
On November 211 1956 we recei·ved a telephone call. from. Mr" 
V. c. Mullaney, Chief., Information a.nd ReviE~\'l SecM.on of the St. Paul 
Office of the Int,ernal Revenue Bureau rt;q Llest:lng an appoi.ntm.ent 1d. th 
1J.6 regarding the income tax status of 1-iem.cal Fellows, Accordingly 
we scheduled a meeting which was held in Mr .. J·a.ckson' s office on 
N<.lvE:'l.Tllber 28 1 1956. Those part:i.cipating in the n1eet.ing were M."t'. 
Jackson., M:t•. Cheese., l'<lr .. Le\rson, and Mr. Gar:riaon from our offi.ce, 
Dr. Y.!aloney a.nd Dr .. Gault .from our Medical School and Mr. MuJ.laney 
and Mr. Semba from the Bureau of Internal Revenue,. 

You will recall that Congress amended the Internal Revenue 
Code in 19~)1.~ specifically e:!Cempting stipends pai.d as scholarslrl.ps and 
fellowships from taxable income. on the basis of th.i.s change in the 
law the University took the initiative in,,,obtaining a ruling which 
acknowledged that the Medical Fellow program met the requ:traments of 
the ne-v1 law. We also received permission from the District Director 
to not ltr.i.thhold tax: .from the stipends pa.:Ld to ME'~(.l:l.cal Fellow. You 
will also recal.l that in 1951 the Mayo Assoc1.a.tion had obtained such 
an exemption for Mayo Ji'ellows based on the •1g:i.ft" aeetion of the code. 
It was not unt:i.l January 1, 19.55 how·ever that we received permission 
from the In-terv..al Rev1:mue to no longe:r withhold tax on Hayo Fellows. 

During ·this past year and part.tcula.rly dul'ing the past 
summer we have been awa.re of a continu:tng problem which som.e of our 
l1edical F'e.llows are having :i.n just:Lfy:i.ng their tax exemption status 
to the Federal Goverr~ent even though we had a specific ruling in 
:f,'j_le from. the St. Paul office exempting them. \1/e had also heard reports 
that an adverse ruling had been :.t:"f:Weived from Washington but we had 
nothing of:f.ic:\.al to act on. 

Mr. Mullaney opened the meeting wi.th the e.xplanation that 
late in March they had had received a directive from Hashington wh:i.ch 
would make both Medical Fellows and May·o Fellows taxable.. He said 
that we should h.:1.ve been not:Lfied. of tlrl.s action but none of us could 
remember ha·nng received su.ch a notice. (In a complete review of the 
file I find a.n t.'l.pparent ment:i..c.m of the ruling in correspondence about 
one of our non-service fello~rs but sincf:'l the person was not a 11Medica.l 
or Mayo Fellow11 we dj_d not rE~cogn:l.ze it as a reversal of the or-lginal 
ruling.) On the basis of th::i.s ruling, Mr. Mullaney explained, the 
Mayo adm:tnistrators filed a request for hearing and later this sttmmer 
a.ppe~.U"ed before the review .section in Washi:ngt.on, ·n. c. As a :t•esult 
of this hearing the St. Paul of.fice ha.s be$n advised that the earnings 
of Mayo Fellows are tax exempt. 

---- - ----- -· ·----
-----·· -----··- .--~------- ·---~--------------------
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}!r. MuJ.laney explaim:Jd that ·~he reason he asked for a meettng 
w1th us was to discuss the facts coneern.ing the Medi.ca1 Fellow program 
so that he C!OUld deternl1.ne whether or not. there was any basis for 
:reqUEJ::;ttne (:t review of' t.hc;j Ma:t"ch deeision on these individuals .. 

