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IN THE SUPREME COURT
OF THE STATE OF UTAH

J. WENDELL BAYLES,
Petitioner - Appellant,

vS. Case

No. 11144
STATE TAX COMMISSION,

Defendant - Respondent,

APPELLANT'S BRIEF

STATEMENT OF THE KIND OF CASE
This is a proceeding to review a
decision of the State Tax Commission of
ltah denying a refund and sustaining a
leficiency assessment in individual income
tax for the year ending December 31, 1965

gainst Petitioner.
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DISPOSITION RBELOW

After an informal hearing before the
state Tax Commission of Utah, formal hear-
ing having been waived by the parties, and
based upon stipulated facts, the Commis sion
entered its decision denying a refund of
$146.20 claimed by Petitioner and sustain-
ing a deficiency assessment of $62.24 plus
interest in individual income tax for the

)

year ending December 31, 1965 against

Petitioner.

RELIEF SOUGHT IN THIS PROCEEDING

Petitioner seeks reversal of the decision
below,

STATEMENT OF FACTS

Petitioner filed a timely return for the
tax year ending December 31, 1965 wherein he
requested a refund in the amount of $14.20.
By a letter bearing date of May 16, 1966,

the State Tax Commission of Utah proposed a
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geficiency against Petitioner for that year

in the amount of $62.24. (R.5) As a basis for

the deficiency, the Commission proposed that

anounts received by Petitioner as scholar-

ships and fellowships in the amount of

$2,761.00 be added to gross income in com-

puting the net taxable income of the Ta#-

payer. The scholarships and fellowships

in question were received from sources

at two universities, the University of

Utah and New York University (hereinafter

referred to as "U, of U." and "N, Y. U."

respectively), in connection with Peti-

tioner's studies hereinbelow referred to.
During 1965 Petitioner attended the

l.of U, College of Law, and in June, 1965,

| e received an LL.B. degree from that

institution. Beginning in April and

through the summer of 1965, Petitioner

s continuously employed as a law clerk
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in the firm of Ray, Rawlins, Jones & Hen-
derson (now Jones, Waldo, Holbrook & Mc
Donough) in Salt Lake City, Utah. During
that time he was given the Utah State Bar
examination which, when the results there-
of were issued, qualified him to practice
law in the State of Utah. (R.18)

In accordance with his employers' wishes
Petitioner attended N.Y.U. School of Law,
beginning in the Fall of 1965. The purpose
of attending N.Y.U. School of Law was to
raintain and improve the skills which the
laxpayer already possessed in his profession
particularly relating to tax law. In June
196 the Taxpayer was awarded an LL.M. degree
won completion of the studies at N.Y.U.
| Said studies at N.Y.U. did notqualify the
" laxpayer for a new trade, business, or pro-
fssion, and following the 1965-66 academic

jear he returned to Salt Lake City, Utah
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and remained in the employment of Jones,
Waldo, Holbrook & McDonough. (R.19)

During the year 1965 Petitioner re-
ceived the sum of $781.00 from State re-
venues received by the University through
the U. of U., "University Research Committee."
(R.20) The stipend was given for the growth
and education of the recipient. The in-
tention of the University in making such
grants was stated by the Secretary of the
Research Committee as follows:

Why does the Committee give

these grants? To assist out-

standing graduate students

obtain a higher degree. There

is no return to the University,

except the satisfaction of help-

ing worthy and outstanding stu-

dents better prepare themselves

to give service to society. (R.24)

During the time Petitioner was re-

teiving the funds from the U.of U., he was

Sponsored by the S.J. Quinney Law Library. Funding fof digitization provided by the Institute of Museum and Library Services
Library Services and Technology Act, administered by the Utah State Library.
Machine-generated OCR, may contain errors.



required to pursue an approved research
project of his choice. Approval of the
research topic by a member of the law
school faculty had to be submitted to
the Committee. The Committee required
no services of the Petitioner in return
for the stipend and asked only for
evidence that tuition payment had been
made and that Petitioner was working on
his reasearch project before it would
make payment. Taxpayer was required to
register for at least ten hours each
quarter, however, a requirement of the
lommittee that at least eight hours of
the ten hours be research credit was
vaived, Although Taxpayer was expected
to devote twenty clock hours each week
to his project, there was no supervision

of the Taxpayer in his project except by

6
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way of suggestions from professors to whom
petitioner went for assistance. A progress
report was required of Petitioner at the
end of each quarter. (R.20)

