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H EqONOMIC DARWTNISM AND GONFORATE CONTTOI

A fundrmmld pttmbc of r mlrlcl Goonomt lr thrl tunpctltlon cn'

henccr lh w*t ll ctndct cy In lhrt Goonomt, Scncrrto cconomlc

;;il. rnd -srndr thc numbcr ol fob opportunlticl erd Incomc rvtll'

lUic ro'.U mrricl prrtlclprnlr. Slncc lhc mld'nlnrtcnlh cnturT' lhc

-t""irr lorm In'lhc tinltcd Strtcr hr bccn lhc prlrrlpel vchkla

iinluei -f,lcfr brt'.*p crpltl Invcrtmcntr hrvc bccn n'dc 1o crplolt

icw, irpilrl-lntmitw tcchnolo6tcr In rnrnuhcturlnSrnd, rrnon; olher

thtnrr. io c"rl" I trrnrgoilrddn nclrorl lhrl her rlloqnd lhc crplol'

trio"i of nrtunt nrourtir end egrlnrlrurd prcduclr' In Ohlo end Pcnn'

rvlvrnlr, lhc forth ln Pdmrlt-tnetrb, nll trrnrpodedoo rnd cncrtt

ilutd il hevioctrrrrt{ wtthoit thc corpontc lonn to nbcend crpcnd

ifr. n....t w crpllrl, whlch In turn lcd'to thc Srowth In thc clthr end

r lont-tcnn irrtirsc In thc eounflr Scncrl rtanrdlrd ol llvln6'

Thi public corPontlon lt . cilrtult of th? !t.tc In whldr lt lr lncor'
ponrei purrutni lo tht'! llrtulc! 6wcmh6 thc rl8hl lo lttcotTonlc'

ihrcr4hlhc cot?orelc ionn. rhlnholdcrrdclc6rtc rftnl0crnt dir<r"tlon

rnd hftmdc lo mrn Scilcnt io o'?trnlt? lhc Inlcrnrl-effrlrol lh" botl'

nc*, rnd to rnrrlct thc Soodr end rcvtcrr luch buslncrcrcrttlc' Thc

toroontc lotnr pwldcr-r numbct ol dlriln<t bcnclitc lo rhrrtholdcrr:

p?rFtuly ol thi corporetlon frcm 6cnctrtlon lo 6cncrrtin, ' t'P'rtlc
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ldcnilty thrt ttrultr In limltcd lleblllty lor rhtnholdcrr rnd mrnrt?m.nl
so thrt lhcy ert not dlrcctly lieblc lor cech of lhc rtlonl of thc corpo
ration ltscll. rnd cary trenrlcr of rhan owncnhlp.

A conscqucncr ol lhc publlc tredln; ol rhenr In publk corpontlonr
lr thrl slakholdcrr mey nedlly rlter theh Invertmmtr berrd on thclt
enelyrir rnd trpeclrtionr ol lhc rcleHve pmlitebillty of erch burlncrt
lhrt compcler lot lhrrcholdcr c.pltrl, Thc ultlmetc ltrv.rd lo? ?fth
rherrholdcr Inverting In e corpontion lr lhe pcrlodk rtctlpt,oldlvldcndr
prld by lhc cor?oretion rlong wllh rny Incrcerc In rhert velw thrt
nrprtr?nlt crpcctcd incrrescl In thc luturr lmrme rft,?am ol lhc com.
Peny.

Over lhc burlncr cych, lhc prorpcctr rnd proflteblllty of rny ftnn
wlll vrry, .nd ltr rtoch prlcc wlll eccodingly rrllccl rurh fortuncr; In
tum, shrreholdcrr will bc poritlvcly or rdvcrrly rtfc<{cd er thclr pcellh
holdlngr In vrrlout burln€rrl chenge with mtrkct-rherr prlcw, Foreny
numbrr of ordlnery budncrr rtelronr, r prrtlcuhr oompmt or pcnron
witl cxprnd or conhftl ltr burlnor er lt rdlulir lo chengcr In mtrlcl
lrrler for ib goodr rnd rcnlctr, the prcscncr ol conrpctlion In thc
mrrkct In whlch ruch godr rnd rrvlcr rcll, llr own rtst clrnrmrl.nc!
(lebor, crpllrl, end metcrhlrf, end chrn;cr In tcchnolo6T. Econonrlc
elliclcncy lr rrvcd whcn ruch burlncr rcdvlficr o(rn? rl rrmr.lcngth
prlccr. end whcn burlnerr rrrcir rc cdcploycd io thclr molt pmlihblc

Thls procar ol cconomlc ch.ntc, whlch nccrrrerlly lnvolvcr thc prr-
chrsc end rrlc ol mletr owncd by burlncrrcr, or ol thc burlncr*r
themsclvcr, lr gcncrrlly hcrlthy; end ll mry bc rlocd ll rn orgenic
patt ol lhc cconomlc prcr?rt. Howrvcr, lhb lmpcrronrl d*rrlptlon ol
lhc Derrvlnhn protar ol cconornlc compcHtlon und?rllrlrr lhc dnnr,
ll not thc ltrumr, thrl e chrngc In burlncr orncrrhlp G.n trrrtc |or
cuntnt cmployccr, lhclr frmllltr, rnd thclr comrnunltlcr. In tlr rbtlrct
ll would rccm Scncnlly bcncficlel to rllow thc furt dctrlbcd prccGrt io
worl ltrclf out, but whcn lt Involvrr r nrlor crnploycr rnd prorpctlr
ol pbnt clodngs rnd pcrmrncnt fryolb, thlr thcor:rlcd furtlflcetlon lor
compctltlon bcconrcr lcrr rcphblc, end lhc clrumrtrnctr ol chen6er
In corponlc owncrlhlp bccornc. mrtlc? ol publlc poll<y.

Publlc Corrcmr: Ttc lrrcl ol Acqulrltlon Adlrlty rnd ltr
Mollvrtlon

Ttc lsuc of thc dcrlnbllltT ol chrngco In oanr*nhlp rnd control hr
bromc Incrrerln6ly prcnorncrd rs thc prc ol mcqcmnd-rcqulrltlon
ecrlvlty her Inctrercd In thc 19frh. In 1987, bcttcr then t167.5 billlon of
corporrtr rtr.lt chrngtd owncrrhlp er r rtrull ol mcqgcrr, ecquldtionr,
rnd lcvcn6cd buyoutr (LBOrr.r Dy conhul, ,^ 1979, mcrtcnt, rcqulrl-
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Mcr;rr rnd Acqubltlon Adrfty, lJrt-llrn

lrlur nl lfuohr d lcr3rn: lf?l-t?
ll.ttf fojrrr '|rr| ltt ! b ''l

donr,- rnd lcvcngcd b,rpgtr r4ountcd lo onlT f,11.2 blltlon. F4udly
houbllq lo lonc b thc frct thrt lorclgn prillclprtlon her Incrierd
dnmelicrlly ovcl thb nlnr-ycrt ptrlod r wcll: In 1906, 12 Frccnt ol
thc trenrcdonl, meuurrd by vrlur, wcn nrdc by non.U.S..f,rmr rc.
qufrin8 U.5. firmq whUc h lW, B F trnt ol thc trrnuctionr wcn
medc by'non U.S. firmr rcauiriq U.5. firmr.r

Figun l0,l dlrplryr nttnt nrcrpn rnd rcqulrltlonr ftronr t9fll
throu;h l9O. Uring l.lVl tt thc b.rc t .t, rrrc rG? thrt mcr3cr r<tlvlty
Incrrercd flvcfold In th$ nlnc.ttrr prrlod; GNP bt contrrlt dld nol
quilc dorblc. ln 19E6, lhc pcrl ycrr lor ncqcr.rnd.xquldtion rc{vity,
btttcr lhrn t2(X billlon In urct chrngcd hrndr, or l.6l of GNP. Schcrcr
(19?01 ob*ncd lhrcc trrlht nnrgcr-end.rcquidtbn w.v:r In thc U.S.
indurtdd Gsonomt: lEET-lqf, plGl9l9, rnd l9{t-190; lt lr cvldcnt
lhrl wc rc upcrlcrrlng r lourth rrvr ol mcrgcr rcdvlty ln thc mld-
l9flrr.

Ebcwhcn ln thlr volurnc apcrlr dbcurr thc roclel dcrlnUllty ol ruch
widcrprced chen;cr In corporlt owncrrhip rnd aonhol. Whcthcr rhrrc-
holdcr rnd rocictel wcelth rrc mhrnccd by ruch tnnocdonr lr rlso rn
lmportenl m.ll.?. Hcrr I rhrll <onccnhrlc on lhc more tcchnkrl bul
nonclhclco lmportrnt gucttlon of whcthcr ruch mcrgcr.rnd.rcquirition
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rtiviry rrt|0clelly rsultr lrcm provblonl In our fcdcnt tu lrwr. tn
Plficuhr I rhrll cHmlnc lhc qucrtlon of whclhcr lhc tntcmrt Rcvcnuc
Codc unwittingly (r1d wittinglyf providcr inccntivcr for ruth chrngcr
In-corpor.tG owncnhip end control by cncounglng ptofi|ebh llrmr-lo
lakc ovcr unprofitrblc firmr In ordcr ro rcqulrc th- irvorrblc r'rrbi.
bulet ol thc trrgcl corporetion.

