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G, FEIEOSF LT HOEEOFE ELERBICEAL, »o, UHHEH
FREREH O YGET OB GIRIRLINASHE T 5, (THEE)] LT, Wb
L HOHEEEARGEBEL TV b,

CNE2TT, FEBERITS 164 & (FhEEEEGS o e iEs) 3, kil
B 57 S 1 THICHE T 5 [BATED RN 122w T, OFBHEEELL DY
BIHEE LI, B OME R oRMORE (54 164 O—), @Z DHEFEIEF
T MO ADTLIAE 2T B 45 5- O IR I N2 O T3 & [FFE D H3E T2 OB H D,
T2 b DOIHERT 2 EDVLIE 2T K5OI (4 164 D), @F OFEDOFEE L
OB DN 2 OYEE ORI (34 164 D=) Z2BEL T b,

ZITIE, HFEPHEZFOBRKICEL I MGIEEIC LI L EMIT L2012, EiLo
LX) RHIRERTTHDDTHLH, TOB, Frfbidhs v LA BUEIEIT & CIE
O [FHE, B 223 FEERICTOTVSLIEICEELLZV, 20X ) ISHHIiZZ%
GEREIT 2 MOFEOHBRHEZ ZRICANIBMIEILROZ LD L) IZEbR
%, BABBEICEZO L) BHEE RV, bok b, BABIEM K 2THIE 5] &
LTBY, FURIIETHLLALILHTEL, TOMIE, Hikd 2 KEHEFITIELY
FIFoN T EETHH 5,
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O PN SR E e INV AN DR ADS LT 20T B e G- DR
@HZEME N DT BG5OSR IR LA DS OG5 O SHEIRN

F 72, PRI LRERITS T, BENORFEOMM R BOMWE, 0%k
RADIEED I DN TV ED5, ThUL, HOFERLEEHRG ORI [FHEICEHELHEH]
LTWAHRIENEREINTWEZLEORMTIE WAL Ebhs, 72720, HEABLE
A, WBAEZER L TV B EERRE C BI#TIE, BB~ O R0 W R W# ok
H, COWB~OFHRBEOBEL EEINT VL LHET L ENTER TR,
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4. FEIIAEEIC X 5

WA, AR 34 LOBMED, RHROBL L LEBY, HEETICBIT S LAk
RNz 2 R OF TADIZH 5 L§hUE, EOREOK BRGNS R0
B0 E V) RUICHOLEFELREZ LIRS,

ZIT, WEROFRTH Y, »oMEE R0, BEBZEIKRETLIHLILHETH
o DWAHHREFHIBNSOBERS IS, HEAREME VI BRERATAZET, [K
N7z BRG] 2479 TENTEDZ L VI BENED V2. BIZIE, HIROBIRICH
5 [P Er ], TR RIS L 2 TH 20805, THEER B O & Fivki &
O], TRUHEHOMEME] 2l vo2BHRIE, BR300 LToMEY A
LB TH 200 E» ZFFE 20 LEBIRICHII T 2482 2 ) 5250 Tld %
D59

ZNTh, REORNE S ALy MHHIIT 2 2 & HRDRO CTRAE O W 7 58 T
HHLLEDOHE{LHVEETHAH. 22T, IVREBMZFEEHBEZO—HIE L
T, BIZIE THOEAMRER Pt/ stk xse b/ acar) x g4 =M%
DEOMM AR TR 0E» L) X9 LREBINIEEIC X 2B 17V 525 D TldZh
A9 (k4% PERSPECTIVE of A HYPOTHETICAL INDEPENDENT INVESTOR : fifi v/ %%
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KRETIR &) FEMZ R L S o C, REGS OMIBFTEBE EOYERTREE A%
WEINTVD, AEOEABE: FOBERE AW GG LA KREZBWTHEER
B oPERWREES LIE LIS N E S b,