The Petitioner received assistance
from N.Y.U. in the total amount of $1,980,00
during the 1965 tax year. (R.21) In the
first part of the academic year 1965-66
to which the N.Y.U. grant was applicable,
some research activities were required in
connection with the fellowship. To meet
this requirement the Taxpayer served on
the student staff of the Tax Law Review,
a publication of N.Y.U. Professor Bert
S. Prunty, Director of the Graduate
Division, School of Law, stated that such
post was ''unconnected with any expectation
of pecuniary benefit'" to the University,
and it was thought of as primarily benefit-

ing the student in his capacity as a degree
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seeking graduate student. (R.30) During
the entire fall semester in 1965 the Tax-
payer devoted approximately forty hours
working in this capacity.

Included in the total amount received
by the Taxpayer from N.Y.U., in the tax
year 1965 was a tuition waiver of $830.00
applicable to his second semester of study
at that institution. With respect to said
second semester the Tax Law Review was in-
active and the Taxpayer was engaged in no
significient special activities with respect
to the fellowship.

The primary source of the N.Y.U.
assistance was a private fund designated as
the "Thaddeus Davis Kenneson Foundation'.
One-half of the Taxpayer's tuition was
lerived from the Kenneson Foundation Fund

and the remainder was waived by the Univer-

sity, a private institution. The remainder
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of the Taxpayer's fellowship was paid

from the Kenneson Foundation subsequent

to registration by the Taxpayer for a
given semester and was paid in a lump sum.
No tax was withheld for New York State

or Federal Income Tax Purposes. (R.22)

The Thaddeus Davis Kenneson Foundation
was established in 1927 when Mrs. Kenneson
donated $40,000 to the University in her
husband's name. This gift was supplement-
ed by additional funds which passed under
the Last Will and Testament of Mrs. Kenneson.
Paragraph THIRD of the agreement signed by
frs. Kenneson and N.Y.U. on June 30, 1927,
establishing the $40,000 Thaddeus Davis
fenneson Foundation for Legal Education
and Research states:

After my death, the income
thereof shall be applied, in

the discretion of the Council
of New York University, for

9

Sponsored by the S.J. Quinney Law Library. Funding for digitization provided by the Institute of Museum and Library Services
Library Services and Technology Act, administered by the Utah State Library.
Machine-generated OCR, may contain errors.



scholarships to wor thy and
promising students in the

Law School of said University,
or to or for the publication
of the results of such re-
search, or to defray the costs
of any lectures or courses of
lectures in said Law School,
or for any or either of said
purposes, (R.33)

The Last Will and Testament of Mrs.
fenneson supplementing the original grant

states: .

All the remainder of the
residue of my estate I give,
devise and bequeath to said
New York University Law School,
to be added to the '"'Thaddeus
D. Kenneson Foundation for
Legal Training and Research,"
which I have already established
with said School. (R.33)

ARGUMENT

I. EXCLUSION OF SCHOLARSHIPS AND
FELLOWSHIPS.

ALTHOUGH SOME SCHOLARSHIP OR
FELLOWSHIP GRANTS MAY BE INCLUDABLE
IN INDIVIDUAL INCOME UNDER THE
APPLICABLE UTAH STATE INDIVIDUAL INCOME

Sponsored by the S.J. Quinney Law Library. Fund\nglr.cO\giuzauon provided by the Institute of Museum and Library Services
Library Services and Technology Act, administered by the Utah State Library.
Machine-generated OCR, may contain errors.




TAX STATUTES, THE SCHOLARSHIP AND
FELLOWSHIP FUNDS RECEIVED BY THE
APPELLANT TAXPAYER ARE EXEMPT
PROPERTY ACQUIRED BY GIFT, BEQUEST,
DEVISE OR INHERITANCE,

The Utah Individual Income Tax Act,
U.C.A., 1953, Section 59-14-4(1), provides:
"Gross income includes . . .income derived
from any source whatever.'" Certain classes
of income are, however, expressly excluded
from income by Section 59-14-4(2)(c) which
provides:

(2) The following items shall not be

included in gross income and shall be

exempt from taxation under this chapter:
. . . (c) The value of property
acquired by gift, bequest, devise or

inheritance . . . .

