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historic book may have numerous typos and missing text. Purchasers can download a free scanned copy of the
original book (without typos) from the publisher. Not indexed. Not illustrated. 1998 Excerpt: . . . of responsibility.
The complexities of your business. The amount of time required. The general cost of living in the locality. The
ability and achievements of the individual employee performing the service. The pay compared with the
amount of gross and net income of the business, as well as with distributions to shareholders, if the business is a
corporation. Your policy regarding pay for all of your employees. The history of pay for each employee.
Individual salaries. You must base the test of whether a salary is reasonable on each individuals salary and the
service performed, not on the total salaries paid to all officers or all employees. For example, even if the total
amount you pay to your officers is reasonable, you cannot deduct an individual officers entire salary if it is not
reasonable based on the items listed above. Test 3--For services performed. You must be able to prove the
payment was made for services actually performed. Test 4--Paid or incurred. You must have actually made the
payment or incurred the expense in the tax year. If you use the cash method of accounting, deduct the salary or
wages paid to an employee in the year you pay it to the employee. If you use an accrual method of accounting,
deduct your expense for the salary or wage when you establish your obligation to make the payment, when you
can determine the amount of the obligation with reasonable certainty, and when economic performance
occurs. Economic performance generally occurs as an...
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