The rnlwcr to lhlr rpprrcntly dmplc quotloo Involvcr crrmlnlng
romc ol lhc motl conrplcr pertl ol thc U.S. 0rr ryrlcm. Morrovcr, thi
.nrrv.r lo thc qucrtion het chrngcd wlth thc Tri Rclorm Act ol t906,
whkh rought to rubctentlelly rcducc, ll not cllminetc, wh.t h.d bccomc
"tr-rfficking'[ -q9r.^t! trr locrcr rnd unurcd lrr trtdltr, rnd roughl
to llmil e numbcr of lndlrccf hlcovcr rtntcglcr For crrmplc, lt h olicn
conicclur,rd lh.t romc lelcovcr .lt"mptr rc motlvetcd Ly thc crcor
$rctr ol lhc ler6cl'r qurliftrd pcnrlon pbn. ln thb dmrmriina., rlth.l
lhc lergct firm or the buycr will rccl to ur. thG Gro?ra.rr.tr lo finrnct
lhc ecguirition or to buy becl rhtcr lrom thc rnrrlct or from tlrc buycr
(rc<ellcd grccnmeilf. Thc complcr mrnner In whlch thc tntcmrl Rcv.
cnuc Codc crrourrgcr tuch ectivitlcr end rccrnt rctlonr by thc Congrrrr
to limll ruch Inccnlivcl .rt lmport.nl .rFGt. lo conrldcr.

My purpoor hcrc lr thur rcvcnllold:

l. lo prorldc r brcl;round on hor rtrporrtlonr rrrl thclr potbn fulrdr trr
3cncrrllT orgrnlrtd rnd eltc<lcd bt lha Int.rn l lcrcnlrCodcr

2, To d&<urr lhc hblodcel lu-pbnnlng mclhodr b7 rhkh corpontlqu hrrr
bctn eblc lo hrrcn llrclr ler burdcn rnrl lh.l ol thet firrholdcr. rrlth
prrtlorhr rllcnllon lo lh. lmF lrnc? of l|r Grlrrr, Ulfirir lloctdn i

t. To dirurl th: mc<hrnkr of mcqcrr rnd r<qublthnr rl thcy n rflcrtcd b7
lhc lsdcrd Inlcmel Rcvcnuc Codr;

L To undcncon how ncl opcnling loo. unurcd lnrrtrrnt lrr ld hrdgtr
hr cr?dllr. lhr dcductlblllty of Inl.nrt tolh. rnd lh. br{r.mpl nrtun ol
quellfid pcnrlon phnr rllcd lhc rlhrctlvcnco ol lhc tr6ct cornprnp rnd.

t. To rppnl* thc vrrlour lrr lnccntlvcr rnd |lr conddcnllonr Ja mc6rrr rnd
rqulritbnr |t lh.t.rlrl po.l-Trr Rclorm Acl of lI5.

llrc rcrdcr rhould bc lonwrmcd thrt ronrc of lhlr dborrrlon b com-
plcr; lt b my hopc thel romc numcrlcd crrmplcr will rlmplify end hclp
crpbln thc lmporlrncc of vedour lcdcnl lu conrldcntionr rt thcy
lmprct on lhc mcrgcr rnd mqulrltlon Prc.tr.

XEY ?NOY|SIONS OFTHE INTERNAL NEVENUG CODE
ATTGCTTNG THE MERGER.ANT}ACQUISMON
DECtStON

Th. ctfccl ol thc Inlcmrl Rcvcnuc Codc on lhc rqubltion-.nd.mcr3cr
decicion crn bc rntlyz€d dlrcctly in lerml ol:
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thet lhc ordlnrry Incomc lr vlcwcd r long.trrm opltil grlnr by thc ler
3yrlcm. Nol only ir 20 pcrtcnl r conridcnbly lowcr lrr rrlc lhen 50
pcrccnl. by crnlully fimin6 thc drtc ol rcrliretion rnd rccciving lhc
procccdr ol lhc relc ovcr llmc er rn Inrlellmcnl lrlc, lhc rhrrcholdrr
could cerily bc in e tu bndct wdl bdow 20 pcrtcnl. lt fiould rlso bc
notcd lhrt il lhc shrrcr rrc not dispo*d ol prior lo dcrlh but nlhcr erc
trrnrmiltcd through .n crlrlG lo thc mrl 3cncnlion, thc b.tit of lhc
rhrrcr will bc "stcppcd-uy'' to mrrlcl vrluc wilhout eny ler consc-
qucnc lo cllhcr lhc crt.tc or lhc bocficiery. Ar r conrcqucncc, lhc
ncrl gcncnllon could lhcn dlrporc ol lhc rhrrcr el merkcl vrluc with
no prnonrl lu whelrocvcr. lt lhtrt wcrc rpprccirtion eltcr rtcclving
lhc bcquct, lhc ler would only bc on thel portion ol lhc epprcclelion
lhel wl rl crpltrl trint t r r.lct.

Thc Gctcnl Urllirlct Doctdnc

0ctwccn l9t5 rnd 1906, rr r rrrull of r U'S. Supcmc Courl dccirion
rnd rubnqucnl retilicetion by lhc Coqror In Scctlonr tll, 1t6, rnd
tt7 ol thc Inlcrnel Rcvcnuc Codc, lhc lmprcl ol lhc rbovr'mcnlioncd
lwo-tlcrd atructu.G ol lhc corporelc rnd Indlvldue! Incomc ler (Crsc ll
wil rubrlrnllrlly mitfirlcd hcrrldn lmporlrnt cir(rrmrlrncct.t Undcr
lhc Gcnrrd lll'lli i.t rulc, lhc dlrtribution by r corporrtion of ccrlein
eppncilcd PloFttt to rhrnholdcn on lhc l\uldrtion ol lhc rppre'
ciricd plopcity rcrultcd In non'rcognltlon (for corporrlc ler purpoself
ol rhc |rin tt lhc corpontc lwcl, rnd l.rl rt only crpllrl t int nl.t .l
thc rhJlcholdGr lcvcl. Thc hlrtory of thc Grrrrf Urdfilia cecc undcrlincr
thc lmpoilenct ol thlr mcdrmllm.

ln lh7, C,cmnl Utitltlcr punhucd 5ll pcrcnt of thc rhrm ol lrlend
Edbon Compeny lor f2,tHt. In l9l!, I prorpcdivc butcr oflclcd lo but
ell of C.cncnl Uriliticr' holdlngr In ldrnd Edhon, whkh lpprcnlly hed
r blr rnerlcl vrluc oJ morc lhrn tl mlllion. ll Crncrrl Udlllicr hed rold
thc rhertr dirtctly ll world hrvc bccn loltcd to ply rignificenl,corPor.lc
lrr on lhc dltfcrincc bctwccn fl milllon end t2.OIl. Inrlcrd, C,cncrel
Utltitlcr ollcnd lo dbtrlbutc thc lrlend Ediron rlal lo ltt th.Ehold.6
wllh thc undcnirnding lhd lhc rhrrcholdcn would ln lurn rll lhclr
rtocl to lhc pmpccdv- buyct Howwcr, lhc rhrnholdcrr wcc undcr
no oblirrtlon lo dl the rhertr undcr lhc lclmr ol thc dirtribution.

C,cnc-ret Udlitio dcclertd r dlvldcnd In rn rmounl cqull lo thc vrlue
ol rhc lrhnd Edlson rlocl lo bc pryeblc In rhrrcr ol thet rlocl. Gcncrrl
Utititlcr dblribulcd thc lrhnd Ediron rhercr, rnd tour dryr lrtcr lhc
rhenholdcn rold lhc lrlrnd Edlron rhrrtr lo thc buycr on lhc lcrmr
prcvlourlt ncl,othtcd ty lhc Gcncnl Utillticr olficcrr' Thc IRS h?ld lh't
it. dirri6uto=n of lhc lrlrnd Edbon rhertr In lhc lmount ol tl milllon
wer e l,rreblc trenncllon to Gcncrrt Urilitlcr' Thc Suprcmc Court hcld
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lhrt lhc dlstrlbudon wl nol lenbh Incomc el thc corporetc hvcl. Ihul,
lhc rhrrtholdcn In lhc Gcncnl Utiliticr crrc rlmply prld long-tcrm
capilal 6rlnr lurt on lhc dillcrcnct bctwccn lhc t2,ffi purch.r. prlo!
lhal thc corporetlon mrdc on thcir bchdl rnd thc ll mllllon thel lhc
chrrcholdcr nrlizcd upon rlc ol thcir shrrcr.r In r numbcr ol rub
rrqucnl rtl.lcd c.tct, lhc Courl gcncnlly uphcld ltr orlghel dcddon
wlth lhc acncnl cllccl lhet lrom l93tl lhrou6h 190!i, no grin rt lhc
corporrtc lcvcl (rnd thur no corporrlc lrr) wrr nd|rcd On corporrt?
diclribulionr ol rpprcchlcd propcrtt lo rhrrcholdco.

