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The internal revenue Code grants a business venture an opportunity to deduct from its taxable income a “a reasonable allowance for salaries or other compensation for personal services actually rendered. Treas. Reg 1. 162-7(a) based on the “payments purely for services. “At times, the IRS may challenge the deduction meant for a corporate salary and attribute it to a divided.  Just like the Salary, a dividend is taxable to the recipient except that it is not deductible from the company’s taxable income. Therefore, when the firms consider dividend as a salary, the firm can reduce the income tax liability and not increase the income tax of the recipient. 
Firms are always faced with dilemma on compensation payments to the organization’s shareholders and are also executives in determination of whether the executive is paid reasonable for their services rendered in the organization due to their shareholding. The compensation studies play a significant role as to market for the executive services rendered in a bid to determine if the executive is paid deductible compensation or even the non-deductible dividends. 
Menards’ tax bracket was 35 percent as at 1998. The dilemma is the fact that employees that own the shareholding and those not owning shareholding the same companies they are working may opt to consider dividends paid treated as salary to minimize their tax liability. In the cases of Mr. Menard, the company would not deduct the $17.5 million bonus hence end up paid $6.1 million more to the income tax. However, Mr. Menard acquired the bonus as a divided hence the tax liability was treated as 15 percent instead of 35 percent hence saving $3.5 million.  When employees and executive receive dividends in form of salary with an objective of beating the corporate income tax hence making other shareholders in the organization suffer. 
Tax cases reveals that the major ground deployed to disallow the unreasonable compensation is the fact that the employee does not work for the company but only a shareholder. The other factor is conflict of interest among the company executives. 
The company employee benefits are known at the end of the company’s financial year. Majority of the corporations rarely pay dividends instead they retain their earnings for more capital. 
The Menards had paid its CEO more compensation of $17.5 million as a bonus against the principle of reasonable compensation. A competitor company the Home Depot paid its CEO only $2.8 million despite being larger company than menards. Another competitor company the Lowe paid its CEO $6.1 milion. This was because the Menard’s CEO had the all voting rights and would vote for more bonuses. However, it is argued that Menard’s despite being a shareholder was also a manager with the firm hence additional compensation was made for the additional risks. In determination of the compensation awarded to the CEO, it is important to consider other factors such as their participation in running organization. 
A bonus contract is necessary to the shareholder-employee provided that it is executed by an executive that do not have a controlling a shareholder. In the case Menard’s, the CEO should not have awarded himself the bonus contract due to the conflict of interest. It would be unreasonable if such agreement was made by a shareholder with a controlling shareholder. 
