibility for the direct
care and treatnment of patients, and that he perforned no
ot her services.

Prior to his training at the Medical Center
appel l ant was classified as a senior psychiatrist by the
state of California. During the course of his tralning,

he received a nonthly salary exceeding $2,000 which was
the salary of a senior psychiatrist at that tine. Upon
compl etion of his clinical fellowship in neurol ogy,
apPeIIant was pronoted to a nedical director at a
California state hospital. Appellant reported the
paynents received during the years in question on his
state personal income tax returns, but he also clained a
$300 per nonth exclusion fromgross incone on the theory
that the paynents were a "fellomshiF." Respondent di s-
al |l owed the exclusion and this appeal followed.

Wth respect to recipients who are not candi dates
for a degree, section 17150 of the Revenue and Taxation
Code allows an exclusion fron gross income, subject to
certain limtations, for anpunts received as schol arship
or fellowship grants. The exclusion is linmted to $300
times the nunber of nmonths for which the recipient
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received a grant during each taxable year wth a maxi mum
limtation of 36 nonths. For recipients who are candidates
for a degree there is no nonetary limtation. The terns
“schol arshi p* and "fell owship" are not defined in the
statute. The applicable regulations provide, however,

that amounts paid as "conpensation for past, present, or
future enploynment services" or as "paynent for services
which are subject to the direction or supervision of the
grantor" may not be considered a scholarship or fellowship.
(Cal. Admn. Code, tit. 18, reg. 17150(d), subd. (3).)

The regul ations thus adopt the common understandi ng of

schol arships and fellowships as disinterested grants made
primarily to further the education of the recipient, wth
no requirement of any substantial quid pro quo. Such
no-strings paynments are distinguished from those made
primarily to reward or induce the recipient's performance
of services for the benefit of the grantor. (See generally
Appeal of Charles B. and Irene L. Larkin, Cal. St. Bd. O
Equal ., June 22, 1976.)

Initially, appellant argues that he was "in
substance a candidate for a degree" and that the certifi-
cate received from the Medical Center upon conpletion of
his neurology training was "equivalent to a degree."

From this aPPeIIant concl udes that he should be allowed

to deduct all of the amounts received fromthe State

du.ing the course of his training. The regul ations

define the term "candidate for a degree" as "an individual
whet her an undergraduate or a graduate, who i s pursuing
studies or conducting research to nmeet the requirenents

for an academ c or professional degree conferred by
colleges or universities." (Cal. Admn. Code, tit. 18,

reg. 17150(c), subd. (5).) It is readily apparent from
the record that apﬁellant was not "pursuing studies or
conducting research to neet the requirenents for an acadenic
or professional degree" and, therefore, was not a candi date
for a degree. In fTact, appellant does not contend other-
wise, nerely alleging that "in substance" he was a
candidate for a degree. W find this argument w thout
merit.

-330-



Appeal of Wlliam M and Barbara R  over

Next, stressing the fact that he was required to
performno services during the course of his training..,
appel  ant argues that he should be allowed to claimthe
$300 nonthly exclusion fromhis gross income. It IS not
sufficient, however, to predicate the clainmed exclusion
upon the absence of services perforned by appell ant
during the tenure of his training. As noted above, the
regul ations clearly provide that amounts paid as conpensa-
tion for past, present, or future enploynent services nay

not be considered a scholarship or fellowship. In this
case, the clinical fellowship in neurology undeniably
benefited the Departnent of Mental Hygiene. In order to

participate in the program appellant had to agree to
continue to work in a state hospital for a nunber of

years upon conpletion of his trainin?. In short, the '
paynments made to appellant did not flow froma disinterested
desire to further appellant's education, but rather were
condi ti onal upon the-agreenment to perform future services
for the state.

There is no doubt that appellant derived substantia
educational benefits fromthe clinical fellowship, perhaps
even at the cost of great personal sacrifice. Nevertheless,
there is nothing in section 17150 which requires that
Baynent for services be excluded fromgross income nerely

ecause the recipient has advanced his education. The
critical factor I1n this appeal is that the paynents were
mace | N such a manner and upon such condition as to ensure
that they would provide California's state hospitals wth
a staff of trained physicians. Thus, we conclude that

t he primary purpose of the fellowship program was to
benefit the Department of Mental Hygiene, and that the
education which appellant received was incidental to that
purpose. (See Bingler v. Johnson, 394 U.S. 741 [22 L. Ed.
2d 6951(1969); Ehrhart v. Conmissioner, 57 T.C. 872 (1972),
aff'd, 470 r.24 940 (Ist Cir. 1973); MacDonald v.

Conmi ssioner, 52 T.C. 386 (1969); see also Appeal .o :
Charles B. and lrene L. Larkin, supra.) o

In support of his position, appellant relies on
three cases. Wobleski v. Bingler, 161 F. Supp. 901
(WD. Pa. 1958); Bailey v. Conm ssioner, 60 T.C 447
(1973); Bieberdorf v. Conmi ssioner, 60 T.C. 114 (1973).)
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Al three of these cases are readily di stingui shabl e from
the instant appeai by the absence of a contractual
obligation or other clear expectation that the recipient
woul d continue in the enploynment of the grantor

For the above reasons we conclude that the paynents
received by appellant were not excludable, in whole or in
part, as a scholarship or fellowship. Accordingly,
respondent's action nust be sustained.

ORDER
Pursuant to the views expressed in the opinion

of the board on file in this proceeding, and good cause
appearing therefor,

| T IS HEREBY ORDERED, ADJUDGED AND DECREED,
pursuant to section 18595 of the Revenue and Taxation
Code, that the action of the Franchise Tax Board on the
protest of Wlliam M and Barbara R Cover against
proposed assesements ct additional personal income tax in
the amounts or $179.99 and $360.00 for the years 1969 and
1970, respectively, be and the sane is hereby sustained.

Done at Sacranmento, California, this 10thday of
May, 1977, by the State Board of Equalization

, Chai rman
, Menmber
, Menmber

., Menber
. Menber

ATTEST:

» Executive Secretary

-332-