In t951, Con6rctt cnrclGd *rtion 3l l(ef of lhc lnlcrnrl RcvcnucCodc.
whkh crscnllelly prcvldcd lhrt r corporetion rtco6prlzcd no 6rln or lott
on r non-liquldetin; dirlrlbution ol propcrty rvilh rctFCt to al. tlo(I.
Section tJ6 wm elso cnrclcd lo prcvidc lor non-rtcognltlon ol Stln or
losr lo r co.por.lion on dlrtributlonr ol propcrty In prrilel or complclc
tiquidetionr. Abo, In thc l95l Acl. Scctlon 317 ol thc codc rtetcd lhrt ll r
corporetion rdoplcd r phn olcomplctc liquidrtion rnd dlrtrlbutcd rll ltr
.ss€lr lo itr rhreholdtn wllhin 12 monlhr, lhcrt wctc m corPorrtchvcl
lu cons.qucnct! of thc 6dn or hoc on thc s.lc of rudl ProF t/.

tn cllcct, lhc Gcmnf Urjritir! Doctrinc, whkh bccrmc codiltcd rnd
rclincd ovcr lhc pcriod of 1935 lhrough 1906. pmvidcd r mclhod ol
rclicving lhc doublc l.r.tlon ol corporrtc lourrc Incomc dcrribcd
rbovc. Equelly bcnclichl, ol courrc, lr lhc hcl lhrl ruch r trrnrfonrrriion
ol corporitc sourct Incomc lo lhc rhereholdcr lcvcl wer lrrcd durin;

thlr padod rl lonE.lcm crpitrl 6rlnr r.lct ?.lhcr lhrn rr ordinerT-ln'

comi; for cHmpl-, comP.G . lu nlG ol 7J pcrccnl ln Cu I wilh r

l.r rrlc of 20 ptrtcnt, whkh b lhc merlmum l.r l.lG on lon;'lcrm

crollrl rrlnr nelbcd by Individuelr In rltc 19flh.
in cttic. lhc Gcrrrrl lflillil Doctrlnc crcrlcd r vrhklc lor lndlvldurlr

lo utilirc lhc corPontr lorm lo .cquirc .tsclt. hold thcm until thcy

epprcclelcd, rhlcid thcm lrom pcrsonrl rirk durinS lhc rpprrcbtion
pchod, rnd lhcn tum ovcr cllcctlvc owncnlrlp rl lhc rhrr:holdcr lcvcl

ior airpo"trton rl lonS'lcrm clPllrl trint lrr t lct. Al ruch, lt ct't'd

rn Inccntlvc lor coqiretlonr io roquirc othcr corporltlonl rrrd lhcn

liouldrtc thcm In. rpGclfic t.rhlon. Altcrnrllvcly, lt ocrtcd lhc lnc.ntlv.

lo'r e corporetlon toiorm rn cntlty wlthin lhc corporetlon lhrl could bc

rp"" 
"lf'Or 

rhrrcholdco t'o rc[rt bn6'lcrm crpitel Srlnr retcr'f

Fcdcrrl Trr lmpllcrtlonr of Dcbt Ycnur Eqslt llnrnclnS

Ar notcd clrlicr, dividcnd peymcnlr rrt peld oul ol ellct'llr lncom''

On ihaothcr hend, Inlcrcrl |.yln.nrt lo bondholdcn rrc peld out ol

U"ior.-r.. lncomc, rnd rn rh bndttt.ry corl ol doln6 burincu'-Slncr

U,fr .qtftf tnd icb| rnr touns?t ol capilel lo- lhc flrrn' lhc rbilit/ lo

auJu.rif,.'.otr ol dqbt crpltel er conlresicd lo thc lnebility of dcductin'
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vl lhc colt of cqultt opltrl Foyldo I porcrful Inctntlw to frvor dct't
flnrnclng. An crenplc wlll mrlc thb rnort clct.t'

Conrldcr t*o corporetlont..ch wllh 31,ffi ol lotrl rurctr rnd c.ch
crpctlcnclnE t2fil opcntln8 InGomc; Corpontlon A b rn tll<qulty cor-
porrtion whllc Corporetlon D b finen<rd hrll by cqulty tnd hdl by dcbt.
Lcl ur rsrumc thrt lhc dcbl rm bonomd.l tl Frtrnt, rnd tiret thc
corpor|t,? t.r ntr b 16 Frcnl. Thc qlcrdon rvc rfuh I'o rnrwcr lr how
charcholdcrr of crch llrn hrr In lcrmr ol lhc rltcr.hr rttum on thclr
qulty.

Trblc 10.2 byr out thc emlyrlr. Thc rll.cqulty 0nn hrr no Intcnrl
qp"nr.r to dcduC p.yr tn gn hr f2fil ol oprntlng lncomg rnd pro-
vldcr rn rlttr.tu rturn lo ltr rhurholdqr ol t0.t pcrcnt (31(F ol ritrr-
lrr lnronc dlvldcd by tl,m of rhrrrholdcr Gqulttr. Thc hrlt+qutty,
hell-dcbt flnrmrd firm, b7 contrrrt, hrr only 3ttl ol tenblc Incomc b7
virtuc ol pry'ng tAO ol In|cnll ?rFr!er, rnd pryr 399.tt In tercr. llr
rlttr.ler rtturn lr ll,il pcrtrlrl (17tr.20 ol tltcr.lu lncome dlvldcd by
1900 ol rhrtrholdcr cqulty). Thur, thc lcwngd (ot Indcbtcdf 0rm pni
vldcs r ntt ol rrturn to rhrnholdcr lhrt b l(t pcfi"nt ;rtrttr thrn thc
nturn of lhc llrm lhrt rrllcr on lurl cquity lor ltl opltrl. To thc crtcnt
lhel r flnn Grh?wr dcbl b nbc rddltlonel ceplld, lt mty bc rhort-
chrnglng ltr rhrnholdcrr.

Altcmatlvcln onc mrt vfcr flrmr thrt rrt not lcvctrgcd u hrtctr
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lor hkwu, rlncc r chrnge In thc composltlon ol thl leqgel,r bjen<ne
rhect crn lmmrdlrtcly bcnctlt thc remalning rhrrcholdcrr. A lcverrgcd
b-nlort (L0Ollr_rtrlly en ecqulsltlon ol en ccononrlcrlly prcflteblc, ,,un-
dcr-lcu6td" firm by rnothcr tirrn 1\t b williry to bui lt on r hl6hl7
lcvcltcd bulr. For-cremplc, ll her hlrtorlcrlly [rcn coinmon F.ctli
for r buyc io eonlrlbutr 2tl perttnt of thc purchrrc prlcc m cqritty tnA
bonow lhc rtmrlnlng dl prrcni thmugh thc lrruimc of rliort.trm
bondr rdlccting thc hl6h de6rcc of rlrk thcsc ro<dlcd lunl bondr rrr
*currd. et bcrt, ?t plcdgcr of the teryct'r futurt pro0tr, rnd typkdlT
pey hl6h retcl ol Int?Rrt. Typlcrlly ruch bondr-rc unrccurci, rni
ectordlngly p.t vlrt high nt?r ol Intcrcrt lo rcnGGl thc hlgh lcvcl of
rish. Thc lrrrtertd Intcr.rt p.ym?ntr ol thc ncw 0rm rrc prU lor Uy
lhc lrrrru<d cerh llow to thc trtjct lhat rcrultr fiom lhc intcrtrt dc-
ductionr th.t Fducc laxablc Incomc.