C TR, KRENIBITZ&ERG PR RIEZ HIM§ 2 S ZLICH L0090 L W
I RICHHLEEE 2V, KREIZBIT2EEGGOWETIE, EAEOFEABELRIZ
TERIFE % SQBICE W ERm O ER SN TVwA L) THE00BELR S,

2. Internal Revenue Code (WEIAM) K O Treasury Department Regu-
lations (J#544 #HI)

KREREFAI GBI L, B E LT, $ES0RTICRS [EFHPOLE] 2f%E (the
ordinary and necessary expenses paid) (Z#EFR &5 Z EAEHIE STV E Y, §H5A,
T ZUTiE, FEBRICRME SN AR T 2SS E I N0 TH HA5, FEEC [a
reasonable allowance | &\ ) GHIPEILIENZZIF LN TVWL I LITHABIRETH A9,

KEWMFA B 1.162-7 1, EREICAD X912, [HFErOLE] L v B2 Fi
ELT, FESOBRITIIY 2o THHDONI2H 5 WIEFE LR B IR SNWGE L 2 &
REAMICBEL TS Yo 22Tk, OF ML QBRI T 2 FEBEOMPE 7 LI
HENEHEIN TV, COFHET AN (D) EBBIHT 227 A b (@)
D207 A MAHIEHEEL LTERSR L) 2,

B, Vb zkEN SRR 5 BEMGE LT, IRCI62 5 Tld, O%H
ST D 2 WAL OPERR A R, @BSHIEANICBWTIE, BNz 5 I s o ] gtk
BHoHILEAHRE LT, il oltifiiobc, ZoAMEEZARL L) T4
BEBRENTLILENTE D, Thbb, #55% LI BT & 5 A
DOEAIE O LOW RSN D 5 L, Fetkids & B2 A5 256121, 65
BRI & v &0, HRAGEERO—HOMEE AT LRSS L L vz X,

CD X912, regulation & LMY, KREMFFIHEL LOZEHES ORR N IZBW
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Ty, F—F—REICBITLEEMG OGRS ESEE SNTWDE Z LR E T
5o

TAEOBEABLE 34 5 1 H 2 B3RS 2 HET 2 Y, LT, kHE
AR 1.162-7 (b)2)i%, FKAEDOEABLILEDZE 2 J7 & IERIIZFERT, SR
5. (contingent compensation) (2 DWW TIIFERABRINGL DD, v o TREH
REEHAOWREITE LTI T D DIFTH v,

SHEOFGHEIT — 2 AL Y AL HMDPEF SN TS, Thbb, M 4%
BHIPGNZ B THERESINLTH A ) MMliOFE L HEGEE LT, ZOSEZUEZH
Wid 5w ) HilAaTHL Y,

FEBTKEE & LTI N2 ORI NG5 G013, il 4 D — 2 DKM
179 %0 FRIC, %A & OBEMRELZE T 2561213, BRESOXHRYL & L
THhRbNBZLIZb % b, HHVIE, TNUVAEEOREE L TOMEERT S LABE
ENBHTLELHVFHLED. TOAY L, EAHAENIB 2 EABLERL I HBLE Lo R
LEKEOLDTHL Y,

BHEOEABEZ, SHECBIT 2 RE L 22T, PR 18 EEBHIGIEICB VT,
BREEGLETHRERGELTIHbONE Z & 3N2h, KEMBABRI 1.162-9 13,
HE5OWNZPNED TS 1Y,

T, BEREOBMYZIPES L LTHEINIGEIIBVTY, Rit3h:
BBREEE OMOEHOEHUENIRDONLEZ LI b, Tabb, GHNLHRS O
PZHR WY, 205EGEERINEL IR D, 2B, BSOS BLEIC
Lo TIFbNEDEPIEAREMICIEEE L STV RV,

3. AT O
BEOKHFITIE, FENREERGOHEICYz-T, WO ME IS
T&7

(1) The traditional multi-factor tests

a) FOOS v. COMMISSIONER '”

