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Inlernal Revenue Service Department of the Treasury

washington, DC 20224

Person o Contacl:

Mr. Kenneth Earnest
Telephone Number: es

= (202) 566-6661
- Refer Reply 1o:

Date:

5 DEC1280
1.IGEND: '
X = Prize Fellow Program
Y = Pownorior DEC 11 lgaﬁ
M= $1,000
A=) Foumperio) *- Pppize Fellows Selection
B= pmoyuiarod 1 Naminators

12dies and Gentlemen:

This is in reply to your letter dated July 21, 1980, in which you
requested a ruling that X and Y carry out your charitable, scientific,
literary and educational purposes within the meaning of section 170(e)
(2)(B) of the Internal Revenue Code, that the awards constitute prizes
or avards within the meaning of section 74(b) of the Code and that awards

u9Ls of the Code. The issue of whether awards constitute prizes or awards
within the meaning of section 74(b) will not be addressed in this letter.
That issue is being referred to the Chief, Individual Income Tax Brench.

Qmmcorﬂsmealﬂatwumexwtﬁmfedmlﬁnmtaxmder
pection 501(c)(3) of the Code and are a private foundation within the
meaning of section 508(a) of the Code. The purpose of X is to provide
awards to creative individuals who have demonstrated exceptional talent,
criginality and dedication. The awards are intended to provide oppertunities
for the individuals to have the time and freedam from financial responsibilities
4o add to their past accomplistments. The avards are not intended to
finance any specific activities of the individuals and no conditions are

imposed.

cipient. Each recipient will receive 10M in order to cover work related
expenses. If such work involves an educational institution described in
section 501(c)(3) that is also a public charity within the meaning of

cemtion 508(a) the educaticnal institution will also receive 15M far its

—— e E——..

use.
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The purpose of ¥ is gimilar to that of X but is distinguished by
the age of the recipient and the amount and duration of the award. The

ce of the awerc is to recognize seniar individuals who are out-
standingly accamplished and whose work has made significant contributions
to society. Payments will be made up of the difference between Social
Security pensions and othex retirement income and 70M. Payment will
be for the life of the recipient. Recipients of Y will also be entitled
to the work related payment and the payment TO the educational institution.

The selection of recipients will be under the direction of A. All
recipients will be neminated fram the general public by the members of
B. No self-nominations will be accepted. No members of A nor any
member of the foundation staff involved in the selection process will be
able to participate if he or ghe is in position to derive any private
benefit framn the grm;ag-vgr\am No individual who is a disqualified person
with respect to you Be considered as a candidate. An award once made
+ill be irrevocable. :

Section 170(c)(2)(B) of the Intermal Revenue Code defines the term
feharitable contribution" as a contribution or gift to ar for the use of
an organization arganized and operated exclusively for religious, charitable,
scientific, literary, or educational PUrposes.

Section H945(d)(3) of the Internal Revenue Code provides that the term
niavable expenditure" means any amount paid or incurred by a private founda-
¢ion as a grant to an individual for travel, study or other similar purposes
lgy)sudn jndividual, unless such grant satisfies the requirements of subsection

g)-

Section u945(4)(5) of the Internal Revenue Oode‘m'ides that the Term
wtaxable expenditures" means any amount paid or incured by a private
foundation for any purpose other than one specified in section 170(e)(2)(B).

_ Section 53.49u5-4(a)(3)(1) of: the Foundation Excise Tax Regulations
jdes that a grant to an individual for purposes other than those des-
eribed in section 4945(d)(3) is not a taxable iture within the meaning
of section 43u5(d)(3). ' :

Tn, Reév.Rul. 77-380, 1877-2 C.,B. 419 it was decided that certain grants
by a private foundation were not taxable expenditures within the meaning of
section 49u5 of the Code. In Situationl the grants were made in recogni-
tion of past achievement. They were not jntended to finance any future
activity of the recipient. There were no conditions to the grant. Thus,
the grants were not awards for travel o study within the meaning of section
4945(d) (5) of the Code but were within the scope of section 170(e)(2)(B)
of the Code and, according to section 53,4845-4(a)(3)(1) of the regulations

would not be taxable expenditures.
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The purpose of both grants X and ¥ is 10 award the recipients

for past achievement. You select your recipients from the general

lic. You select your recipients in an objective and nonéiscrimina-
tory fashion. Relatives, members of 'the selection camittee, or individuals
gtanding in a position 1O gain fram the msmarding of grants are prohibited
from participating in the npaninating or selecting process. Based on
these facts we rule that the awarding of both grants X and Y servesthe
charitable purposes described in section 170(c) (2)(B) of the Code.

Both X and Y are grents made to the recipient in recognition of
prior achievement. The grant money need not be used for any particular

ce. Therefare, the grant 35 not for travel, gtudy or other similar

ces and is not subject to the provisions of sections 49u6(d)(3) and
ugus(g) of the Code. Both X and Y serve charitable purposes within the
meaning of section 170(e) (2) (B) and the grovisions of Rev, Rul. 77-380
are applicable. Therefore, we rule that both grants X and ¥ &re not

taxable expenditures 1o you-

nﬁsmlingiﬁbasedmthemdemwﬂingﬂmtﬁmuillbem
material change in the facts upon vhich it is based and that no grants
will be awarded TO relatives of directors, members of the selection conmittee,

ar for parposes that are jnconsistent with the PUrpOEES described in section
170(c)(2)(B) of the Code. Any change in your procedures mist be reported
2o the District Director, which is your key distyict for exemst

organization matters.