Sont Inpllcrtlonr ol CorFrrtr lorucr rnd Unutllbcd Ter
C.r{ltt

Whcn r burlnctt'corlr cxctcd ltr rrcclptr, wG ch.nctldta lhe burl.
n?rr .r -"-lodn6 honG/r" rnd, lf thlr clrtrrmllrncr Frrlrlr ov?t rnt
rppnclrblc pcrlod of tlmG, w? would not vlan lhc linn ru bclng prr.
tlorhrly rltrrtlvc lor Invcrlmcnl or r<'quldllon Ftryorar. Horvwcr, lhc
common!.nrc chrnctcrlzrtlon ol lhc ccononlc porltlon ol thc llnn b
oltcn quitc dirtenl from thc rtalltlcr of corpontr hr rnd llnerrhl le
po*lng, rnd thc 0rm Indecd mry bc qultc hcqlthy rl hmt from e 0nrndrl
rcporting pcnpccttvc. ln tum, lt mry bc rn rttrrdlvc trtGovcr h?tcl,

In ordcr to.pprccblc how lhlr mrt comc rboul, lt lr lmporfunl flnl
lo undcrrlend how r corporetc lotr cen bc gpnctrttd lbt tu-rcpordn;
purporcr whllc prolltrmry bc rrportcd fot tlnerrlel-npodng purportr,
Sccond, rc murl undcrrtrnd how ruch lcdtnl lrr rttrlbuter prnltt
ovcr tlmt, end how lhry cnrtc Incrntivcr lor rcquhltlonr.

Cnnmling Fetcnl Ttr Loxt

Two typcr ol dbprrltlcr bchrccn ter.rctountlng md fintnclrt.
ectounting rulo crn 6cncralc ler loorcl:6rnctrt diffccncrr b?trwcn
thcrc nrlcr, rnd rFclfic provlrlonr ol the Intcrnrl Ravrnuc Codc lhat
provldc rpcclel conddcrrtlonl l,o prrtlculer lndurtrlcr. Ey hr thc moct
importrnl trncrd dlflcrcncc bchrcen thc two rulcr Involvcr ihc ncr
urcmcnl ol depcclrtlon. In thc rbttrtct, lt h rpproprlelt lor r butlncr
to dcduct.t r corl ol dolng burlncr thc lorr In vrluc ol mrchlnay rnd
cgulpmcnt lhet rrrultr ftom lhclr ura6c. Sprec llmlhllonr prlwnt I
hirtoricrl dc*rlptlon ol how otrr ler-dcprtcletlon rulcr hrvc cvolvcd;
howcvcr, lhc morl tGnctour dcprtcletlon rllowrmtr rtordcd undcr
lhc E<onomlc Rccovcry Act hlghlight how dlrprntc lrr- rnd flnrnchl-
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rcrountln6rul:lt n b(a!m.. Prlor to l98l, hrprycn wcn dcprtcleting
.p..rmcnl Uy{afn on .vcr.Ec ovcr t2 ycrn,-rhile blnl'buildingi
wcrc dcprrbtcd ovcr {3 ycrrr. Ar r nruit ol lha Eonomlc Rccoveiv
Acl ol t981, uscful llvct rcrr dnrnelkdly rhorlcncd. ln thc crsc of rtjl
p.oF{I ruch er eprdmcnl bulldln;r. thr ter lltc wr rhortncd to 16
ycer. For fluncir!.rcportlry purpoco thc longcr tiinc pcrlod her gcn-
crellt .?mrinc{ In cllccl.

. &rcntlelly,.ar$g- tn hdf lhc dmc pcrlod ecrors whkh on! m.,
dcducl lhc vrluc ol thc rrcrl mcrnr lhil lhc prrrnt vrtuc ol thc dc-
ductionr wlll-lnccrrc acogctrlcdly rhtcc rll dcductiont erc Incrrrring
much crrlhr tbn bclorc. ln tunu ruch crrllcr dcducdonr rduoc 6rosircctiplr end tereblc Incomc, rnd In r rldc rrny of dro,rrnrt.rrrr c?G.lG
grFnrcr In crcrrr ol rcclptr for tu.rcportint purpo,!.., lor crrmplc,
lorscr for t.r purFtcf r conlnrtcd to prcltri np6il:d urlng lhc'de
prcirllon rulo nqglrcd lot 0nrnclel.nporriry piryorcr.,,
- Tht mrllcr ol Smcrour dcpncirtlon dcductionr crtrting rrtificlrl tu
|orrct Dc(om6 norr lnpoilent ln rcquidtlonr lhrt rr: dcbt.fintntcd,
rinac lhc brrc lor olcubtiq drpncbtion dcprndt on thc purhu
ptlc?. lf lhctuycr ptyr r rcry hl6h pdcc lor thc tr6ct firm, lt witl cnfoy
vcry iqr dcprrbllon dcdrrtlom rt thc oolrcl. Urlry dcbt tinencing
wilh brlloon lormr ol dcbl, thc brTrr ctn furlhcr lmrcirc thc epprlcnl
crcco of cotll ov.r 1?vcnu6. whlch wlll crcrlc r rhiclding lrom lrrellon
crrh flow gcncntcd lrcnr othr rcdvithr.

Dcyond lhh gancnl dlllcrrnor In tu. rnd llnrnclel.rcportln6 rulcr,
lhcrt hevr hlrlorbllT bccn e le6c numbcrof rycdfc provlrlonr ol thc
lntcmrl Rcvcnuc Codc lhel rccord prrtkulrr burlncr*t coct dcductionr
lhrl rrc lergcr thrn dlorcd undcr finrndel.rcportlng rulcr. For cHmplc,
rommcrrirl brnlr hrvc bccn hbtodcelly dlowcd to dcduct m bed dcbt
r?!cw6 . F|(lmt.t? (.6 pcrccntf of crdeln lorru wllhout nglrd to
rturl brddcbl crpcdcncr. Ar r rrruh. brnlr h.vG hlrtorblly pdd litth
Jcdcrrl corporrlc incomc trr.

Hlrtoricdly, lirmr thrt tonthrrlG{ lon3-llvcd mrclt o"cl e prrlod ol
llmc. lor cHmplc, nunuklurrn d comrmttLl rlrrdt, hrvc bccn ebh
lo lonrldl rco6nLlng tlrc l,nconc nctlvcd lrom thc ulc ol ruch rircrrlt
until thc cntirr llcct ol mrrtr (drtrrltf conrlruclrd lor r outomcr hrl
bccn dcllvcr{, bul hrvc bccn rt*r to ncqdrc lhc corb of ronrtrucdon
of crh compon nl dcllwrcd on crrcnthlly I cunrnl bub. Undcr f,-
nenciel-rtrountlng rulo, thb oomplclcd<ootle<t rnclhod ol rccotntlng
lr nol pcrmiltcd, rnd lhc cortr rld lncomc ol crh clcmcnt ol r lony
lcrm contr.d murt bc dmultrncourly mognhcd, AgJn. lhb rort ol
dlllcrcncc bch,ycn teroctuunllng rnd finenchl-rctountlng rulcr crn
lcrd to r flrm npoltlq, trr lorrr lo thc Inlcmal Rcvcnuc Scrvlcc whilc
rcportin; pmlitr end prlq dlvldcndr lo rhenholdcrr. Wilh ruch r
dgnificrnl dlvcr6cncr in lhc wry collt.rt mcrrurt{ bchrccn lhc t.r
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ttllcm .nd 0nrndrl rportlng rlrndtdr, it lollom lhrt r finn crn rtporl
r ncl opcrrting los (NOL) lor br purporr whilc still pelng dividcndr
rnd irsuin6 hcrlthy finenciel rtportr to rhercholdcrt.

Tb Vcluc al Cotpnlc Tar Allribila awt Tine

It b gtncnlly rgccd thrt 12 monlhr b rn erbltrrry pcrlod ovcr wNch
to ncord lncomc end imporc tercr. Ar . (onr.qucnc?, thc Inlcrnrl
Rcvcnuc Codc hlr rllowcd corporrlc lup.ycn lo clrry forwrrd locrcr
cceled In onc ycrr lo rub,rcqucnl y..rr lo olbcl fulur{ Incom: rnd
thcnby lowcr futurc lercr. Aho, cerrybrcb ol rwh locrct lo prlor,
profiteble ycrr!' r.tumt hrvc bccn ellowcd. Wlth certybrchr, lirmr rc-
compulr thcl. trrct rnd obtrln r rcfund chcck hom thc tRS. Such lor-
wrrd rnd brclwrrd rvcreging her bccn rccordcd In rrcognition of thc
erbitrery nrturc ol lhc l2-monlh trrrblc ycrr. In rddltlon lo thc rbilitt
lo c.nt lorwrrd .nd c.rry brcl tu looct, llrmr hrvc dmihrly bceq
rblc io c.rrt lorwrrd rnd crrry btcl ler <rtdltr crmcd ftom mrlln;
ccrlein Invcrlmcnlt ln cqulpm.nl lhrl lhcy rlc orrtmlly nol eblc lo ur.

