MANAGING YOUR INDEPENDENT CONTRACTOR RELATIONSHIPS

The relationship between brokers and real estate salespeople is unique. This fact has been widely codified in applicable federal and
state laws, including many state unemployment insurance and worker’s compensation statutes. Under federal law, the Internal
Revenue Code specifically carves out real estate salespeople from the definition of employee, provided the IRS’ three-factor test is
met. Brokers should be aware that compliance with the IRS three-factor test does not necessarily exempt real estate salespeople
from a state's definition of employee. Approaches to this issue vary greatly by state, and emerging case law is continuing to shape
the liabilities brokers may face when classifying their sales agents. In states where a specific test for properly classifying real estate
salespeople as independent contractors has been adopted in a particular statute, brokers should ensure compliance with the
applicable test. If no specific test has been adopted, brokers should at a minimum keep in mind the ten tips outlined below.
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