FOOS v. COMMISSIONER - Tid, WTFD L) %21 D7 727 % —THEMLHE
WHARESNDERETH D EHRINT WD,
1 Employee’s qualifications and training. (%8 O®&H & #ulitt)
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Nature, extent, and scope of his duties, (tEFHDOME, WE, #HipH)

Responsibilities and hours involved. (ZfL, BJ5-FE)

Size and complexity of the business, (2B OHEMEN:)

Results of the employee’s efforts. (%710 5)

Prevailing rates for comparable employees in comparable business. (See section 1.162
-7 (b)3), Income Tax Regs.) (HH¥EE DHIR)

Scarcity of other qualified employees. (1> #HEHESE H DA L)

Ratio of compensation to gross and net income ( before salaries and Federal income
tax) of the business. (&, MRS © 2 WA OH &)

Salary policy of the employer to its other employees. (#§45-3#67581)

Amount of compensation paid to the employee in prior years. (GE4FEE SR OREH)
Employee’s responsibility for employer’s inception and/or success. (M B
HkFE B3 5 % H O FAR)

Time of year the compensation was determined. Gy EK:I)

Whether compensation was set by corporate directors. (Bf#&EEIC X AIETH 5
D)

Correlation between the stockholder-employees’ compensation and his stockhold-
ings. (FRE:1% B DM & FEpkE & DBILR)

Corporate dividend history. (ft4%8 D #EHE)

Contingent compensation formulas agreed on prior to the rendition of services
and based upon a free bargain between the employer and employee. (See section
1.162-7 (b)(2), Income Tax Regs.) (FHIDOIFHERIZIF 5 HHZZHO T T O 55 e i HimH s
FEHIH)

Under-compensation in prior years. GBFEEEIZB T 5 BFELLT O REH)

Compensation paid in accordance with a plan which has been consistently
followed. (R IZEH &% FHENC & 2 i)

Prevailing economic conditions. (#%#IRE)

Whether payments were meant as an inducement to remain with the employer. (J&
HA Y274 7THHE LT DbNIS O TH 2 01 ))

Examination of the financial condition of the company after payment of compen-

sation. CHEMSZILEEIZ BT B &tk o M BORIE O AL
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b) RUTTER v. COMMISSIONER"

RUTTER v. COMMISSIONER Z f T 13, MAYSON MFG. v. COMMISSIONER" %

P ECHRSNAEBTOIO0 777 y— 2 ML, S5, ££75 (a
pension or profit sharing plan) 5 % & AT 2 THE X7z, HOBEH~ORE %
BLUTDIDDT7 775 —3L L OFPNIBVTHIHI T,

CHONCNG

Q@ @

c)

The employee’s qualifications, (% ED#ES)

The nature, extent and scope of the employee’'s work, ({LFFEDEE, W%, #EpH)
The size and complexities of the business. (B K OHHEME:)

A comparison of salaries paid with the gross income and the net income. (¥fif%
SH ORI EHIS S O 2 B O F &)

The prevailing general economic conditions, (REHFIRIM)

Comparison of salaries with distributions to stockholders, (F2&43Hd & i & o Heik)
The prevailing rates of compensation for comparable positions in comparable
concerns, CFLEE:AIC BT 2 WA L o LK)

The salary policy of the taxpayer as to all employees. (i&-5-37#8J74t)

In the case of small corporations with a limited number of officers the amount
of compensation paid to the particular employee in previous years, (/M3

BWTIE, #Eok B RNEE)

EDWIN'S, INC,, v. UNITED STATES %’

EDWIN'S, INC, v. UNITED STATES H}CTid, kD 7207 727 5 —%KfEL LT
FH LB RMMEDRE SN TV 2,

ONCONCHCONCONG)

S

The type and extent of the services rendered. (B&EHMkFENH & #EpH)

The scarcity of qualified employees. GEAZHEZEH DA LIRI)