In view of the fact that the legislature
has not passed a statute which applies ex-
pressly to scholarships the question of
whether or not such items are taxable de-

pends upon whether they are acquired by

gift. The State Tax Commission has taken
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the position that all scholarships and
fellowships are taxable. (See Instructions
on Form TC 40 and the decision below,
(R.35,38). It is Petitioner's contention
that the determination of the issue whether
or not each particular scholarship or
fellowship grant he has received is tax-
able income or a gift depends upon all the
circumstances of the individual stipend.

\

Petitioner maintains that the Commission
has erred in applying an absolute rule of
inclusion to all such grants. 1In support
of Petitioner's contentions it will be
shown: first, that the federal rulings,
which were rendered at a time when the
Internal Revenue Code was comparable to

the present Utah statute, would apply to

exclude all of the stipends received by
i ‘etitioner; and, second, that the absolute

. %ule of inclusion adopted by the Commission
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has erroneously evolved from three
opinions of counsel representing the
Commission, which are either based upon
questionable authority or upon facts

distinguishable from the present case.

Parallel Federal Rulings

Prior to the enactment of the Internal
Revenue Code of 1954, the federal government,
like Utah, had no explicit legislation ,
governing the taxation of scholarships.

The federal statute defining '"income' and
"eifts' was almost identical with the Utah
provisions. (Compare Sections 59-14-4(1),
(2)(C), with Int. Rev. Code of 1939, 8822(a),
() (3).) Sinceiunder similar law the federal
government was‘féced with the identical
Question that is before the Court in this
case--whether to tax scholarships as income

to the recipient or to treat them as gifts--

a2 discussion of the federal law prior to the
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enactment of the 1954 Code 1/ should be of

assistance., As this Court stated in

gennett Association v. Utah State Tax

Commission, 19 Utah 2d 108, 111, 426

p 24 812, 814 (1967):

Section 59-13-23, U.C.A. 1953,

and Regulation Article 34 im-
plementing it, giving affiliated
corporations the privilege of
making a consolidated return,

date from 1932. They were taken
almost verbatim from the 1928

U.S. Internal Revenue Code and
Regulations. Therefore, reference
to cases interpreting the Federal
Statute and regulations is helpful.
(Emphasis added; footnotes omitted)

The Tax Court of the United States has

held that scholarships can be classified as

Y

In 1954, 8117 was added to the Int. Rev.
Code. Generally speaking, it excludes
from gross income amounts received as
scholarships or fellowships when the
recipient is a candidate for a degree
and the amount received does not re-
present payment forteaching or other
services required as a condition of the
scholarship or fellowship.

14
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|

|
b

income or gifts depending on the facts

of the particular case. 1In Ephriam Bahks,

17 T.C. 1386 (1952), and Ti Li Loo, 22 T.C.
220 (1954), the Tax Court held that the
amounts recelved by graduate students in the
form of research fellowships should be in-
cluded in their gross income. 1In each of
these cases the Tax Court held that the
relationship of employee and employer existed
between the Taxpayer and the institutioh
granting the research fellowship. 1In both
cases, the work was performed pursuant to

a contract between the employing institution

and the government, and the work was assigned

- and done under orders of supervisors. In
- the Banks case the Taxpayer was expected to

~work 35 hours each week on the research

project and the Taxpayer was granted three

| weeks of vacation. Also, Federal Income Tax

i
i
i

15
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was withheld from the Taxpayer's monthly
stipends. 1In the Ti Li Loo case the
United States was granted the exclusive
right for any patentable discovery that
the Taxpayer may have discovered during
his research. Although these two opinions
held against the Taxpayer, the Tax Court
conceded that the question of whether the
sums received from these fellowships were
taxable as income or were gifts was a
question of fact and would turn on the
considerations of each case.

A fact situation more similar to the
one before this Court was presented to

the Tax Court in George Winchester Stone,

Jr., 23 T.C. 254 (1954). In that case,
the Taxpayer received a grant of $1,000
from the John Simon Guggenheim Foundation

in order to continue work on a series of
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books dealing with 18th Century drama.

