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Aspegren v. Commissioner, 51 T. C. 945 (1969)

An arm’s-length purchase of stock at a bargain price does not result in taxable
income if the buyer reasonably believes they are paying fair market value.

Summary

Oliver Aspegren purchased stock in Mortgage Guaranty Insurance Corp. (MGI) and
Guaranty Insurance Agency, Inc. (GIA) at a public offering price. The IRS argued
that this was a compensatory bargain purchase, asserting the stock’s fair market
value  was  higher  than  the  price  paid.  The  Tax  Court  disagreed,  finding  that
Aspegren’s purchase was an arm’s-length transaction, not tied to his role as an MGI
agent. The court held that Aspegren did not realize taxable income because he
reasonably believed he was purchasing the stock at its fair market value.

Facts

Oliver Aspegren, Jr.  ,  operated an insurance agency in Illinois,  primarily selling
mortgage life insurance. Facing a business decline, he sought to represent Mortgage
Guaranty  Insurance  Corp.  (MGI),  which  insured  mortgage  lenders.  After
negotiations,  Aspegren’s  corporation  obtained  an  agency  agreement  with  MGI.
Subsequently, Aspegren purchased MGI and GIA stock at the public offering price of
$115 per  unit,  as  detailed  in  a  February  25,  1960 prospectus.  The  stock  was
speculative, and Aspegren was unaware of any public trading in the stock at the
time of purchase.

Procedural History

The IRS determined a tax deficiency for Aspegren, asserting that his stock purchase
was a compensatory bargain, resulting in taxable income. Aspegren petitioned the
U. S. Tax Court, which reviewed the case and held a trial. The court ultimately
decided in favor of Aspegren, ruling that his stock purchase was not a taxable event.

Issue(s)

1. Whether Aspegren’s purchase of MGI and GIA stock constituted a compensatory
bargain purchase, resulting in taxable income.

Holding

1. No, because Aspegren’s purchase of MGI and GIA stock was an arm’s-length
transaction where he reasonably believed he was paying the fair market value.

Court’s Reasoning

The court  applied the principle that  an arm’s-length purchase of  property at  a
bargain price does not result in taxable income if the buyer reasonably believes they
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are paying fair market value. The court cited Commissioner v. LoBue and William H.
Husted  to  distinguish  between  compensatory  bargain  purchases  and  regular
purchases. Aspegren’s purchase was not conditioned on his performance as an MGI
agent, and there was no evidence that he believed he was purchasing the stock
below market value. The court found Aspegren’s testimony credible and accepted
that he viewed the stock as a speculative investment, not as compensation. The
court also noted that the stock’s speculative nature and lack of a public market
supported Aspegren’s belief in the fairness of the price.

Practical Implications

This decision clarifies that stock purchases at a public offering price, even if below
perceived market value, are not taxable if the buyer reasonably believes they are
paying  fair  market  value.  For  legal  practitioners,  this  case  underscores  the
importance of assessing the buyer’s belief in the transaction’s fairness. Businesses
issuing stock should ensure that public offerings are clearly communicated as such
to avoid misclassification as compensatory arrangements. The ruling may impact
how the IRS assesses similar cases, focusing more on the buyer’s perspective rather
than solely on market valuations. Subsequent cases, such as James M. Hunley, have
applied this principle to similar factual scenarios.


