Elmer D. Wade v. Commissioner, 8 T.C. 180 (1947)

Military retirement pay is only exempt from federal income tax if it is received
specifically for personal injuries or sickness resulting from active service, not merely
due to length of service, even if a service member has a disability.

Summary

Elmer D. Wade, a retired Army officer, sought to exclude a portion of his retirement
pay from his gross income, arguing it was compensation for disability resulting from
active service and thus exempt under Section 22(b)(5) of the Internal Revenue Code.
The Tax Court held that Wade’s retirement pay was not exempt because he retired
based on length of service, not specifically due to a disability, even though medical
officers acknowledged his incapacity. The court emphasized that exemptions from
taxation must be explicit and cannot be implied, reinforcing that the reason for
retirement dictates the tax status of the retirement pay.

Facts

Elmer D. Wade was an officer in the Regular Army. He was eligible to retire based
on his length of service (more than 15 years). Medical officers had determined that
he was permanently incapacitated for active service and likely would have been
retired for physical disability after his next physical examination in two months.
Instead of waiting for a medical retirement, Wade voluntarily requested and was
granted retirement based on his length of service under Chapter 422, enacted July
31, 1935, as amended.

Procedural History

The Commissioner of Internal Revenue included one-half of Wade’s retirement pay
in his gross income for the tax years 1944 and 1945. Wade petitioned the Tax Court,
arguing that the retirement pay should be excluded from gross income under
Section 22(b)(5) of the Internal Revenue Code. The Tax Court ruled in favor of the
Commissioner.

Issue(s)

1. Whether the retirement pay received by the petitioner in 1944 and 1945 is
exempt from income taxation under section 22(b)(5) of the Internal Revenue
Code because he was deemed permanently incapacitated for active service?

Holding

1. No, because the petitioner received his retirement pay as compensation for
length of service, not specifically for personal injuries or sickness resulting
from active service.
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Court’s Reasoning

The court reasoned that the exemption under Section 22(b)(5) applies only to
amounts received specifically as compensation for personal injuries or sickness
resulting from active service. Wade requested retirement based on length of service,
exercising his right under the relevant statute. The court emphasized that
“exemptions from taxation do not rest upon implication,” quoting United States
Trust Co. of New York v. Helvering, 307 U. S. 57. The court cited Senate Report No.
1631, which clarified that the amendment to Section 22(b)(5) “does not apply to
retirement pay not constituting amounts paid on account of personal injuries or
sickness.” Despite Wade’s medical condition, his choice to retire for length of
service meant his retirement pay was not exempt.

Practical Implications

This case clarifies that the tax exemption for military retirement pay based on
disability hinges on the explicit reason for retirement. A service member’s eligibility
for disability retirement is not sufficient; the retirement must be specifically granted
*because* of the disability. Legal practitioners must carefully examine the
documentation surrounding a military member’s retirement to determine the basis
for the retirement. This case is a reminder that tax exemptions are narrowly
construed, and taxpayers must meet the specific requirements to qualify.
Subsequent cases have cited Wade to reinforce the principle that the reason for
receiving retirement pay, not merely the existence of a disability, determines its tax
status.
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