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Normandie Metal Fabricators v. Commissioner,
T.C. Memo. 2000-102, March 27, 2000

T h e  f o l l o w i n g  t a b l e  s h o w s  t h e  c o m p e n s a t i o n
amount s  c l a imed  by  th e  t a xpaye r,  a l l owed  by  th e
IRS ,  and  a c c ep t ed  by  th e  Tax  Cour t :

                                  1 9 9 3

                Ta x

          Ta x p a ye r              I R S                C o u r t

I s o d o r e  K l e i n  $        3 5 2 , 0 0 0 $           N / A  $        2 0 0 , 0 0 0

St eve n  K l e i n  $        5 0 0 , 4 0 0 $           N / A  $        3 0 0 , 0 0 0

To t a l  $        8 5 2 , 4 0 0  $   4 0 5 , 2 5 0  $        5 0 0 , 0 0 0

                                  1 9 9 4

               Ta x

        Ta x p a y e r              I R S                C o u r t

I s o d o r e  K l e i n  $        3 6 8 , 0 0 0  $          N / A  $        2 0 0 , 0 0 0

St eve n  K l e i n  $        4 5 0 , 4 0 0  $          N / A  $        3 0 0 , 0 0 0

To t a l  $        8 1 8 , 4 0 0  $   3 9 2 , 1 5 7  $        5 0 0 , 0 0 0

                                  1 9 9 5

                Ta x

        Ta x p a y e r              I R S                 C o u r t

I s o d o r e  K l e i n  $                 -  $           N / A $                 -

S t e v e n  K l e i n  $        8 2 0 , 4 0 0  $           N / A $        4 4 0 , 0 0 0

To t a l  $        8 2 0 , 4 0 0  $   4 5 1 , 2 8 4  $        4 4 0 , 0 0 0

The  Tax  Cour t  no t ed ,

In  R a p c o ,  In c .  v.  C o m m i s s i o n e r,  8 5  F. 3 d
950 ,  954  (2d  C i r.  1996 ) ,  a f f g .  T.C .  Memo.
1995-128 ,  th e  U.S .  Cour t  o f  Appea l s  f o r  th e
S e c o n d  Ci r c u i t ,  t h e  c o u r t  t o  w h i c h  a n  a p -
p e a l  i n  t h i s  c a s e  wou l d  l i e ,  s t a t e d  f i v e  f a c -
t o r s  t o  b e  c on s i d e re d  i n  a s s e s s i n g  t h e  r e a -
s onab l en e s s  o f  an  emp l o y e e’ s  c ompen s a t i on :
( 1 )  T h e  e m p l o y e e’ s  r o l e  i n  t h e  t a x p a y i n g
c ompany,  i n c l ud in g  t h e  emp l o y e e’ s  p o s i t i on ,
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We a re  found ing  members
o f  The  F inanc ia l  Consu l t ing
Group whose  members  p ro -
v i d e  B u s i n e s s  Va l u a t i o n ,
Exper t  Tes t imony  and  L i t i -
ga t ion  Consu l t i ng  se r v ices
na t iona l l y  and  in te r na t ion -
al ly.

F o r  m o r e  i n f o r m a t i o n  o n
cour t  cases  invo lv ing  va lu -
a t ion  i ssues,  o r  fo r  a  com-
p l imen ta r y  subsc r i p t i on  t o
o u r  n e w s l e t t e r s ,  p l e a s e
v is i t :

www. fa i r marketva lue.com

We encourage you to  for -
ward th is  E- f lash to  other
interested par t ies .
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hou r s  wo rk ed ,  and  du t i e s  p e r f o r med ;  ( 2 )  p o -
t en t i a l  c on f l i c t s  o f  i n t e r e s t ,  s u ch  a s  t h e  ab i l -
i t y  t o  “d i s gu i s e”  d i v i d end s  a s  s a l a r y ;  ( 3 )  t h e
emp l oy e r ’ s  c ompen sa t i on  po l i c y  f o r  a l l  emp l oy -
e e s ;  ( 4 )  t h e  c ha ra c t e r  and  f i nan c i a l  c ond i t i on
o f  t h e  c o m p a n y ;  a n d  ( 5 )  c o m p a r i s o n  o f  t h e
emp l oy e e’ s  s a l a r y  w i t h  t h o s e  p a i d  b y  s im i l a r
c ompan i e s  f o r  s im i l a r  s e r v i c e s .  No  s i n g l e  f a c -
t o r  c on t r o l s .   Th e s e  f a c t o r s  s h ou l d  b e  e x am-
in ed  f r om  t h e  p e r s p e c t i v e  o f  an  i nd ep end en t
i n v e s t o r.   S e e  8 5  F. 3 d  a t  9 5 4 - 9 5 5 ;  D e x s i l
Co rp .  v.  Commi s s i on e r,  147  F.3d  96 ,  100  (2d
C i r.  1 9 9 8 ) ,  v a c a t i n g  a n d  r e m a n d i n g  T. C .
Memo  1995 -135 .

The  Tax  Cour t  op in ion  ana l y zed  e a ch  o f  th e s e  f a c -
t o r s ,  no t ing  whe the r  th e  f a c to r  f a vo r ed  th e  IRS  o r
th e  t a xpaye r.

The  Tax  Cour t  uphe ld  an  a c cu racy  r e l a t ed  pena l t y  f o r
sub s t an t i a l  unde r s t a t ement  unde r  §6662  in  1993  and
1994 ,  bu t  d id  no t  upho ld  th e  p ena l t y  f o r  1995 .   In
1993  and  1994 ,  th e  t a xpaye r  d id  no t  r e l y  on  e xpe r t
adv i c e  t o  a r r i v e  a t  a  r e a sonab l e  s a l a r y,  bu t  th ey  d id
in  1995 .   In  add i t i on ,  t h e  Tax  Cour t  no t ed  tha t  th e
t a x  r e tu rn s  omi t t ed  th e  “pe r c en t  o f  t ime  devo t ed  t o
bu s ine s s”  d i s c l o su r e  f o r  th e  o f f i c e r s  f o r  e a ch  o f  th e
th r e e  ye a r s  and  the  Cour t  con s id e red  th e  l a ck  o f  d i s -
c l o su r e  “s i gn i f i c an t” .
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