The Guggenheim Foundation was a charitable
institution created for the purpose of
advancing and diffusing knowledge by
aiding scholars and scientists in the
prosecution of their labors. The Tax
Court held that the amount given’the
Taxpayer by the Foundation was a gift

and was not includable in the Taxpayer's
gross income. The court distinguished the
Banks and Ti Li Loo cases, supra, by
noting that the grant was in the nature

of a scholarship to facilitate the further
education or training of the recipient.

The court indicated that the Taxpayer's
research was in a field of his own selection,
that the Taxpayer was under no obligation
to perform services for the foundation or

any other person and that the relationship
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petween the Foundation and the Taxpayer was

not an employment contract. The Court stated:

The Foundation does not
assume or stipulate for
authority to direct and
control the fellow as to

the details and means by
which the project is

carried out, to require
conformity with a schedule

of working hours, to
supervise the work to see

that it is satisfactorily
done, or to require reports
on the progress of or com-
pletion of the task. The \
payments are not for services.

23 T.C. at 263.

The court also felt that a determinative
element in the case was the intent of the
payor. The court found that the Foundation
did not accomplish its purposes by employing
scholars or scientists to carry out its
projects. ''Its method is to make gifts to
persons whose past achievements and present

abilities, as shown by the Foundation's
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investigation, merit financial assistance
to enable them to carry out their own
projects of creative work or self im-
provement.' 23 T.C. at 261,

The court in the Stone case con-
sidered the following factors to deter=-
mine whether a gift was made: the pur-
pose and organization of the donor; the
donor's methods for choosing its donees,
the educational status of the donee; the
method of applying for the donation; the
conditions attached to the granting of
the donation; the degree of control or
supervision exercised by the donor; the
intent of the donor in giving the money;
whether or not the gifts are made to
enable persons to carry out their own
projects of creative work or self

improvement, or whether the money is

19
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used to carry out projects of the donor;
what was expected to be done with the
results of the donee's labors.

As a result of the §£ggg case, §22£§,
the Internal Revenue Service issued
Revenue Ruling 57-286, 1957-1 Cum. Bull.
497, which indicated that the issue of
whether or not fellowship grants other than
those from the John Simon Guggenheim
Memorial Foundation constiguted gross
income or gifts would depend on the con-
sideration of all the facts in each case.

Applied to the present Utah statutes,
it would appear that the developmént of the
federal law as outlined above is more in
harmony with logic and legal principles
than is the inflexible rule espoused by
the State Tax Commission which would de-

clare all scholarships taxable as income.
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It is apparent that, judged on the facts

of each situation, some scholarship grants
right be characterized more as gifts rather
than as income received for services or acts
resembling employment. Indeed since the
state Tax Commission has indicated that it
follows the federal tax law except when the
Utah statutes are definitely different and
inconflict (See Letter, Director, Division

of Corporation and Income Taxes, to Pre;tice-
Hall, Inc., 2-21-55, 3-11-55, 2 P-H State &
local Taxes (Utah) para, 55200.10 (1957).)

it would appear that the Commission has created

an unnecessary inconsistency between it and the

Federal authority in the matter.

The blanket rule applied by the State
Tax Commission can be traced to three opinions

of counsel for the Commission, copies of which
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are attached inside the back cover of
this brief. The first opinion, dated
May 21, 1956, though very brief, seems
to adopt the federal rule of deciding
che taxability of each stipend based
upon the circumstances. The opinion
states:

Although there seems to
be considerable leeway afford-
ed you /the Taxpayer/in deciding
what phase of arthritis and
rheumatism you may research,
nevertheless said grant would
not be forthcoming to you if
you did not perform some kind of
research in this field. For
this reason we do not believe
that the grant could legally
be classified as a gift.

