Question #7

How Can I Avoid an IRS
Hassle Over My Salary?

by Murphy Janes

(4 ‘D ear Mr. or Ms. Entreprencur:
Don't pay yourself too
much in salary, or you may have the
IRS breathing down your neck.”
These are the words of New York at-
torney Arthur H, Rosenbloom, presi-
dent of Multinational Management
Group, whose specialty is defending
clients the Internal Revenue Service
has hauled into tax court because
(the IRS says) they are being
overcompensated.

Hey, wait a minute. Can't the en-
trepreneur enjoy the fruits of his or
her labor? What about the inventor of
the newest high-tech computer chip,
or the CEO who worked for years for
peanuis - . . how do they get their
just rewards?

Rosenbloom answered such ques:
tions recently when Entrefrirenenr
interviewed him just hours before he
hopped a jet out of New York's JFK
Airport for a two-week vacation in
1srael.

Entréprrenenr: Mr. Rosenbloom,
give us a litle background about
yourscll.

Rosenbloom: I'm an anorney and
investment banker. Im the co-author
of Federal Tax Valuatton Digest and

a lecturer at the Wharton School on
the subject of mergers and acqui-
sitions. I'm also a specialist in com-
pensation cases and have recently
published an article in Taxes Maga-
zine, “How to Prove Up an Unrea-
sonable Compensation Casc: Meth-
ods by Which to Determine
Reasonableness.™

Entrefrrenenr: What do you do in
the area of compensation?

Rosenbloom: | deal with both
closely held and public corporations
that have been challenged by the IRS
because one or more persons have
taken out of the till what the IRS con-
siders to be an unreasonable amount
of money in salary. The IRS' point of
view usually is that the company
should have been paying that exec a
“reasonable™ salary plus dividends
which arc taxable at the sharehold-
er’s level. Most of the time 1 enter the
picture after the IRS has already chal-
lenged a company. Only in a lew
cases do | come in as a consultant be-
Sorea company gets in trouble.

Entreppreneur: Can you cite some
other pitfalls in drawing too much
salary?

Arthur H. Rosenbloom

Rosenbloom: Oh, sure, There wias a
case in the news recently where the
shareholders of a public corporation
sucd the company because they
thought the CEO was drawing a sal-
ary all out of proportion to industry
standards and that company’s recent
performance. Also, companics pay-
ing very high salaries and little or no
dividends are vulncrable.

Entreprenenr: Can you give us an
example of a case that you are work-
ing on right now?

Rosenbloom: My firm is currently
wuorking on the largest compensation
case in history. The situation is this:
One of the principals of a small and
obviously very successful business
took out 33 million in salary last
year. The IRS challenged that.

Entrepreneur: What defense will be
put before the 1RS?
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