To lhc crlcnt lhet r ftrm hm ruch br lolrcr or lu crtdilr on ltt bob,
lhrt rtplcr.nt .n oPPortunltt lor fimr wllh podtlvc hro, lhrou6h
crriful mcr6cr, to nducc thclr folnt lrrcl upon ornblnrllon. Flrml with
unusrd NOtr mry llnd thcmrclvcr unrblc lo urc lhcm wllhln . fart
ycrn, whilc olhcr, profttrblc rnd lereblc ftrmr rney bc rblc lo urc lhcm
immcdirlcty.tt For cHmplc. ll llrm A b In thr 16 pcrrrnl'mer$nd tlr
brectcl rnd rnothcr tlrm, E, hrr lolg. 0rm E,l lrr hcrr erc of vrluc
to lirm A rlnct ll ctn rtduc ltr tex Urblllticr rnd lrxrcrrc ltr crrh flow,
holding rll ch conrtrnt. Firm A rhould bc wilUng to pry up lo thc
veluc o't thc ler rhlcld lhrl would nrult lo it rcrc lhc lo*r rpplicd to
rcduct llr ler llrbililicr, lor cHmplc. t.l6 lor crch tl.(tr ol loao flrm B
hrr oo itr boolr.

ll lr rrnrcd by rolrn (rcc crpcdllly Gikon, Sdrohr, rnd Wollrcn,
1900t, lh;i rhc p-rlcc ol A'r rhrrcr In lhc rlocl mrrlcl rhould ry,f4y
lcllccr thc cepiirliatlon ol lhlr tu rltributc. Thlr pmumcr thrl lhc
rtocl nrrlct ir pcrtccly lnlotmcd $out A't lrr rtlum. In hcl, Sccdon
6l@ot thc Intcirel npinuc Codc melcr lt r crlmlnd ollcnr fol rntonc
ln thc lRs lo dhcbrr ruch trr-ntum lnlonnrdon. m lt b unlilcly thlt

thc rtal nrrrlct would bc pcrlcctly Inlormcd' On lhc olhcr hrnd, whcn

llrmt loot lor rullorr, lhcTwlll voluntrrlly dldo|t ruch lnformrtloo lo
hcto mrrlcl thc burincu.

li rhould ebo bc notcd thrt thc cn$ty rrpnrcnttd on r firm'r fllln;r
to thc Sccudtt rnd Erchrn8c conrml$lon undcr Rcgulrtlon l0-l lrblGn
nthcr dillcrhl thrn thc cntlty rcporlcd lo lhc Inlcrnel Rcvcnuc Scrvicr.
Nol onlv docr lhc lGl ulilizc tinenciel- er conlrerlcd wilh ler.eccouniing
;;iil;, h rdditloo, lhc cntity nporlcd to lhc SEC lr thc worldwidc

.irlty, 
"ia 

lncludcl lubridlrdci ol whkh 50 Frccnl or mon rrc owntd'
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0y contnrt, the cntlty for U,S. lrr PtrlPot"t h thc domcrtk portlon of
r multinetionrt corporetion. whlch mey ot m.I nol rtncd lhc lorcitn
rcHvlticr of thc firm deptnding on lhc cholctr mrdc by lhc lirm. end
Includcr rublldlericr owncd el frt Frttflt ot mort. For lhcsc rtrsonr il
lr unlilely lhel lhc veluc ol unutilhcd ttr crt{ltr rnd NOLr wlll bc
emlntely opllrllzcd by the rlocl nrrlcl'l vllurilon ol lhc finn.rt

hG-tttc Llollrllonr on thc hrtirtt of Trr Attrlbutcr

Thc hhlory ol thc lcdcnl cotponlt Income trr crn bc chrrrctcrlzcd
In e66rr6etc lcrmr .t . trmc ol chco bctrvtcn lhc lRS, lhc Congrcrr,
lh? courtr, rnd terpeycrr. At onc crtrtmc. lhc IRS ht toutht. th?ough
lhc n6uhtory pro<rrt rnd llti6rtlon, lo nrrort .c?Jt to lhc vrriour
Incentivel dbcuscd rbovc. Thc rrvlcr her 6cncdly louthl lo llmlt
lhc crtenl lo whlch cotporrtlont cen rvold lhc dortblc-ticr lrr ltructu?"
dcscdbcd rt lhc oulscl ol lhb cheplrr. Ai lhc olhcrcrlrtmc. corpot.-
llont, trrpryln. end thclr rdvkorr hrvc trnctrnlly rought new. In.
novrllw mcch.nltmt lo 6ancnt? ootPot lt rourtt Inconrc |tr-lrtt al
lhc corpolrtc lcvcl, lrenlmll lt to thc rhrnholdcr hvcl, rnd hrnslorm
luch Incomc Inlo fong.lcrm crpltrl Srlnr.r'

Thc ConFrro hrr, lhmugh rmcndmcnlr to thc Intrrul Rcvcnuc
Codc, pcrlodlcelly crclcd to rcporlr of tha worrl .turc rlturllonr. Thc
courlr h.w pbycd rn unc?rldn mh ln rhccln; thG lrymultt ol hr'
paycn, the nrctlonr ol thr lRS, rnd pcrlodlc lcglrb0vc rlhmptr to plug
thc leelr (ot chumr) In lhc flnl dllcr. lrbrr, ronrc ol lhc llmltationr
lhel hevr cvolrcd up to 1986 rrt nohd ro lhrt lhc rctdcr doo not rlmply
roncludc thrl lhc vrrloul lrr-ndutllon mcchtnbmr dlrurscd abovc
hrw gonc complclcly unchcctcd.

&rrion 269: Aqr,billon lotTtr Awl&rrct Ptuitot..ld

Thc lcdcnl hr rltrlbulcr ol r corpontlon contlnrr lronr yrrr lo y?r.,
ro lhrl rt eny polnt In tlrnc r ctryorellon hlr r lrr hhlory lhat may bc
rltnctlv?, m nolcd rboc. Scctlon 264) wm cnrclt{ hr l9l3 lo dcny lhc
rcgulrlng corporrilon or ltr thrchofdcrr thc bcn fttt, dcducllonr, or
crtditr to rrducc lrr hrcr ll lhc pdnclpel puryorr of lhc tqulrltlon wru
thc cvrrhn or rvoldrnce ol Incornc lrr. Ar ml6ht h crpcctcd, oubclen-
tbl lltlgrtl,on mrucd lollowlq lhc cluctm:nl of Sccllon 2611, m trrp.y.F
rnd thc rrvlcc cought lo dcmonrtntr lh.t lhc pu-ryorc ol vtdous cor-
pontc ecqulrltlont wat or wrl nol lrr lvoldtncc." '

Scrior JtZ: Rcrt*tfonr or Ut al Tqcl! NOf, 0t ,fi.
AqulringCopmlion

tn 1951, Congrsr rddcd Scc{onr l02(rl end @bf lo lhc rcrvlc'r
errarel of wcrponr t'o dclcnd rgelnrl puttly lrx<nollvelcd rtqulrltlonr.
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Under Scctlon 382(r), NOl,r rvcrc dcnlcd cntlrtly to thc mqulrlry cor-
poration il len or lewcr rhrnholdcrr Incrtncd lhclr holdiqr ol thc
lar6et firm by 50 pcrtcnl or rnort ovcr I l2-month pcrlod, ll thc rld
purherc wm hom en unrthlcd pcrron or lmrn r dcarrrc ln thcrnounl
of rtcl oulrtendln6. rnd ll lhc lrrycl corporetlon dld nol conlinur to
c.rt/ on lhe hedc or budncro In rubrtrntblly thc rrnc menncr. NOI-r
wcrc eko denlcd to lhe rcqulrlng corporetlon, und?r Srdtlon 362(br, ll
lhc rhrnholdcrr ol thc trq;cl corponllon (wlth NOLrI rtcrlwd lcu
lhen 20 p?rtrent ol thc rtock ol thc mc6cd corpondon.t'

The cnrctmcnl of Scctlon 382 dld not crhautl thc rvtllrbtc .wnuct
for thc ingcnlout io .cquln hrJolr corporrHonr rnd bcnclil ftom lhcm.
end until 1976 Con6rt$ rtrut8lcd to ond r lc$rhtlvc rolutlon, Ar r
part ol the Trr Rcform Act oJ 1976. Congrtrr lmpoapd . rcrlcr of rd-
dltional limltrtlonr thet would hrvc hrd lhc dlcct ol cllmlnrtlng nrrny
ol lhc cmrinint Inc?ntlvcr lor so<ellcd "trelllcklng" In trr lorscr lhrt
Scction J82 hilcd lo rcech.rt Howcvcr. thc cflcctlic datc ol thc 1976
rcviriont to Sccllon t82 wer dcleycd repceledly unfll pmregc ol thc Ter
Rcform Acl of l986.rt

fRS RrXr Soctior t.l5{12-21: lrla Gourninl NOL
Compulaliont aill Condhloldl Rclrllnc

ln gcncnl, whcn r grcup of rffttbtcd oorpontlonr filcr thclr hdcnl
lar nturn on r consolldelcd hrlr, opr61llg ;63.r mry bc ur+d to olfrct
opcntlng Intomc lrorn olhcr lncrnbGn of lhe .trill.tcd ttonp. At JUb
sidhrler rtprrl lolrr ot profilr, lhc bcbncr rhecl ol crch rublldhrt It
rdf ustcd with upwrrd-brdr rdfurtmcntr lo rcflccl porltlvc crmlngr rnd
profllr end downwrrd edfurtrncnlr to rcllc<l lorcr.