The qualifications and prior earning capacity of the employee. (8 ®#EI KOG HE)
The contributions of the employee to the business venture, (> F ¥ —~OEHHE)
The net earnings of the taxpayer. (23 D#tiFI%)

The prevailing compensation paid to employees with comparable jobs. (GBI
BT 2 H )

The peculiar characteristics of the taxpayer's business. (FZIZ[FEA DO4HE)
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d) ELLIOTTS, INC, v. COMMISSIONER 2

ELLIOTTS, INC, v. COMMISSIONER i/} Cl&, IRD52D7 77 ¥ —%HHfEL LT,
B 2 BRI D EE S TW» b,
Employee’s role in the company. (i AIZ81F % )
Salaries paid in similar companies for similar services, (H¥E:AIZB1T 5 HiH)
Character and condition of the company. (A D%
Conflict of interest between the corporation and the employee. (FIZEH L DKL)

SNCHECECONG)

Salaries paid to other employees in the corporation. (D HE3E B D#5-5- AR

(2) PERSPECTIVE of A HYPOTHETICAL INDEPENDENT INVESTOR (M3 # &%
HLHE)

HSH R BRS oH WdL# X LT, EXACTO SPRING CORPORATION v.
COMMISSIONER # 1%, M ERIE#EZ IR L7,

COHEMTIE, SHOKBERERETEOMRE, A LEEOTHICRZL2T, W
FETA & & W LA ) 72 BT, MR R E L COMETTAHIL, g
LRONDLTHSH)MEELFUL, WMEEHE L0 H TR EIRIN % 3> 72812
WA EDHRETH LD Z A TVBIITTHDEDHIRICTD, Lz >T, &
BB O T T, BRERE L COMENAR, BKEEOT) RERIC S
) EHU EOSEOTINITbREVWEEZ NS, SORMPSTIUE, BAERERN
TR L 72 RS DL LR E2 B 72 2 MBLEDRA L0 2 06500, HOBEARREZ
RCHBTHIENTELLVIBDTH 5,

WEROE I R L BOBERERAMET 2 LD b, BiERIEEIMETHY,
BN EETH D L SN TV D,

72720, COREOEBENDA VT ) r—a VIZOWTIEREXZET L L)1
b b, \FZL, A &kEE 0L ) A % ANE O P4 ERBEH EE O 4R 12 St
WCRHHLALZ LA TEL00E W) BEBOGHTTIET 255 Th 5. AR OHBLEAE
RiE, ¥ TRIEAEANBEREICL S, BATEICB W TS, FlRIE, FraBi: 92 4 (i
MPERR) RPBABLE 23 4 (ZMM L EDOREAHA) HREERIMCT S L, KL LT,
ENBEHHENZEZZ T ZRAL TV BN EHD, HTALREDOSEEE VI W
DIFENETEH 2B S5 U5 KEW R EABLE IHEN WD LV Th L,
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4. /N

K EI E % A R0 )% OF regulation O A TlE, SH & BHM O IZ OV TIFHT L
LTIV E 25, I E CHETIZH BRI VR STHIREEl TS 2 A LT
&7 ol d, WHNI LD EBY, FHOLEOLER % HHEL T 2 HIBFHLA %R
LCEHOD, ZOEFHOFEENZ LD L) ICHRTREP L WHIEHIRIT, 72,
WO THMELZHAMZETL2HDTHAI 0D, FHMEICIRITFLEHHINTE

Z D%, EXACTO HlEAR L2 MV HEREENHETH L L M6, HHE
NTWwa, bold, MEEIOVWTHEOPHPEBINTEY ¥, ey
DIBBREZHAEICBVTHHBELTVDE E V) OPERGHE LTIZIEL WX 9 I’
bbb,