Er •. ~1ttllaney f'irst asked us what the source of funds .is for 
mald.ng p<'\ytn(mt.s ·to the Mec:.lical Fellm,rs, and we replied that the funds 
a.:re from legislative a:pp:ropriation. In our discussion on this point 
it 1vas brought out that the source of i\md.s is one of the factors tn 
~.;.~~:~!!:.~£gl_:!f.!1¥.J>_~~.~- IS bein~cr~-n-wasilnprred thatt11e-
success o:f-=Ehe }Ji.yo stafTin securing ex.emption for Mayo Fellm¥8 •ms 
based on thEJ fact th.at they were able t.o show that the funds to pay 
these flt:i.pf.~nds for serv1.ces to thE· l~a.yo Clinic came from the Mayo 
Assoc:i.ation, ·"~ third party. It was held that the grantor (M.a.y:o 
~·~:tj~1 '\;3;;oe:tation) gave ':.he money .for med:i.ca1 research without. 
mq.>'·'Gt1ng or i.('l:O':Lving any bPneftt fro1~1 the service~~ of the Mayo Fellows. 
Hr. Hullaney eontrasted ·this 1--Jith the situation •rhere a hospital migh.t 
iceJ.ude j_n :i.t.s budget <.~ stipend for "res1dJmts11 where the r;,:siderrt 
rende:cod se:::viee to hospital patJ.ent~~ in lieu oi' such Sf~rvice boinr ren·· 
de red c•y other hospital staff. In Vris case the gra .... Tt.or ( tl\1':) l1osri tal) 
intends t.o benei':i t :from the servj.ce rendered by the grantee .. 

He explained the Universit.y appropriation and budget allotment. 
responsibi:l.:ity in somE:J detail. We eaj.d that t..he Regent.s were givcm t.~-10 
aruou.nts l>y the Leg:Lslature; one fo;r th(~ operation of the Un:l versi t.y 
HospJ:t~al and a s~Jcond for the operation of all other units (inclucling 
the N€~dical School),. We then said that the Regents determined ·by annual 
all.otmE-mt what amount given to the Medical School was to be used in the 
Ne~dioaJ. Fellow program and that thit":l determ:l.nat:l.on was completely 
:independent of the fj.nancial operation of the University Hosp:Lt.a.ls. 
The t~ed:.loa1 School representatives e-.mphasized this by statinr, that we 
have Nedi.cal F'ellows who are paid by us but who are on duty at Veterans 
Hospital or other Hospitals. Mr. Mu.lla.ney agreed that the fa.et that. 
the Hospital a:.Ypropri.ation is separate from the Medical School aJ,.lJ::>ro
rwiati.on :i.s a point to be considered .. 

In add:Lti.on to t,he source of funds a second factor is that 
the servico rendered i.s incidental to the training tmder the fellovvshlp 
g:r:.mt., 'l'he serv-:l..ct'l rendered by t1ayo Fellows was found to meet th:Ls 
requirement and tt was the opinion of t1r .. Hullaney that the services 
l'endered by M•3d:i.caJ. Fellow·s a.re substantially the same as those rendered 
by Ma:yo F'ellows. 'de concluded that this .factor will cause no problt~m :i.n 
the fj,nal revi.ew. 

From what we could learn of the ~·Jashington ruling it was 
apparenli that in order to maintain the tax exempt status of the MedicaJ. 
Fellows ~~. rn_~'31::,_9stablish __ ~~~-2;1111C!:~7.~2~-<~.!'.-~he g~~~:.s~ !~ 
f\~:r:~her .,:.,0lf!. ~~s:a tt£.1'1. <:u1a traJ.rd~!L£L~U:._~~~ . 
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We discussed ways in wh:tch this might be done. As one 
approach we listed the following differences between Medica1 Fr:Jllows 
and full time teaching staff. 

l. Medical Felll')WS are not responsible f'or technieal 
errors in their treatment of patients. 

2. Hed:tcal F'e11ows ar(~ not eligible for insurance or 
retlrement plans or for social secarity .. 

3. Med:ical Fellows are not entitled to vacation or siclc 
le;.nre. 

l.J. :t-1odical Fellows a.r€~ enrolled in the Graduate School and 
are primarily students. 

5. ~1edical Fellows have no voice in adm.i.n:.i.flt.rative actions 
through t,he Un.i. versi ty Senatf'. 

