Daehler v. Commissioner, 31 T.C. 722 (1959)

A real estate salesman who purchases property through his employer is not
considered to have realized commission income if the price paid reflects the
reduction in cost equivalent to the commission he would have earned had he sold
the property to a third party.

Summary

The case concerns a real estate salesman, Daehler, who purchased property through
his employer, Anaconda. He made an offer to buy the property, accounting for the
commission he would have earned had he sold it to someone else. The IRS
contended that Daehler realized commission income on the purchase, but the Tax
Court disagreed. The court held that the amount Daehler received from Anaconda
did not constitute commission income but rather a reduction in the purchase price.
The decision turned on whether Daehler’s purchase price reflected the same net
cost as if he had sold the property to an outside party. The court reasoned that he
effectively paid a net price for the property, not a full price followed by a
commission payment.

Facts

Kenneth Daehler, a real estate salesman employed by Anaconda Properties, Inc.,
sought to purchase a property listed with another broker, Hortt. Daehler contacted
Hortt to inquire about the property. He learned the listed price was $60,000 and the
commission would be divided 50-50 if sold through another broker. Daehler,
considering the property’s value and the fact he could acquire it for less due to his
commission arrangement with Anaconda, offered $52,500. He received 70% of
Anaconda’s share of the commission which amounted to $1,837.50. Daehler and
Anaconda structured the transaction such that the owner received $47,250, Hortt
received a 10% commission ($5,250), and Anaconda paid Daehler the equivalent of
his usual commission on that amount. Daehler did not report the $1,837.50 as
income on his tax return.

Procedural History

The Commissioner of Internal Revenue determined a deficiency in Daehler’s income
tax, arguing that the $1,837.50 received from Anaconda was taxable commission
income. The Daehlers contested this assessment in the U.S. Tax Court.

Issue(s)

1. Whether Daehler, a real estate salesman, realized taxable income in the nature of
a commission when purchasing real estate through his employer.

Holding
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1. No, because the $1,837.50 received by Daehler was a reduction in the purchase
price of the property, not commission income.

Court’s Reasoning

The court determined that the substance of the transaction indicated that Daehler’s
purchase price was effectively reduced by the amount he would have received as a
commission if he had sold the property. The court focused on the net amount the
seller received and concluded that Daehler’s offer to buy was based on the net cost
to him being $50,662.50, after accounting for his share of the commission. The court
compared Daehler’s situation to one where an individual not in real estate buys
property through his employer, getting a reduction in cost without realizing income,
to support its determination. The dissent argued the commission payment from
Anaconda to Daehler was compensation for his services and thus constituted
income.

Practical Implications

This case establishes that when a real estate agent purchases property through his
employer, the tax treatment depends on the economic substance of the transaction.
If the purchase is structured such that the agent effectively pays a reduced price,
then the amount of the reduction is not taxable as commission income, but rather is
treated as a reduction in the purchase price. This has a significant impact on how
real estate professionals structure property purchases, which is essential for
properly reporting income and expenses. The key is to demonstrate that the agent is
receiving a net price for the property that accounts for the value of any commission
waived or not collected. It is important for attorneys to consider the way a
transaction is structured to determine the tax implications. Note that the Tax
Court’s reasoning relies on a factual determination about whether the taxpayer’s
purchase price was reduced to reflect the value of the commission; thus, similar
cases will turn on their facts.
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