The opinion thus rendered appears con-
sistant with the Banks and Ti Li Loo
cases, supra, in concluding that based
uwpon the facts of the case the re-

cipient had not received, a gift

22
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because he was required to perform
particular research services benefiting
the donor. It is distinguishable from
the present case because the grants re-~
ceived by Petitioner were given either
without any requirement of research of
any kind ($830.00 tuition and fees
waived at N.Y.U. in a semester when
the Tax Law Review was inactive (R.22, ,
23) ) or with research requirements but
without any motive other than educating
the student recipient. (R.24,30)

The second opinion, dated June 29, 1959,
refers to a 1951 Internal Revenue Ruling
but ignores the development of the federal
law subsequent thereto even though the
Stone case and Revenue Ruling 57-286,
sipra, both had been published prior to
the date of the opinion. This opinion

Library Services and Technology Act, administered by the Utah State Library.
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contains a statement which can be con-
strued, as the Commission evidently has
done, as supporting a blanket inclusion
of all stipends in income. The opinion
states that one is lead "to the con-
clusion that scholarships, fellowships
and research grants and awards should
not be construed to be gifts under the
Individual Income Tax Law of the State ,
of Utah." This statement is not in
tarmony with the prior opinion of May
21, 1956 because it does not‘recognize
or follow the requirement of looking

to the particular circumstances of each
tase as applied in the prior opinion.
furthermore, it should be discredited
for its lack of consideration of the
developed federal law.

In the final opinion rendered August
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16, 1966, only cursory consideration is
given to the issue. The opinion carries
forward the erroneous conclusion of the
opinion rendered on June 29, 1959, stating
only that there has been no intervening
change in the law.

It appears to us that the three
opinions above referred to speak for
themselves. The first is a valid state-
ment of the law; the others hastily adopt
a broad, absolute construction not
wvarrented by the statute, The decision
below based on the later opinions is

equally erroneous.

Summéry

In the present case a gift was ex~-
tended to petitioner by the U. of U.
The school did not desire or intend

to profit by the grant; it did not
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control the Petitioner with respect to
hours, progress or subject matter. As
stated by the secretary of the University
Research Committee, the gift was made with
the same detached generosity that applies
to all of the State's public education
programs:
Why does the Committee give

these grants? To assist out-

standing graduate students obtain

a higher degree. There is no

return to the University, except

the satisfaction of helping

worthy and outstanding students

better prepare themselves to give

service to society. Many of the

research fellows go into academic

work and help to carry on the

educational process. (R.24)
If the Commission were sustained in this
case it would be just as consistent to say
that the value of all education received at

all the public schools in the State is taxable

income to each and every child receiving an
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education. Furthermore, conceptually
there is nothing in error in holding
that a state agency may make a payment
which for tax purposes constitutes a
gift. (See Revenue Ruling 56-610, 1956-2
Cum. Bull. 25, on States' gifts to vetrans
of various wars.)

At N.Y.U., a private institution,
the gifts received by Petitioner were
given with similar generosity. For one
full semester with respect to which
Petitioner received $830.0Q no research
of any kind was required. (R.22) For
the remainder of the N.Y.U. grants
research activity was required on the
Tax Law Review student staff; however,
that service was deemed by the faculty
to be primarily for the benefit of the

Petitioner's education as ''scholarship
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sssistance' and was totally "unconnected

with any expectation of pecuniary benefit"

to the institution. (R.35) 1In fact the
funds given Petitioner at N.Y.U. were

largely drawn from the gift and bequest of

a Mrs. Thaddeus D. Kenneson who established

a fund "for scholarships to worthy and
promising students in the Law School . ., .

or to graduate students doing legal research
in the Law School . . . ." (R.33) Doubtless
Mrs. Kenneson would be suprised indeed if she
could discover that some of the funds she

50 generously gave were passing into the

Utah Treasury on the ground that the re-
cipants of her gratuites actually earned

the proceeds.

IT. PROFESSIONAL EXPENSES. REGARDLESS
OF WHETHER OR NOT THE SCHOLARSHIPS AND
FELLOWSHIPS ARE INCLUDED IN THE INCOME
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OF PETITIONER FOR INDIVIDUAL INCOME

TAX PURPOSES, PETITIONER IS ENTITLED

TO DEDUCT EXPENSES OF EDUCATION AT

N.Y.U. (BUT NOT AT THE U, OF U. )

BECAUSE SUCH EDUCATION WAS UNDERTAKEN

PRIMARILY FOR THE PURPOSE OF MAIN-

TAINING OR IMPROVING SKILLS REQUIRED

BY THE PETITIONER IN HIS TRADE OR

BUSINESS.