721l FRICE-T, HERGOBIEEZEETHICN2-T, TAEID L LY
AW AN 7= VERALTWAEZ LW SN TH D, ADOEMER, HEAD
LIZORERRHEHRERIZTLIHDOTHY), HEOREAMOEGVDBFEIZL>TK
EL BB SoTVBRETTHD, LI BRI LEEZHR L THICAHYEZ AT 2 E5 L
BEMG2RET S, RV KREO L) flie DX 7V~ — IV E2FEBYIZTEH T 5
EDRRVDTIE LD D

AFNCBW T, AHYICEE LB G1ER 2 HIR R IC DWW T, AROHH
R OARER R B G, WO N ERET 253> 72 LCo#mz A L7,
LA L7725, MBEICBY 2 MR ZERTL2AER2STRIEY, 2023,
AR 34 S 2 HIE [HEH] O#HEZZT72b02RALCHETH L6, k]
U2 RA L2 LT T, BEEEEMG IR Y2 5 R/IAEL S
bOLEZDLRETHD, L7zh->T, HTABLE M &2 HIZW ) AHUMEZH L 500
FELT, METHEHZELUEDSOPICEHEE SR L W) BV TOMRGEA 512
Hm SN TIER S WEEZ TV, REFREHBH P ORI E B P B
W, ZORUIZOWT T Gk EH S ko 7288, ThEEBEXEGS 0w
WCBWTREREINRETH D, ABEM L 1HOBERMS, HlAIE FMEHDE
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1) SFEHBZIBEICEASNLEEGGOHMEZIER L2 LSS (534 O#E, B
A5, Abv oo ﬂ"f/ ay (BEEM020), MHAFRBEHEOMTAGES IHEHAL
ooz (k34 O—N) ) (& [RBLE (58 23 M0] 398 B (BASCE 2019)),

2) HPIFERE LT, FAlE—RR - P29 8135 104 H (1984) H S,

3) HBIEFRE LT, @JIDFE - BilF 106 5 103 B (2002), KARME - Dk ABRG R EZH G (B
MR 194 B (2004), 7R - LWL T RUE RL S 4R 221 O (1999) 7% LB,

4) ETEHIZE, THBEZBERH (Eingriffsnorm) Th V), HEMEEROEE TR 1EH
KAb, ZOMPRITEHIE L TXHMRIC L Z2RETH Y, 720 (RN EIHERER 2175
JrEFsnsw] EE3NE (T - miEEED 123H), TOFEZHHPMBEOMRICEIT % E
BHRFLETHDLMEINTELIATHY, FHEEHEEDIZEZ TR eV bbb,
DX HITRERHIIONT ifﬁ‘ﬁ%&ﬁi@%ﬂ%}“%fiéﬂé AR D=\ ’Ow’Cbi, S e I
O ZBEHEIFRDEEL SN TV L EBMWTH L L) 1clbns (HEE - HBHIEIE®E (256 i)
298, F72, TORICOE, WHILZ [JRAEE £5&] EEEI— e = 4&1[31:‘ S ERUIEE (D))
9H (FZEH2010) L %22MW), ZLC, ZOLI) R UHMPRICOE, KEFHEAN 48411 A
16 HE /g (REE27 %10 % 1333 H) &, [HHBLE 73 %%0) 7% 3 FIIEAMELRE
THEIBITAABEOHIFIIOVTETIERB L TREFEZEDZ D DOTH Y, MBLEOBE
FAZYIHREHTREDDOTE LA, BEHRIZL 2 ABEOIFIZOVTIEIINEHE
HHEHTREDDOTIE ARV EHRL TS, lHE [V F v —HMBEMHRAM] 6 5 (A
XE2015) B,

