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Cox v. Commissioner, 60 T. C. 461 (1973)

Wages subject to Railroad Retirement Tax Act do not reduce the amount of self-
employment income taxable under the Social Security Act.

Summary

In Cox v. Commissioner, the U. S. Tax Court ruled that wages taxed under the
Railroad Retirement Tax Act (RRTA) cannot be used to offset the $7,800 cap on self-
employment income subject to Social  Security tax under section 1401(a) of  the
Internal Revenue Code. Samuel J. Cox argued that his RRTA wages should reduce
his taxable self-employment income from a partnership.  The court  rejected this
claim, holding that RRTA wages are not considered for this purpose under the Code.
This decision clarifies the distinct treatment of RRTA and Social Security taxes and
affects how taxpayers with income from both sources calculate their tax liabilities.

Facts

Samuel J. Cox and Martina M. Cox filed a joint federal income tax return for 1969,
reporting income from various sources including wages from Louisville & Nashville
Railroad Co. (L&N) and Klarer of Kentucky, Inc. , as well as partnership income
from Northside  Electric.  Cox’s  wages  from L&N were  subject  to  the  Railroad
Retirement Tax Act (RRTA), while his wages from Klarer were subject to the Federal
Insurance Contribution Act (FICA). Cox also received self-employment income from
a partnership, Northside Electric, but did not report or pay self-employment tax on
it. Additionally, Cox claimed a deduction for uniform rental, which was disallowed by
the Commissioner.

Procedural History

The Commissioner  determined a  deficiency in  the Coxes’  income tax  for  1969,
including self-employment tax on Cox’s partnership income. Cox filed a petition with
the U. S. Tax Court challenging this determination, specifically contesting whether
his RRTA wages should offset his self-employment income for tax purposes and
whether he could deduct uniform rental expenses.

Issue(s)

1. Whether wages subject to the Railroad Retirement Tax Act should be considered
equivalent  to  wages  subject  to  the  Federal  Insurance  Contribution  Act  in
determining  the  extent  to  which  self-employment  income is  subject  to  the  tax
imposed by section 1401(a) of the Internal Revenue Code.
2. Whether Cox is entitled to deduct $156 as an ordinary and necessary business
expense for uniform maintenance.

Holding
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1. No, because section 1402(b)(2) of the Internal Revenue Code explicitly states that
compensation subject to the Railroad Retirement Tax Act is included solely for the
purpose of the hospital insurance tax under section 1401(b), not for reducing self-
employment income taxable under section 1401(a).
2. No, because Cox failed to show that the uniform rental was an ordinary and
necessary business expense, as the uniforms replaced ordinary clothing and were
rented for personal reasons.

Court’s Reasoning

The court’s decision hinged on statutory interpretation and the clear distinction
between RRTA and FICA taxes.  The court  noted that  section 1402(b)(2)  of  the
Internal  Revenue  Code  specifically  limits  the  inclusion  of  RRTA  wages  to
calculations  for  hospital  insurance  tax  under  section  1401(b),  not  for  old  age,
survivors, and disability insurance tax under section 1401(a). The court also cited
Solomon Steiner, 55 T. C. 1018 (1971), which affirmed this interpretation. Cox’s
argument about potential future transfers of funds between the RRTA and Social
Security systems was dismissed as irrelevant to the current tax liability calculation.
Regarding the uniform deduction, the court found that Cox’s uniforms were for
personal use and did not qualify as a business expense.

Practical Implications

This decision clarifies that taxpayers with income subject to both RRTA and self-
employment income cannot use their  RRTA wages to reduce their  taxable self-
employment  income  under  section  1401(a).  This  ruling  impacts  how  legal
practitioners advise clients on tax planning, especially those with mixed income
sources. It also affects businesses that employ individuals covered by RRTA, as they
must understand that such wages do not affect their partners’ or self-employed
workers’ Social Security tax liabilities. Subsequent cases and IRS guidance have
followed  this  precedent,  reinforcing  the  separation  between  RRTA  and  Social
Security  tax  calculations.  Attorneys  should  ensure  clients  understand  these
distinctions  when  preparing  tax  returns  and  planning  for  retirement  benefits.