Sincerely Yours,

' ﬁg&; /( .B/z,@:-

Peter X. Bros
Chief, Rulings Section 2
Exempt Organizations Technical Branch
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Person 1o Contact:
Jenes K. Barris
Telephone Number:

- (202) 566-3B30
Refer Reply to:

Dale:

S U
Program * Foudoatiod Prize Fellows Progrsm A G 26 1981
Y = Prize Fellovws

Y = laureates

= = Thousand

Foundstion =

Dear Sir or Madam!:

This is in reply to u letter of July 21, 1980, axd subsequent corre-
ppondence, submitted by your suthorized representatives, requesting a
ruling that swaxds under the Program will pot be includible in the gross
dncomes of the recipients in aceordance with section 74(b) of the Internal
Bevame Code. From the {nformation submictted, we pnderstand the relevant
facts to be gubstantially as follovs. .

Foundation, &D organization exespt from federal income tax undexr section
501 (c) (3) of the Code and a private foundation within the meaning of section
509(a), established the Program to award 4pdividuals for religious, chari-
table, scientific, educarional, artistic, 1itefary or civic gchievements.
Ooder the Program, potential recipients are recommended to & selection
cormittee by approximately 100 peoipators. The ponipators are a diverse
group of talented individuale in various endeavors from &ll parts of the
country. The identity of the nominators is unknown to the general public
from which the potential recipients are selected, In proposing & pominee
_ the pominator must provide detailed information about the religious, chari~
. table, sciestific, etc., achievement of the mominee.

The selection comitiee 4s wade up of several sccomplished 4ndividuals
4nciuding membexs of Foundation's board of directors. It is the raspon—
sibiliry of the selection committee to select and yecommend to the board
of directors the most outstanding candidates Smong the nominees desigmated

the pominmgors. Im considering the dndividuals pominated, the selection
comittee may request further information and references from the pomina tor,
solicit the views and .assistance of other persons who knosy the nouinee OF
might be mble to judge bis or her qualifications, and copsult one Or XOTE
axperts in the pocinee's £1eld of eoleavor.

In making an sward, Foundation will deccribe the specific achievement
being recognized. It 4z our understanding that an sward will Dot be given
to any individual becaure of bis or her employment relatiooship vith ay

ticular institution. Further, any person who is & "aipqualified pers
within the meaning of section 4946 of the Code will mot be eligible to

receive an mward,

on"

dioos
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gwards are irrevocabls ani the recipients sre pot required to perfom &Iy
future services o receive thes, -

X sarde shall be in the form of emnoal paymants for a period of five
years. Toe sxcupt of the oerds will be amrwhere betseen 290 and 5m dellars
per year depanding on the age of the recipiant; the older the Tecipient in,
the greater the smmual paynents. T srards ara piven to individuals at OF
paar retirenent Bge and oonsist of anmual psymentd for the Test of the
gecipient's lifec. The mwount of 2 Y sward will be gufficient to walke up

the difference berveen sach recipient's asmuml ratiresent income, dncleding
Soaisl SecixiLy basafits, amd 0= dollars, Foundstion will slso provice
recipients of both msards with sn saount 0o COVEEX reasopable health—care
dnsurance for the recipieats and their dependents e«

gection 74(b) of the Code povides BN axclusion from grosa dncone of
any snoudt received &s a prize OT sward, 1f (1) such frize or saxd wsb
mode primaxily in recornition of past achieveaent of the racipisnt in
:cligious._dariuble. scientific, educationsl, argistic, litexary, OT
civic fields; (2) the recipient was selected without &ry sction on hi= part
to aptar the contest oF proceadings; axi (3) the recipient 15 ot required
to render substaptial future parvices as 8 eonxdition gecaiving ths prize

Only srerds for geouinely necitorious schievensnt 8Xe dntended t0 be
exclioded froz ETOSE ipcome under section 94(b), and the crucial vast 1
the nature of the scrtivity beiok remrdasd, BimOiD v, Dnitel Btated,

¥.2d 160 (4ch Cire 1962)., The schisvenent must be 4o one of the eatagoTiss
set forth in Bection 74(b) s The words "giucational,”™ ®y cientific,” 8TCe,
gre to be iatermeted in their ordinary, everydsy sense. Hortung Ve
Mﬂliﬂﬂﬂ, &7 TeCo» &25 (1-957), E_-_. 1957-2 G.l. 2' ..l'ﬂ Wills V.
Cocs.imsionels 411 F.2d 537 (9¢h Cix. 1969) «

Basad op the abovs, ¥& copclnde that X aad Y mrards unisr the cur=
gent Prograc are oot g¢ncludible 12 the gross incomes of the recipients,
4ded the schisveaent described by the Youndation for which an smrd
is made 48 in fact s peritorious schigverent within one of the eategories

iistec 4in section 74(b) of the Codes

s ruling 3is directad only 0 the taxpsyss Who requeated it. '
Section 6110(%) (3) of the Code groviies that 4t way mot be used or cited &%
precadent. '
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of this letter should be attached to the pext information return
A copy is enclosed for that purpose-

In sccordance with the pover of attorney on file in this office, &
copy of this letter bas been sent to your snthorized Tepresentatives,

Bincerely yours,

Oﬁ—x—t? ﬂW' %.
Chief, Individual Income Tax Branch

A copy
£11ed by Foundation.
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