A mrlor lhrurt ol thcrc rtguhtlonr hrr bccn lo llnll thc rvdhbllltT
ol pr*rcqulrltlon looru of lh? hryct 0nn to thc prrrnl or group In
sub*qucnl tlmc pcrlodr rhcn lhc trrt t flrm hm btcomc prrt ol thc
allilhted gmup. Thc loorcr lnamod In thc (prlor) rcprntc rrtum llm-
ilation ycer (SRLY) crn onlT bc urcd ro olkct luturc lncomc ol the
rubrldlrry onct lt hrs bcomc prrt ol lhc dflllrtcd group. ln cffccl, ruch
prlot lolrcr rrt ktccd to Incornc ol lhc rublldhry onc? In thc rllllhtcd
goup, end rllorrcd t'o oltrct ruch cuntnl Incomc, lolrcr lmtrnrd by
lhc rubsldhry oncc rllhln thc rlf,lhtcd ;rorrp cln, howcvtt, bc urcd
lo ofhct lncomc ol olhcr mcmbcrr ol the conrolldrtcd poup rlrhh rhe
cntlrc coarolldelcd group to lhc crhnt thlt lt hm bccn e mcmbcr ol lhc

t'oup on r dey-bydey b[lr.r'

Fcdcrl Trr Chrndcr|rllo of ?cnrlon ?hnr

Pcnclon phnr rru gcnenlly of hro typr: dcflmd<utdbutlon or
definrd-bencfit plenr. Undcr r dcftttcd<ontrlbutlon phn, the crnploycr
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(rnd romclimcrlhc GmplotGGl melcrcontrlbutlonr Inlor pcndon hurt
In rtrtcd rmountr. Subrqucnl rcdnmcnt bcncfitr dcpcnd on thc ruc.
cclr ol tuch Invotmcntr ovcr limc. Undcr r dc0md.bcncftt pbn, thc
cmploycr plomlscr to meb crrlrh rttlrcmcnl prymcntr !o thc imploycc
! nooqnitlion tor ycrn ol rrvhc md prttcni oi wegcr, rnd rti rddc
throu6h pmrhn conhibutloru lurdr th$ xrurrlely lhofi rllow thcrc
obligetionr to bc mct. Typklilly, dcfincd-bcncfit pielu rn not indcrrd
lor in0rtion; howcvcl, ruch bcncfilr rrc oftcn rdiurlcd upwrrd lor the
rclirccr in n<o6nltbn ol Incrtrrcr In lhc rlct ol llvlng.
, Such pcnrbn phnr, ll lhcy mcct r numbcr of rcqukmcnlr ol lhe
lntcrnel Rcvcnue Codc, rrc t r<rGmpl cntlficr. Thb rncrnr lhrl con.
tributionr by cmploycn, whlch rrc. Gort of dolng budncr, lnd con.
lributionr by cmploycer, whkh rnry bc In thc lorm of wegc rtductlonr,
will 3mw In vrlur In lhc prnrlon trurt wlthout rtrrrd io trxrtion ol
ruch Inlrrctl, divldcnd, or opltrllein lrornc. Thir t.r.hGG rocumu.
lelion ir tfpicrUf crllcd "tu dGfGnrL" dncr Fnrlon prymcnb to rctlr.
ecr erc lereblc Inoomc.

Thlr mcchenlrm ol tu ddrrrl lr ol mrlorconrrqucnc rr thc lolfow-
In6 crrmph da onthrt6. Conddcr r 0rm wlth ll@ ol pclu profltr.
ll il wbhcr to rrlnverl lhc rflcr.lrr pofitr, rnd ll lhc corpontc l.r nlc
lr {'6 pcrtcnl, lhcn ll wlll br rblc b Invot l9l. Suppor thrl lhc mrrlcl
r.lc of Inl.rrll lr l0 pemcnt. Slncc thr Inlcnrl lncornc lr lrnblc rrch

, ycrr, lhc ncl rnnurl lcld lr !.1 pclwnt. Aftcr aD ycen, lhc flrm will' 
hevc *nrrnubld tl5l.60 (3tl conrpoundcd rl l.l pocnt tor 2|l ycmf.
lnrlcrd, ht ur ruppocc th.t thc llnn mrdr rn lnltirl tlill P.tmcnl Inlo
thc pcrulon plen. Thc lllm would hevc no lercr dut, dnct lhc pctulon
prymcnt lr mrdc .t r cot?or.lc crFn'c. Supporc mw thrt In turn lhc
prulon pbn lnvcrb thc tlfll. Now lhc fl(Il wlll comPound d l0 pcr'
ccnl, dnct thc pcnrlon fund lr lu{rcmPl. ln lhlr Inrtrncr, lhc finn
lhrcugh ilr pcnrbn plrn wlll hevc xtumulelcat $n.E (tt(tr om'
poundcd rt l0 pcrtrnt for trl ycrn). Thc* xtlmublionr will contlnuc
lo bc trr-crcmpl rr lont rr thct rrnuln In lhc plen. Wcr thc pcnrlon
fund to pry lhc lirm thc J6'n.Tt, lhc f6?1.75 rofi bc hrcd .t lhc
corporrlc lrr relc of 16 prrcnl. Thc film would ntd |b.ll wilh (l6t'2t
In iltcr-lu Incom. 0t contntl, hrd lt hvcrlcd rftcr'trr dolhn lhrl
wcn tucd crh tcrr, it would hrwcrmcd only llSl.6lL lhrncchrnilm
ol lu dclcrrl lhur crtrtrd r 2|(l pcrrcnl lrrcrrc In ncl, rltcr'hr tc'
ctmulefion ovcr lhc 2$yrer pcrlod.

In ordcr fol r pcnrlon phn lo rrcdl llr lcArl oblfellonr, onlribullonl
murt bc put Inlo lhc trurt end Invcrlcd co th.l rulflcicnt crpilel b rvril'
rblc In Incomc lhercol lo rnrlc rtllrtmcnl prymcnlr blcron' Elch ycrr,
thc trurlccr of thc pcnrlon trutl mu3l celorhlc whcthct lhc rtrlt on
hrnd erc rulticlcnl lo tttcal thc futurr obll;rtlonr ol lhc hurl. Howcvct,
In pcrlodr ol repld cconomlc Srowlh rnd boom pcrlodr ln lhc rtocl
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m.fhl, r pcndon tnrl nry flnd llrllovcrfundcd. llr llrm b crtcmcly
tonrrvrlivc In ilr rclurriel lrcunrptioru, lt mey In cllcct cng|tc In r
ler-frcc rvlngr phn thtl may ultlmetcly rtboundl b ltr rdvrnug- whcn
ll rrvcdr lhc crerr lrrclr b.cl lo lhc firm. Thc crtcnt ol tNr rd-vrnLr6c
dtpcndr on: (l) thc pcdod ol tirnc ovct whkh ruch crcco fundlng
occro, 12) whcn crccrr llrb rrc put rJdc, rnd (Jf lhc nlc of intr..rl
lhel lr crmcd In the pcnrbn trurt.D

Unlll l9El, lhcrc wrr onrldcnbh unccrldnlt rmong burlncrc tu-
pryen whethcr rucfr rcvcrdonr tould octr wilhoul tcdour conre
qucnclr lo <rr.rcnt cmployccr. tn perliotlrr, ll wru nol clcrr thrl rn
cmploycr could:

l. T.nnlml. ltr dcincd bcnrit pblg
2. Ur lhc po<rcdr to b,nt.nnrlt.otrlndr lol thc rrlrdng ntt:cr;
t. Sct op I ncrr, qurll0al F lon tilrt lor trlrtlog anploycct lhrt mr rlu-

rrlelly round but ml ovcrfundcd; rrnl
L Rcdlz lha ucart rutr n ordlnrry hornc.