5) & - Wi 1) 398 Ho

6) &7F - HiiEiE1 398 Ho

7) MBLEICB B HWGmNEIICO W, 4 - i 4) 59 BESH,

8) 7272L. HWHMMMHIZIZHY 2 2HESIPLETH-T, WhiE, I TIE, EABEM &
2 HOSCHFER 2 BEHF 5 2 720 O BRI B 3 & LCoORS 1 HICHKR S HWEWRRZ2 D0 Th %,
L7228 TC, AR 34 1 HoOBM 2 e WRY, [ 2 HOARYERERICITW Y 2w
DTHbo I, ZORNOIREEZ L WRAER SN S &3, —F S ISARFREUET
eV LA REERNIEE) THo 2L BV 2D TH 5 —HLBE R FHGRAEH S /-5
BITHHLDZLY BHRNLVDTIELEDS I D

9) 41 - AidBYE 1) 398 Ho HRTHWEIAFD 46 4E 6 H 29 H¥g (17452256 %5 885 H), f#iliEHb
FFRC 6 4: 6 H 15 HHPe (GRH 41 % 9 5 2460 H) b B,

10) IRC162
(a) In general
There shall be allowed as a deduction all the ordinary and necessary expenses paid or
incurred during the taxable year in carrying on any trade or business, including —

(1) a reasonable allowance for salaries or other compensation for personal services actually
rendered.

11) § 1.162-7 Compensation for personal services.

(a) There may be included among the ordinary and necessary expenses paid or incurred in
carrying on any trade or business a reasonable allowance for salaries or other compensation

for personal services actually rendered. The test of deductibility in the case of compensation
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payments is whether they are reasonable and are in fact payments purely for services.

12) (b) The test set forth in paragraph (a) of this section and its practical application may be

further stated and illustrated as follows:
(1) Any amount paid in the form of compensation, but not in fact as the purchase price of
services, is not deductible. An ostensible salary paid by a corporation may be a distribution of
a dividend on stock. This is likely to occur in the case of a corporation having few
shareholders, practically all of whom draw salaries. If in such a case the salaries are in excess
of those ordinarily paid for similar services and the excessive payments correspond or bear a
close relationship to the stockholdings of the officers or employees, it would seem likely that
the salaries are not paid wholly for services rendered, but that the excessive payments are a
distribution of earnings upon the stock. An ostensible salary may be in part payment for
property. This may occur, for example, where a partnership sells out to a corporation, the
former partners agreeing to continue in the service of the corporation. In such a case it may
be found that the salaries of the former partners are not merely for services, but in part
constitute payment for the transfer of their business,

13) (2) The form or method of fixing compensation is not decisive as to deductibility. While any
form of contingent compensation invites scrutiny as a possible distribution of earnings of the
enterprise, it does not follow that payments on a contingent basis are to be treated
fundamentally on any basis different from that applying to compensation at a flat rate.
Generally speaking, if contingent compensation is paid pursuant to a free bargain between the
employer and the individual made before the services are rendered, not influenced by any
consideration on the part of the employer other than that of securing on fair and advantageous
terms the services of the individual, it should be allowed as a deduction even though in the
actual working out of the contract it may prove to be greater than the amount which would
ordinarily be paid.

14) (3) In any event the allowance for the compensation paid may not exceed what is reasonable
under all the circumstances. It is, in general, just to assume that reasonable and true
compensation is only such amount as would ordinarily be paid for like services by like
enterprises under like circumstances. The circumstances to be taken into consideration are
those existing at the date when the contract for services was made, not those existing at the
date when the contract is questioned.

15) § 1.162-8 Treatment of excessive compensation.

The income tax liability of the recipient in respect of an amount ostensibly paid to him as
compensation, but not allowed to be deducted as such by the payor, will depend upon the
circumstances of each case. Thus, in the case of excessive payments by corporations, if such
payments correspond or bear a close relationship to stockholdings, and are found to be a
distribution of earnings or profits, the excessive payments will be treated as a dividend. If such
payments constitute payment for property, they should be treated by the payor as a capital
expenditure and by the recipient as part of the purchase price. In the absence of evidence to
justify other treatment, excessive payments for salaries or other compensation for personal
services will be included in gross income of the recipient.

16) § 1.162-9 Bonuses to employees.

