Amdahl Corp. v. Commissioner, 108 T. C. 507 (1997)

Payments to relocation service companies for assisting employees in selling their
homes are deductible as ordinary and necessary business expenses, not capital
losses, when the employer does not acquire ownership of the residences.

Summary

Amdahl Corporation provided relocation assistance to its employees, including
financial support for selling their homes through relocation service companies
(RSCs). The IRS disallowed deductions for these payments, treating them as capital
losses due to alleged ownership of the homes by Amdahl. The Tax Court held that
Amdahl did not acquire legal or equitable ownership of the homes, and thus, the
payments to RSCs were deductible as ordinary business expenses under Section
162(a) of the Internal Revenue Code. The decision emphasizes the distinction
between ownership and control in the context of employee relocation programs.

Facts

Amdahl Corporation, a computer systems company, routinely relocated employees
and offered them assistance in selling their homes through contracts with RSCs.
These companies managed the sale process, paid employees their home equity upon
vacating, and handled maintenance costs until third-party sales were completed.
Amdahl reimbursed the RSCs for all expenses and fees. Employees retained legal
title to their homes until sold to third parties. The IRS challenged Amdahl’s
deduction of these payments as ordinary business expenses, asserting that Amdahl
acquired equitable ownership of the homes, thus requiring treatment as capital
losses.

Procedural History

The IRS determined deficiencies in Amdahl’s federal income tax for the years 1983
to 1986, disallowing deductions for payments to RSCs and treating them as capital
losses. Amdahl petitioned the U. S. Tax Court, which heard the case and issued a
decision on June 17, 1997, ruling in favor of Amdahl and allowing the deductions as
ordinary business expenses.

Issue(s)

1. Whether Amdahl Corporation acquired legal or equitable ownership of its
employees’ residences for federal income tax purposes.

2. Whether payments made by Amdahl to relocation service companies are
deductible as ordinary and necessary business expenses under Section 162(a) of the
Internal Revenue Code.

Holding
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1. No, because Amdahl did not acquire legal or equitable ownership of the
residences, as evidenced by the retention of legal title by employees and the
absence of intent to acquire ownership by Amdahl.

2. Yes, because the payments to RSCs were ordinary and necessary business
expenses, as they were part of Amdahl’s relocation program to induce employee
mobility, similar to other deductible relocation costs.

Court’s Reasoning

The court analyzed the economic substance of the transactions, focusing on the
benefits and burdens of ownership rather than legal title alone. The court found that
Amdahl did not acquire beneficial ownership because employees retained legal title,
the contracts of sale were executory, and Amdahl did not assume the risks or receive
the profits of ownership. The court rejected the IRS’s argument that the RSCs were
Amdahl’s agents, noting the lack of evidence supporting such a relationship. The
court emphasized that the payments were part of Amdahl’s business strategy to
facilitate employee relocations, which is a common practice in the industry. The
court also cited the lack of intent by Amdahl to acquire real estate as an investment,
and the fact that any gains from sales were passed to the employees, not retained by
Amdahl.

Practical Implications

This decision clarifies that payments to RSCs for employee relocation assistance are
deductible as ordinary business expenses when the employer does not acquire
ownership of the residences. It underscores the importance of structuring such
programs to avoid the appearance of ownership. Employers should ensure that legal
title remains with employees and that contracts with RSCs are clear about the
absence of ownership transfer. The ruling may influence how companies design
their relocation benefits and how the IRS audits such programs. It also distinguishes
between control over the sale process and ownership, which is crucial for similar
cases involving employee benefits and tax deductions.
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