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Miller v. Commissioner, 57 T. C. 763 (1972)

For the purpose of  calculating the retirement  income credit  under  Section 37,
earned  income  from self-employment  must  be  based  on  net  profits,  not  gross
earnings.

Summary

In Miller v. Commissioner, the Tax Court addressed the calculation of the retirement
income credit  for  taxpayers  involved in  self-employment.  The case centered on
Warren  R.  Miller,  a  retired  Air  Force  officer  who  also  operated  a  real  estate
brokerage. The IRS argued that Miller’s earned income for the retirement credit
should be based on his gross commissions, while Miller contended it should be
based  on  net  profits.  The  court  ruled  that  for  self-employment  income,  the
retirement  income  credit  should  be  calculated  using  net  profits,  aligning  the
treatment with Social Security Act principles and avoiding discrimination against
self-employed taxpayers. This decision emphasizes the importance of net income in
determining eligibility for the retirement income credit and highlights the need to
interpret tax statutes in light of their legislative intent and related laws.

Facts

Warren R. Miller, Sr. , and Hilda B. Miller were legal residents of Dallas, Texas.
Warren, a retired U. S. Air Force officer, received retirement income and operated a
real estate brokerage business from 1947. He employed part-time salesmen and
retained a portion of commissions. The IRS determined deficiencies in their federal
income tax for 1962-1965, asserting that the gross commissions from Miller’s real
estate business should be considered earned income, thus affecting their retirement
income credit  under  Section  37.  Miller  argued that  only  net  profits  should  be
considered as earned income for this purpose.

Procedural History

The IRS issued notices of deficiency for the tax years 1962-1965, disallowing the
retirement income credits claimed by the Millers except for a small amount in 1965.
The Millers filed a petition with the Tax Court, contesting the IRS’s calculation of
their  earned income and the  resulting disallowance of  their  retirement  income
credits.

Issue(s)

1. Whether capital was a material income-producing factor in Miller’s real estate
brokerage business.
2. Whether “earned income” for the purpose of computing the limitation on the
amount of retirement income should be determined by reference to the net profits or
the gross commissions from Miller’s business.
3. Whether Hilda B. Miller’s community portion of the retirement income should be



© 2025 SCOTUSreports.com. All rights reserved. | 2

reduced by her community share of the “earned income” derived from the real
estate brokerage business.

Holding

1.  No,  because  capital  was  not  a  material  income-producing  factor  in  Miller’s
business; the income was primarily derived from personal services.
2. Yes, because the court found that earned income for the retirement income credit
should be based on net profits rather than gross commissions, aligning with the
legislative  intent  to  treat  self-employment  income  similarly  to  Social  Security
benefits.
3. No, because both the retirement income and the earned income, being community
property, must be divided equally between the spouses for the purpose of computing
the retirement income credit.

Court’s Reasoning

The court’s decision hinged on interpreting Section 37 in light of its legislative
purpose to end discrimination between recipients of taxable retirement income and
Social Security beneficiaries. The court noted that the Social Security Act uses net
earnings from self-employment to determine retirement benefits, and Section 37
was intended to apply a similar test. The court rejected the IRS’s reliance on gross
earnings  for  self-employment  income  as  it  would  unfairly  disadvantage  self-
employed individuals compared to wage earners. The court also clarified that capital
was not  a  material  income-producing factor in Miller’s  business,  as  his  income
primarily stemmed from personal services. On the community property issue, the
court adhered to the regulations requiring equal division of both retirement and
earned income between spouses. The court emphasized that interpreting tax laws
requires consideration of the broader legislative context and related statutes, such
as the Social Security Act, to ensure consistent and fair application.

Practical Implications

This decision has significant implications for how the retirement income credit is
calculated for self-employed individuals. Tax professionals must now use net profits
rather than gross earnings when determining the earned income component of the
credit, aligning the treatment with Social Security principles. This ruling prevents
discrimination  against  self-employed  taxpayers  and  ensures  that  the  retirement
income  credit  serves  its  intended  purpose  of  equalizing  tax  treatment  across
different income sources. For practitioners, this case underscores the importance of
understanding the legislative intent behind tax provisions and the need to consider
related laws when interpreting tax statutes. It also affects how community property
is treated in the context of the retirement income credit, requiring equal division of
both income types between spouses. Subsequent cases have followed this precedent,
reinforcing the focus on net income for self-employment in tax credit calculations.