The record shows that Petitioner paid
educational expenses in the amount of
$1,660.00 in 1965 while in attendance at
N.Y.U. (R.23) Prior to attending N.Y.U.,
Petitioner had taken the Utah State Bar
examination which when the results there-
of were issued, qualified him to practice
law in Utah. Petitioner was employed by
the law firm of Jones, Waldo, Holbrook &
McDonough and in accordance with said employ-
er's wishes he studied tax law at New York.
It has been stipulated that Petitioner's

studies at N,Y.,U, did not qualify him for

a new trade, business, or profession. (R.19)
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In the Appellant's petition below he
claimed a deduction for tuition payments
and other expenses incurred at N.Y.U. on
the ground that he was there engaged in
the active conduct of his profession and
that such expenses were therefore ordinary
and necessary expenses paid in connection
therewith, (R.16) In its decision the
State Tax Commission, while noting that

A}
by its regulations Petitioner is entitled
to the deduction, nevertheless sustained
the deficiency. (R.37 & 38)

Regulation 14-5, Para. 19, above re-
ferred to, states:

Expenditures made by a Taxpayer
for his education are deductible

if such education is undertaken

primarily for the purpose of main-

taining or improving skills re-
quired by the Taxpayer in his
employment or other trade or

business or meeting the express
. 1
requirements of a Taxpayer 's

30
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employer, or the requirements
of applicable law or regulations,
imposed as a condition to the
rentention by the Taxpayer or his
salary, status or employment.
Educational expenses are not
deductible if the primary pur-
pose for which they are incurred
is to obtain a new position or to
fulfill the general educational
aspirations of the Taxpayer.
Likewise such expenses are not
deductible if the education is
needed to meet the minimum re-
quirements to qualify for, or
become established in a position,
business or specialty.

A\l

Since by stipulation the purpose of the ed-
ucation at New York was only to maintain or
improve the skills required by the Taxpayer
in his employment, Petitioner is clearly en-
titled to a deduction for 1965 in the amount
of $1,660.00 regardless of whether or not
Petitioner's scholarships and fellowships

are includible in income. Regulations

under similar Federal Internal Revenue

provisions as with Utah are of the
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same import in this regard. (Income Tax

Regulation 1.162-5, T.D. 6918 (1967) )

III. CONCLUSION

Petitioner is entitled to exclude
the amount of $2,761.00 as scholarships
and fellowships in 1965 from his income
in computing the Individual Income Tax.
In determining that said amount should
be excluded, this Court should determiné
for each separate stipend, based on the
circumstances, whether it is a gift or
whether it is taxable income. The
stipends received by Petitioner may be
placed into three categories for this
purpose: (1) fellowship granted by the
U,of U. to permit Petitioner to pursue
a research project of his choice; (2) fellow-

ship granted by N.Y.U. by which Petitioner
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performed research services on the student
staff of the Tax Law Review, and (3) scholar-
ship grant at N.Y.U. unconnected witﬁ activity
other than regular graduate school attendance.
In addition, and regardless of the judgment4
of this Court in the above issues, Petitioner

entitled to deduct his educational expenses

e
)]

in 1965 in the amount of $1,660.00 which were
paid to maintain and improve skills within the
Taxpayer's profession and not to qualif& him
for a new trade or business.

For the foregoing reasons, the decision of
the Tax Commission should be reversed and this

Court should rule in favor of Petitioner.

Respectfully submitted

Roger H. Thompson J. Wendell Bayles
141 East First South 800 Walker Bank B1d
Salt Lake City, Utah Salt Lake City, Ut

Attorney for Appellant Pro se
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Thomas A. Good, M.D,
Department of Pediatrics

Salt Lake County Hospital
1940 South 2nd East
Salt Lake City, Utah

Dear Mr, Good:

Re: Taxability of Fellowship for Arthritis
and Rheumatism Foundation.