Al l$uc w.t whclhcr rn cmploycr could rct up e ncr pcnrlon plrn lhrl
would bc r queli0cd plrn rnd lhur t.r<rcmpl undo thc lnlcrnrl Rcv-
cnuc Codc. Howcvct, In r ruil Involvln3 LTV end onc ol ltr rubrldbrlcr,
lhc courr hcld In tgtl lh.l ruch r ptccu dld nol cnd.nt r lhc tu.
ixcmpl rlrlur of lhc ncw pcnrbn trurt. tn rwh cimrm.lrnccr. Grpcclelly
in thc cerc ol dcfintd-bcncfll plrnr, whkh rrt morc clcrrly lhc prcro;,'
etivc ol thc cmploycr, ll lt wilhln lhc lcad r[hl of lhc cmploycr lo
tcmln.lr lhc plen rnd crtrtc I ncw PLn with u*ll rdcqurlc lo pry
cuntnl rnd crpcclcd bcnclllr. lhc crccu pro0tl lrcm roch r lrrnrrction
..G. howcvcr, ordlnery lncomc. To lhc crlcnt lh.t lht lcmlnrtlon rnd
nvcnion ol Grcct. t''.t. lo thc cmploycr o(tu] .l timcl whcn thc
Gorporrtlon mry heve lrr looo or unurcd lrr cttdilr, lhc rrvcnlon
mry hrvc - 61 3e6cqucnc?t !o lh! cmploycr.t' Slncc thc aor?ondon
controlr thc tlmlng of thc .Gv.Fbn, lt rnry bc eblc to plen lt lo coincldc
with e pcriod ol tex looccr rnd crctrr hr ct dirt.

Thc i6glr6etc drtr on tcnnlnrtlolu rnd r:rcnlonr rvdlrblc fton thc

PcndonEniflt Guerentcc Corpontbn, whkh lnurcr qudlllcd pdrrlc
pcnrlon phnr, Indlcrtc r drlmrtic Incr.x in lcrminrilon'rnd'rwcnlon
icdvlty lh ttrc tgs0.. tn 1900, thcn wcrc 9lcrmirutionr Involvln; rt

vcrulonj; lhc totel vduc ol rtvrnlonl wrr tlt.5 millbn. In 190!1, lhc

hlgh polnt ol lcrmlnrtlonr In l.rmt ol numbcn rnd rmounl of rwcr'

riJnr, thcn wcrc 5E0 lcrmlnrlbnr wllh rcvcrrlonl wodh t6'67 billlon'

Fiplt lO.2 diryleyr thir Inlorrnrtlon Snphicrlly wlth l9E0 rcrvin; 1
th; bu ycrr. Oicr thc pcriod 1980 lhrou6,h 1907, b.llct lhrn !,ffi

planr tcrminelcd. with ricrrionr tolellin6 tlc.l bi[ion.n
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lhe corpo,trtlon er rn IntcrmcdhrT In thc rcqulrltlon ol rsrcb, or io
hrnsmil lont.lcrrn trlnr to shenholdcn, wu cllmlnrlcd. lt b llkclt thrt
thls will have rcvcrel long-term cffcctr: lt will crcrlc trulct Intcrrrt In
rttelving currcnl dividrndr on lhc pril ol rhrcholdcrr, rnd wlll pcn-
rllzc or nwrrd llrmr In lermr of lhcir rhrc pdccr In thc crpllrl merkcl
lo lhe crtcnl lhtl thcy pry or hil to pry ompetitlvc dlvldcndr.u

lnlrriagol Co4nmle and Pctsnd lrr Rrlcr

Thc top corpo..t? relc wer lowcrcd lo 3l pcrttnt horn (16 perccntr,
rnd thc top mar$nel pcrronel lrr ntc, rftrtc?rlrln Incornc<ondltlonrd
phrreoulr rrr complete, will bc lowcnd b 2t Frttnt (frcm 50 ptr<tntl
cffecflvc In 19E8," Ooth retcr rrc rbout {5 pcrcnl lowcr lhrn bcbrr lhc
1986 Act; howcver, noh thel thc top corporrt? trr rrtr lt now notlctrbly
ler lhrn lhc lop pcrsone! trr nt?. Thlr difhrmfbl of rlx pcrcntegc
polntr her lcd romc clorly hcld corpontlonr t'o bcconrc Subchrptcr€
corprratlonr whor cconomlc chereclcrlrtltrr llor throrryh cntlnlT lo
cech rhrrtholdcr, Ttb lowcr br r.lc rp.nr lhrt lhc veluc ol vrrloul
typo of deductlonr rnd lrr rhlcldt hrr hllcn by ll pcrcnt lor corpo.
ratlonr rnd Indlvldudr. In cllcct, lhc ammrncnt lr chrrlnS hr hrr In
thc llnrnclng ol debt-llnrnctd rcqulsltiom, rnd lhc rbl ms|rtcd rlth
such levcrr6ln; ll?t IncamlnSlT wlth lhc buyct

In lcrmr ol thc dorblc hrrtlon lsw, undcr lhc ntt nl,? xhcdulc.
3tfil ol corponl? rourr? Incolnc rvlll bc brcd tOf d thc cor?ontc lcvcl
(31 pcrttnt tlmo tlfiD. rnd 3l0.lt rt lhc Indlvldurl l"{cl (21 pctc?nf
tlmcr t66 ol dlvldcndr) lor r comblncd hr of t52.|8. Thlr contrrltl wlth
r ler ol t2E wcn thc tlfil crmcd rt lhc pcrronrl lcrll undcr thc ncr
Irr relct. Rccell thrt undcr prc-1906 bw, lhr potanthl dlthnn<r In
elfcctlvc ler ntcr w.t Zl Frs?ntrtc polntr; uridct lhc ncrv rrt! rtructrtt
It wtll bc rllghtly laqer, rt 21.18 pcrttnLr;c polntr. On thc othcr hrnd,
bcceur lhc cepllel 6rlnr crclurlon wrr cllmlnricd, lhc rorct<.rc dll-
lenntbl undar prc-1986 lew of lil Frttnh;c polntr hrr bccn conrld-
crebly nrrmwcd lo 20 pcrcnlrgc polntr or 2lt prrtcnl.!

The cllmlnrtlon ol lhc long-tcnn cephl6rlnr adurlon ouplcd rlth
lhc lowcrlng ol lhG toryorrt? .nd pcnonrl tu nltr rcducrr lhc Incmtlw
lo trt lo find weyr to crcfipt corpotl|r rurtc lnonrc rt lhc corpontc
lcvcl rnd lnnllonn lt to lon6-tcrn crpltrl grlnr rt lhc lndlvldud lcvcl.
In turn. thb rhould rtducr thc Inttrtrt on thc prrl o( rhrnholdcr to
urc lhc Gorpo?.tlon rt . turtot.lc Inu6lmml rhlcld. Abo, lowrr pcr-
conrl l.r r.l?r mcrn lhrt rhrrcholdcn rlll bc morc.tulour for crrrrrni
dlvldcndr then In thc pr!l; the climlnr$on ol lon6-tcrm cepltd gdnr
magniller thlr.

R?F!lof G"ncrrl Utllltlo Docrrir

Ellccilvc ln lffil, Scctlon 3W of thc lntcmrl Rcwnuc Codc rrt
rmcndcd to rtqulrc thel, In gcncnl, grln or lorr b to bc cco8nlzed to
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. colpo?.lion ofl. dbHbutbn of lb- ryt ry h e comptctc llquldetion.Thir, In rttcct, rFelr thc Grrrrf thltiila 6;rrd ind ctinitnetc' lnlum r mrior trr Inccnllvc lor ttrporrtionr to rcquirc rna aispolc oiothcr corpontionr. Hcrcrllcr ruch'rclviticryU frelc iu comcqurncG..l thc-corpontc lcvcl, db.lt rt r hwcr, Ja F;;i mer;inrl ter .rtc,ond wilf not bc rubjcct to lont.tcnn c.pirrt giinl- rtmcnt.
Fi.tilrd lkp?cht ioa Rula
Thc-h-ichlyrcclcrrrcd dcprrchtbn rhcdurcr or tgcr wcrc nvrscdrcvoel limcl In thc lgth (t,it2 rrrd ffU; rnd ilrin In thr Trr Rclorm

i.l.I1Tf:l^'_lll-11u.l.:, ptrnr rnd cquffiii pur rn precc In rhc
::TJ i:.y tencr.tc ruch bqgc. ort; doducioru ior dcprcctrrion e-rn rnc prl.. hor.vcr, Invcrlmcnlr pul tn pkc In thc ceriy 1900r witlconllnuc lo brnclil fiom llrc morr jcncroui ltr lm.nl.