Bonuses to employees will constitute allowable deductions from gross income when such
payments are made in good faith and as additional compensation for the services actually
rendered by the employees, provided such payments, when added to the stipulated salaries, do

not exceed a reasonable compensation for the services rendered. It is immaterial whether such
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bonuses are paid in cash or in kind or partly in cash and partly in kind. Donations made to
employees and others, which do not have in them the element of compensation or which are
in excess of reasonable compensation for services, are not deductible from gross income.

17) Helen L. Foos v. Commissioner. Courtney F. Foos, Jr. and Constance Foos v. Commissioner.
United States Tax Court4l T.CM. 863 (1981).

18) James H. Rutter and Marie R. Rutter v. Commissioner. J. H. Rutter Rex Manufacturing Co.,
Inc. v. Commissioner. United States Tax Court, 52 T.C.M. 326 (1986).

19) 178 F2d 115 (6th Cir. 1949).

20) EDWIN'S, INC, Plaintiff-Appellee, v. UNITED STATES of America, Defendant-Appellant.
United States Court of Appeals, Seventh Circuit, 501 F.2d 675 (1974).

21) ELLIOTTS, INC, Petitioner-Appellant, v. COMMISSIONER OF INTERNAL REVENUE,
Respondent-Appellee. No. 81-7173.United States Court of Appeals, Ninth Circuit. 716 F.2d 1241.
22) 196 F.3d 833 (7th Cir. 1999). ELLIOTTS, INC, Petitioner-Appellant, v. COMMISSIONER OF
INTERNAL REVENUE, Respondent-Appellee. United States Court of Appeals, Ninth Circuit. 83-

2 USTC P 9610.

23) Heather L. Hathaway, Determining the Deductibility of Executive Compensation: Exacto
Spring Corp. v. Commissioner, 53 Tax Law. 919, 927-28 (2000) &, regulation A%7x 3 43 Bt I #&
WD BERIEE TG-S N 2w EOPH AR EN T WS L, Lawrence R Duthler, The
Independent Investor Test: The Latest Test in the Search for Reasonable Compensation Is
Blurred in the Second Circuit, 45 Wayne L. Rev. 1953, at 1971-73 (2000) ¥, HCO. & ALK D
ANEEWEZRLE VD, T2, HOUEAHLBICHM L 2B 0UHEETH L LIERL 2w (E ]
Harrison & Sons, Inc. v. Commissioner of Internal Revenue, 91 T.CM. 1301, 1304 (2006).)

24) FMBLEOMBIGHICB W TSR E ITEEENZREPEPICOVTE, LT LD RHED—
HEHRTND DI TRV SCEFRDLELOMIGER LOBFHITH L L W) T Ex b, wWhWwb
AT AT R B K 22 4 3 H 2 HEE =/MEEHI g (REE 64 2% 2 75 420 H) % BRITIE,
T LORBBENZOL) BV HA L CE 2 bvninitvwoTthsr (REEHEERE, [
HFROPBIFFRICB T, [RESEHATE, INE T, WICREHRO X5 ISR REZ EH L T
/b TlRARVIIE, EESLETHL | Lt ohsd (k- FBLHEIE®# (5500 31 H) o),

25) FHEF, CHMROAILZRE LV BETIE AL, CHBREEELELOD, BHEILIoT
FHMWEBERD R SNERELEEZ L5, SR LIEHZ <O 2 XIS T 5 R % #F
BTHILICIEHERZ 2,

The Corporate Tax Law does not allow a business to deduct excessive executive salaries as

expenses. This prohibition raises the issue of how “excessive” is to be determined. Specifically,
what criteria are to be used and can individual management strengths of particular individuals
be considered?
The “Zanpa” case addressed such questions. The Tokyo High Court concluded that taking
individual skills into account was improper because any such evaluation would be subjective and
arbitrary. This article examines the pros and cons of the ruling and how it stands in relation to
American court decisions.
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