This is to inform you that the Division of Law of this commission has considered
the above matter in view of the facts known to us, and that in our opinion there is no
legal basis for exempting said grant from taxation under the Uifah Individual Income Tax
Act, The Utah law does not provide for an exemption as doesf%pe Federal law. Therefore,
the question of non-taxability would turn upon whether or nog f{fhe grant was includable
as gross income under the Utah act and, if so, whether or no; %t could be classified

as a gift. e B
S :w%§

Sec. 59-14-4(1), Utah Code Annotated 1953, as amended, ﬁ‘gv&le H

"Gross income includes gains, profitgfa c
wages or couwpensation for persona{/ééigice o?
ever form paid, or from professif'qfﬁzocat' ng, trade, businesses,

comnerce or sales or dealings in )ro‘grﬁggkg ether real or personal,
growing out of the ownership or us&oRgt #nterest in such property,

also from interest, rents, royaltiesNdifidends, securities, or the
transaction of any busin?eﬁ carried on gain or profit,; or gains

R c? .
rom salaries,
‘hatever kind and in what-

"The value/bféproperty aéa?*

70 'ﬁ§ gift, bequest, devise of
inheritange /(but the income from such property shall be included
in gross fntome, )" =

Although therg
phase of arthritis a

this reason we do not believe that the grant could legally be classified as a gift,

Unless you desire to pursue your remedies further, it is requested that you file
your individual income tax return and pay the tax that may be due thereon,

I am returning herewith the information submitted by you for examination as you

requested.
Very truly yours,

STATE TAX COMMISSION

Ben Rawlings, Attorney
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STATE OF UTAH
STATE TAX COMMISSION

Rofer to

Dete  foagmant, 0 Vil0n

o - Pacc ot i ety
Awditing Dlvision
RE: Jeduetibility of fHe Gost of Tuition, Bococks and Related

F
of bcholarship arne Fellowship Grants

N

This refevs to your memorandum of Aunust 1y66 in which you avart to prior
leral epiplons lasued py e office in cn it has ooen neld ohol, senolar-
S and fellowshin cranbs ave normally ITi(ilIU.Jﬂ1x e oin procs dneome Tor ple-
pose ol Lhee Dlab Doddviduat ITneome Tax Aol and Lhal such poeanbs wonld be

e dndab e Prom bueome ouly G0 received saoac i UL under Decelian So=1h=000),
diahe dode dnnetated, 1950 Uines Lhose opinians were dosacd, Lhere has boon

no interveulny chgre in the law and, Lhus, Lhe conclusions rcachcd Lherein
are equaliy applicable ab Lhe present Lime.

You have noted that a taxpayer has raised the further question of whether the
cost ol tulltion, books and relatcd expenses incurred by recipients of these
srants ave wnolly or parlially allowable as deductions from pross income as
vusiness exoenses " . L L padd or dneurred during Lhe taxable year in carrying
on any profession, Lrade, or business, or in Lhe production ol income required
Lo be dnelwled in rross dincome. .. W leclion 59-14-4(L1)(a), Ubah Code
Annotated, 1953, B

It is the opinion of this office that expenses of tuition, books and such

related itemc ~ mot busiass ey~ ises which are deductible under the above
mentioned section.

"Business" has been defined as that branch of activities wherein an individual
expends his usual every day efforts in order to gain o liwvelib~nd Webster!s
New Intercollegiate Dictionary defines business as ovic:. particular and regular
work, occupation or employment.

The obtaining of  an eduecation is not normally one'!s work, occupation, method

or means of obtaining a livelihood; rather, it is the preparation necessary for
one to engage in such pursuits. In obtaining the education necessary to enable
one to emvark upon his chiosen 1lifc!s work, it has been found that the granting
of assistance through the means of fellowships and scholarships is necessary to
defray the current expenses of the student who has no means of earning the
income necessary to enable him to pursue his course of education. The school
attendance, however, does not become a business, but remains a personal expense
for which no deduction is allowable. The expenses of tuition, books and related
items are incurred whether the indiyidual is the recipient of a scholarship or
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fellnwship ;“anb or whether the individual attends schoocl using funds furnished

hroush some other source. The expences of tultion, books and related matters
do not cenerate income and cammol properly be considered business expenses
incurred in the production of income required Lo be included in gross income
under our statutes.

Accordingly, then, these are not allowable deductions for the purpose of com-
puting income under the Utah individual income lax statutes.

/ ’ e //

L Lrtrtm ey ¢ ga
W
Henry Lo Kdods \\\¢// y
Assinbant AlLbornoy General

HLA: jh
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