M WHEN RESULTS COUNT
FINANCIAL VALUATION

c% Tax VaLuvuation E-FLASH
Special Edition

CoRPORATE OFFICES Normandie Metal Fabricators v. Commissioner,
California (Los Angeles) T.C. Memo. 2000-102, March 27, 2000

James S. Righy ABV, ASA
jrigby@fvginternational.com

Erich Z. Sylvester JD. ,ASA The following table shows the compensation
gi\é"gzszteggfl"mmemaﬂona'-com amounts claimed by the taxpayer, allowed by the
T IRS, and accepted by the Tax Court:

Florida (Tampa)
Michael J. Mard ABV, ASA
mmard@fvginternational.com 1993

Steven Hyden ASA Tax
shyden@fvginternational.com

T IRS C t

813.985.2232 axpayer our

Isodore Klein $ 352,000 $ N/A $ 200,000

RecioNaL OFFICES .
California (Oakland) Steven Klein 3 500,400 $ N/A $ 300,000
John J. Mayerhofer FACHE, FHFMA Total $ 852,400 _$ 405,250 _$ 500,000
jmayerhofer@fvginternational.com
510.531.2943
1994

California (Silicon Valley)
Robert T. Lanz Tax
rlanz@fvginternational.com Taxpayer IRS Court
408.777.2914

Isodore Klein $ 368,000 $ N/A $ 200,000
lllinois (Chicago) Steven Klein $ 450,400 _$ N/A $ 300.000

Michael J. Mattson
mmattson@fvginternational.com Total $ 818,400 $ 392,157 % 500,000
773.769.3045

lowa (Des Moines) 1995
Terry J. Allen ABV, ASA

tallen@fvginternational.com Tax
515.953.4498 Taxpayer IRS Court
Massachusetts (Framingham) Isodore Klein $ - 8 N/A $ -
Stephen J. Bravo ABV, AM, CBA steven Klein $ 820,400 $ N/AS 440,000
sbravo@fvginternational.com

508.872.4002 Total $ 820,400 _$ 451,284 $ 440,000

Missouri (Kansas City)
Terry J. Allen ABV, ASA The Tax Court noted,
tallen@fvginternational.com
816.373.3340

In Rapco, Inc. v. Commissioner, 85 F.3d

Montana (Great Falls) 950, 954 (2d Cir. 1996), affg. T.C. Memo.
John R. Gilbert ABV, ASA, CVA 1995-128, the U.S. Court of Appeals for the
lgilbert@fvginternational.com Second Circuit, the court to which an ap-
406.453.1800 . X . .

peal in this case would lie, stated five fac-
New York (Rochester) tors to be considered in assessing the rea-
Rosanne T, Schwartz ABV, ASA, CVA sonableness of an employee’s compensation:

rschwartz@fvginternational.com
716.271.6540

(1) The employee’s role in the taxpaying
company, including the employee’s position,
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We are founding members
of The Financial Consulting
Group whose members pro-
vide Business Valuation,
Expert Testimony and Liti-
gation Consulting services
nationally and internation-
ally.
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hours worked, and duties performed; (2) po-
tential conflicts of interest, such as the abil-
ity to “disguise” dividends as salary; (3) the
employer’s compensation policy for all employ-
ees; (4) the character and financial condition
of the company; and (5) comparison of the
employee’s salary with those paid by similar
companies for similar services. No single fac-
tor controls. These factors should be exam-
ined from the perspective of an independent
investor. See 85 F.3d at 954-955; Dexsil
Corp. v. Commissioner, 147 F.3d 96, 100 (2d
Cir. 1998), vacating and remanding T.C.
Memo 1995-135.

The Tax Court opinion analyzed each of these fac-
tors, noting whether the factor favored the IRS or
the taxpayer.

The Tax Court upheld an accuracy related penalty for
substantial understatement under 86662 in 1993 and
1994, but did not uphold the penalty for 1995. In
1993 and 1994, the taxpayer did not rely on expert
advice to arrive at a reasonable salary, but they did
in 1995. In addition, the Tax Court noted that the
tax returns omitted the “percent of time devoted to
business” disclosure for the officers for each of the
three years and the Court considered the lack of dis-
closure “significant”.
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