6. Hedical Fellows have no tenure status .. 

7. Medical Fellows are not eligible for sabbatical leaves. 

In a.d.di't:i.on to 1ist:tng these differences '<1e also had searched 
the Regents index for some notation that the Medical Fe1lo"tJ program had 
been officially presented and accepted. ~le did not find such a reference 
.nor chd we find much informahion in t.h.(~ Graduate School Bu1letj_n. W11en 
we first applied .for tax exemption for Medical F'ellows in January, 1955,, 
we received the fol1ovt.ing statement from D:r. f!J.aloney descr:i.bing the 
:Medical Fellow program. 

tt'l'qf)Se 1nen are graduate physicians who have .foregont~ entry 
int.o or given up the private practice of mt~dic:tne to 
attend the Xed.ical School for add.itional advanced tra.in
i.ng :i.n speci.alized branches of Medicine. 'I'hey are enrolled 
and pe.y tui.t~ion in t.he Graduate S<.~hool as candidat,es for 
advanced degrees and devote their entire time to graduate 
work. The lengt.h of th.i.s traird.ng is three years. 1'heir 
t.ime iH spent entirely in study, research and teaching 
under the direct supervisj on of t.he faculty of the l!edical 
~)cbool. Insofar a.a the study of medicine concerns :i tsel.f 
with the actual ca:re of pa.ti.enta, these men participate 
in that care. Their participation, ho-wever, is only to 
the extent that j_t contr1.btrtes to their training and is not 
performed as a service to the patient. 1'he st:tpend which 
a :r.-Ied:i.cal F'ellovr receives amounts to $2,190.00 per year. 
'I'his represents an educational subsidy, not. a ren1ur1e1~ation 

for services rendered." 

In order to establish that the primary purpose of these grants is to 
further the education a.nd tra.i.ni.ng of the Fellows we thongbt that it 
m:l.ght have mer:i.t t.o ask for a resolution by the Board of Regents which 
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WQtald .formally l."eiJogniz.e such a description of the program. 
~ 

As we concluded our meetir1g ?1r. Mullru1ey seemed to agret~ 
wit·h ut'J on se·•teral basic poin+..e.,. 

1. "rha.t there i.s a positive separation bet.ween the pt.trpose 
of the Medical Fellow program and oper·ation of the 
University Hospital., 

2. 'fhat the Board of' Regents has authority to set up 
fellowship stipends for Medical li'el.lows from appropriated 
funds. 

3. That the Jlle<iical Fellow program at, the University :is quite 
3j..rnilar to the Mayo Fellow program and i.n s01ne aspects 
very dissim:i.lar to the Veterans' Hospital "x·esidentu 
program. 

4. That there are enough facts whichhave not been considered 
to ·warrant the request for". an appeal of ·the March, 1955 
ruling as it applied to Ivledical Jo,ellows. 

Mr. Mullaney said that he w·ou.ld advi.se us of further action 
which he w-lahed us to take and implied that we should proceed on the 
sa~ne basis as we have been working on .f'or the past two years. 

Subsequently, under date of December 11~, 1956 we have received 
the attached letter from Mr. Mu.J~aney to E. c. Jackson which again 
establ:l.shes the i;ax exempt status of Medical Fello·ws. 'fo close this 
file we recommend a.n acknow1edgement of Mr. Mullaney's letter and that 
the Dean of !1edical Sciences advise preaent Medical Fellows of th1.s 
ruling if he feel5 it des:l:rable. 

: '}, i ') 
Xf;J· ''·I!·\ {/;I' ;, '· .._. v' •. · '-.. -. 

er 
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UNIVERSITY OF MINNESOTA 

BusiNESS ADMINISTRATION 

OFFICE OF THE COMPTROLLER 

MINNEAPOLIS 14 

Dean Harold s. Diehl, Medical Science 

E. c. Jackson, Assistant Comptroller 

lll[edical Fellows 

.JAN 21+ 1957 

January 18, 1957 

During the past months there ha.ve been a number of 
discussions and decisions relative to the taxability of Mayo 
Fellows and J.Vledical Fellows at the University of 1-li.nnesota. 
Early j_n the year the Internal Revenue Service ruled that both 
were taxable. Subsequently, the decision was reversed as it 
pertained to Mayo Fellows, but not the regular Medical Fellows 
at the University. li'inally on November 21, 19.56, Mr. 1:1ullaney 
and 11r. Semba representing the Internal Revenue Service, and 
Dr. Gault, Dr. Maloney, Mr. Garrison, Mr. Larson, Mr. Cheese 
and I met in my office to review the general problem. 

