B. Recommendations Relating to Corporate Tax Issues

1. Curtail duplication of losses

General rule preventing duplication of losses'®

A single economic loss should not be deducted more than once. The Joint Commitiee
staff recommends limiting a corporation’s basis in property acquired in a tax-free transfer (or
reorganization) to its fair market value. Alternatively, the Joint Committee staff recommends
expanding the sec. 358(h) basis reduction rule.

Specific rule preventing duplication of losses relating to real estate mortgage investment
conduit residual interests’

Under the statutory rules regarding the taxation of a real estate mortgage investment
conduit (“REMIC”), generally phantom income is allocated to REMIC residual interest holders.
The phantom income allocation inevitably creates built-in losses to the holders of the REMIC
residual interests, thus making such interests a natural component for transactions designed to
duplicate a single economic loss. As such, the Joint Committee staff recommends that either a
corporation’s basis in REMIC residual interests acquired in a tax-free transfer (or reorganization)
be limited to its fair market value or that a transferor’s basis in the stock received in exchange for
REMIC residual interests be limited to the fair market vatue of the REMIC residual interests.

2. Strengthen rules preventing acquisitions made to evade or avoid Federal income tax'?

Section 269 disallows certain tax benefits if a taxpayer acquires direct or indirect control
of a corporation for the principal purpose of Federal income tax evasion or avoidance. The Joint
Committee staff recommends expanding section 269 to apply to acquisitions of equity interests
in a corporation, without regard to whether such interests provide to the acquirer control of the
corporation, if the principal purpose of the acquisition is the evasion or avoidance of Federal
income tax.

The Joint Committee staff also recommends expanding section 269 to disallow tax
benefits that can be obtained through either controlling or non-controlling interests in a
corporation, if the principal purpose of the transaction in which the benefits are acquired is the
evasion or avoidance of Federal income tax.

' Further discussion of this recommendation is provided in the descriptions of the
transactions known as Project Tanya and Project Valor in Part Three of this Report.

' Further discussion of this recommendation is provided in the descriptions of the
transactions known as Project Steele and Project Cochise in Part Three of this Report.

12 Further discussion of this recommendation is provided in the description of the
transaction known as Project Cochise in Part Three of this Report.
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3. Strengthen the extraordinary dividend rules’

The extraordinary dividend rules were amended in 1997 to prevent a corporate
shareholder from structuring a redemption transaction with a related party to take advantage of
the dividends received deduction. The Joint Committee staff recommends that the extraordinary
dividend rules should be further strengthened.

4. Provide guidance on the replication of earnings and profits in a consolidated group™*

A distribution is treated as a dividend to the extent of a corporation’s earnings and profits.
The Joint Committee staff believes that guidance is needed to address situations in which a
consolidated group attempts to create or replicate earnings and profits in a manner inconsistent
with the purpose of the consolidated return rules.

" Further discussion of this recommendation is provided in the description of the
transaction known as Project Teresa in Part Three of this Report.

1% Further discussion of this recommendation is provided in the description of the
transaction known as Project Teresa in Part Three of this Report.
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