As a result of our discussion, Mr. Mullaney wrote 
me on December 14, 1956, and I am very pleased to say reversed 
the original ruling and now declares the ",Medical Fellows to 
be non-taxable. For your information I am attaching a copy 
of his advice, as well as a copy of}tt. Garrison's report of 
December 28, 1956, as I believe both should be a matter of 
record. (I find that Mr. Mulaney's letter of December 12, 1956, 
has already been mailed.) . 

While I feel that the decision is a proper one, I am 
still concerned over the apparent inconsistency of our positiono 
I am convinced that a basic reason for Mr. Mullaney's decision 
was the insistence on the part of Drs., Gault and Maloney, that 
the Medical Fellows·did not render service. Frankly, it did 
not occur to me then, but subsequently I was reminded of your 
posi·&ion a few years ago when the same individuals were given 
staff status in order to qualify them for the resident tuition 
rate. It was your opinion that these individuals rendered not 
less than the 25% service which was required by the Fee Committee 
to qualify them for the resident tuition rate. If we are to 
keep faith w~th our presentation to the Internal Revenue Service, 
them some modification of either their fee or staff status must 
be made here a·t; the University. I feel that this is a serious 
matter and one Which you would wish to consider carefully. 

In the meantime we will be guided by the decis~on of 
December 14, 1956, and will leave any information release to you. 

dm 

cc: w. T. Middle brook 
L. R. Lunden 
c. s. Plank - c. Grygar 
Sterling Garrison 
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Dr. O.H. Wan;enateen 
Department ot Sultge:r,' 
Box 195 · 

Pear Owena 

./ 

April 24, 19.58 

T~ you , f9r ;yoUl" letter of April 2:3 ooncen4~t~ th.l\!t Graduate School 
status ot intent~ and relident.a. · . 

I was 1nte:rested in yov· proposal that irtte:l"NNI, lt.ke te~1ows. 'be 
registered in the GJPadWLte S.,lactl aftd pq Graduate School tuition,. 
It is true that there would be mav adVan.tqes which would devolve 
both to the intem 6U1d to the Medlcll School lt this pzoacttce were 
carried out. I do tear. however, thai the •ce:sstv ot pqing 
Graduate Scl'lool tuition WOUld be a .de'k~Tent tor· some p:roapeotiw 
intems. 1b1s would, in ner opild.o•• be tNe even U the intel"liShip 
stipend we:re to be increased c~te w1~· ~te School 
tui.tion. I do not know ot A'I\Y' wq 1ft which the Qftdwate School 
tuition could be made "~l."• '!be nd.ai.wnrm woW.d be somewhere in 
the neighborhood ot $70 per quarter wieh would be 'tUld.uJ.\1 h\lh tor 
this p!U.'pOse. In aq evetltt ~. I shall ask the Graduate Group 
Committee to g1ve consideration to this suacest1on. 

/ 

Your question conoernll'll the tu status ot fellows ~t the Veterans 
Administration Hospital is a rather ·complicated one. Essentiall¥ t 
however• the situation is thien the local internal re'Venue office ./ 
two 7ears or SO RiO gave \.\S a favorable :rli.'linl• In other words t 
fellows at\the Mtnneapolief VA Hospital -were not req\.\i:red to pq tax 
on their stipends, according 'to. this 11'Ulin,. , Tbis N.11narhowever, 
has noii been ~ersed 'bT the In~nut.l. Revenwa Office in W~shinaton, 
D.c. and we do not see acy iml.tl.edia\61 means of obtaining :reliet. trom 
:t;.bis most recent naling 'Which over-rides that ot the local_ otttoe. 
Tlte VA. Central Office does not support our 1'9quelt ·tor tax exempt 
status of our VA. fellows. They sq that the Uw.prov:ldel pa.yment 
to residents in VA Hospitals oa'17 tm the bat1e ot eervtoes :readered 
and that, there:t'ore; the income t• ~'ble. We are o\U'Tea\17 t.l'lina . 
to do what we can a'bcmt tbls sit'I:Ultton, 'but fNnk:cy. the ~speots do 
not look b:ript. 

c 

With m&U\V thanks tor your interest, I am 
y 

RBHapb 
·, 

Robel!'t B. Howard, M.D. 
Alseoc'-ate Dean 