Tnffing ir IVOtr: R4crnt alfnirbnJt2

-. sprcr llmlrrthnr prtcrude r ryrtcnefic overvrcr or rhc Grtcnt to whrchInc ..vrrronr ro sccdonr til end 302 hrvc clmrnrtcd opportunrtrcr for
:.tTfl:* {p^1qu!ane rj:.S!r firm.r unurcd rrr crliilr end opcr.runt brr.r. Allar.n ownc]|hlpchrn6a rnnurl llmltrtbnr rtG Inpd*d
on lhc rbility ol thc rcqulrrdcdrrporetion to bcncft from prG.rcquarifion
Nol^r. Thc limltrtion ri cquet roi rpccr0cd Inrc.rr'rc rimcr rhc v.tuc
ol thc lrrycl oorFredon,r itcl on lhc drtc ol rcquldthn. Furthcr, NOL
c..r7lonv.rdr.rc dirllowcd unlct' rhr rrrycr firm melnlrrnr continulty
ol burlncrlor lro y.rrr rficr thc orncnf,lp chrrqce;J;;i;;;;'-
rl'nrp rcquartmcilr..t mcl. Thc prrticrl clfctf of thir cwritc of Scc-
llon 302, In thc vlcw of 0orrlr Elttlrcr rnd frnrcr Euttlcr, b to .,vtn.rUy
cllrnlnrlc rny- rl6ni0cent lolr crnyovcr poorlUllthr, erccpt In thor
celcr whcr thc rqulrcd comprnTr loorir lr rrletlvcly hicldcntel to
llr budncg cntcrprilc."r

Clanlfalhn ol lncow: ffu hnrw Lott xllila

- In ordcr to rtop thc tnlfidlq h dcprdrfion dcdurtolrr thrt multcd
lro-q.lhc 

yTt-pcn mg: d:pnc|tlon rulo of thc 19il Ecommlc Rc<ovcry
Acl lhmugh lhc rtndicrtlon ol vrriour fypct ol nd crlelc rnd othcr ter
rhcllcn thc 1906 rC crutcd r cornpla jrid pcrhrpr unwoileblc ryrtcm
ol llrnlt dorrt on rhc 1orro thrt lridlvldueli on irqntr for tri pur.
porcr. For thc inl tlnc. lnonrc lr drslticd Inlo lhri dtllcnnt ty'pcr:
rclivc hnunc, portlollo txmc, rld pulvc Inonr. prrrlvc lotrct,
whlch rn lmrcr lrnrnrd rhcr: thc Invcrtor b crrrntlrlly na rCivcly
Involvcd In-thc nrnrgcrnc-nt ol thc.lnrcrtncnl (forc.mplc, rtel crtet'c
l,rr th?llcttl. rrr rvcrrly llmltd h thc crtmt thrt thcy irn ottrt por.
itlve, ectivc In<pmc. -ln gcncnl, no morc lhm t2lt tm 
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howtvcr, thir b pherd oul In crrer of rdlurlcd tto$ incomc bch,vcen
t|(Il,ffi rnd tfm,m. Thir limit tion bc<omo fu-lly cftrctivc ln l99l for
lnvcstmcntl in pc-1986 ter shclrcn, rnd clfcctivc in 190? lor poet-1906
trr rhcllcrr.

ln rddition. rulcr thrl limlt pcnonil Inlcrctt dtductlont lo thc.rlGnl
lhel en invcrlor ll cconomicJly rt rirl wcc crtcndcd to lmludc rcrt
crtelc Invctlmcntr. Hirtorlcrlly, Inlccrl dcductirnr lor non-ccourc
lornl wcrc pcrmittcd without limltrtion In thc cerc of rcd ctrrlc ln.
v.rtmcnlr; howcvcr, lhlr opportuniry lo mhmttch cmh lntrrrrt pry-
mcnlr end rcnrcd Inlcrcrt p.ym?nlr to tencrrlr orrnnl ter loocr wir
climinetcd In thc l9E6 Trr Rclorm Acr. Alrc, thc tl040(Il pn-1966 d-
lowencc lor pcrrond lntlrcrl dcductlonr, ryrilrbh lor thoi who lt:m.
hcd thrir indlvlduel |.r rGtumr, wet climinetcd.

Tcn-Pcrccal Ercis Tcr on Prrt(,ha Frrd f,ot?3iont

At notcd, thc tcrmlnrtlon ol rlnglc<rrploycr dcllncd.bcncfit plrno
rnd ttvcrclonl ol lhc crcrrt ar!.lr lo cmploycn bccemc qulle pro.
nouncc'd tJtcr 1901. In rccognltion of thc 8rowth tn tlrtr tridctirnl
lc<hnlquc, Congrcr cneclcd r ncw, nondtducdHc, lGFrcnt crc|r
lrr on lhc .mounl oJ rcyc.rlon rn cmploycr mry rctllzr on lcrmlnrtlon
ol I quelillrd phn. Notc lhrt thc crclsc ler b lmpoocd on lhc rnounl
ol thc hlr mulcl vrluc ol cmh rnd pmpcrty thrt thc plrn tnnrlcrr lo
thc cmploycr. To llrc crlcnl thrt lhc burlncrr b hrrblc, ll murl rho
tnrt rccclpl ol lrenrlcn rl ordinrry lncomc, elthough rrch h.of.rt
would bc tlcd rl e tl-pcrcnt l.r .rlc; In cllcct, tuch mrr'lnrl lrromc
wlll thur bc tercd rt. comblncd lu ntc ol rll Frr.nl, rnd loi firmr In
r locr porltion el r mlnlrnum L.r r.|c ol l0 pcmnt.

Whclhcr lhlr ncrv cxc'bc 0rr rdcquelcly tlmovcr prlor lnccnllvcr dc.
pcndr on r numbcr ol hclorr, thc morl lmpodenl of whlch Ir thc merlct
r.lc o, lntc.rll comprrcd lo lh'c nlc ol Ftum lrfun"d whcrr lhc plrru
wcrc lormcd. Allo, thc tcnrrrl lowcring of thc corpontc rrlG rrtuc?t
lhe veluc ol dclcrnl. Horrcvcr, wcc Inl.nrl rrlcr rnd lhc rtocl merlcl
to qrln rhc acncrrlly, lhcr plrnr couH lool rubltrntblly wcrfundcd
et lhcy dld ln thc cedy 1900r, rnd lt lr concclvrbh thrl lhc crclr ter
ol l0 pcrccnt aombncd wllh lhc usc ol NOl.^r to olfrl thc ln<omc bclnS
rctumcd lo thc cmploycn wlll bc Inrulfidcnt lo Gncour.tG lurthcr plen
lcnnlnetlonr rnd rcvcnlonr.

frdcrel Trr In'tnthcr rnd lh. Mrqrrud.Acqulrltlott
lklrlonl Sonr Dorccutl

tt lr Inrtructlvc nou, lo cnmlnc rhcn oru lcdcnl tu lyrtcm rlrndr
vb I vir lhc vrrlour lnctnllvcr dirnucd crrlicr rlon6 with lhc lnlcmel
Rcvcnuc Codc ol 1906. Itt ut lltlt cr.minc lhc leredon ol ttfll ol
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corporrlc rorrrt! lncomc cotnprn{ tro lhc lrretion ol llfi) pcrsonel In-
coma ln e porl-1986 world: Undcr thc twoticr ryslem, ! lrr ol l}l will
ba lcyl"d rt thc corporrtc lcvcl rnd tht t66 of dlvldcndr wlll bc taxed
rt . top maqtlnel ratc of 28 pcmrnt or tlC.t6 ol lrr, lor r combln?d trr
o( 352.{; thir contrrtlt wlth r larT ol t2t on tlfil ol personrl lncomc
undcr lhc Indlviduel Incornc ler. Thur, lhc cllcctlvc ler retc of thc hro-
licr ryrlcm lr 52.18 prrcnl, whllc thc cffcctivc l.r ret? ol the ringle lex
tytlcm lt 28 pcrccnt, wilh r dilfccntiel ol 2l.t pc?c?nl In plac. Thir ir
somcwhrl leqgcr than undcr prlor lew, whcn the dllfercntial war 23
pc]tcnl.

Whilc lhc ovcrell lcvcl ol hr rrlc! lr tor,vcr. lhc dllfcrcntiel bchrccn
lhc doublc-ler ryrtcm end lhc rln;letex tyslcm lr rboul lhc samc.
Scloc, m I hrve rhown, lhcn wtrr eddltlonrl oppotlunltler to leke thc
doublc trr rnd rcducr lt below lhc ringlctax lyrtcm bl vhtuc ol teklnt
rdvrnlegc ol thc Gcncrt Urdldfid Doctrlnc rnd lhc frvorrblc tre.tmenl
of long-tcnn cepllrl grlnr. lt would rppctr, howcvcr, thet currcntly ruch
opportunltict lo rvold thc doublc ler hrw trccn cllcctlvely climlnrtcd,
rnd lhc lnccntlvc lo utc turpor.llonr rl r mcchanlrm lo lnn3hl? or.
dlnrty Incomc Inlo lon6.twm crpltel grlnr h nor gonc. Ar ruch, onc
rct ol Inccntlvcr for mc6cr rnd raqultltlonr In lcdtnl ler law b now
80nc.

Thb docr nd n?.n, hwwa, lhrt lnccnllvcr do nol rtmaln. Slnce
Inlcrst rrmrlnl dcduc'tlblc whllc dlvldmdt rlt nol, thc rnelyrlr ol thc
lrx rdvrnhge ol dcbt flnrncln; rtmdm Inlrct. lf wc rttum lo the cx-
rmplc rhowlng thc clfccl ol dcbl 0nrnclng on lhc rllcr.lrx ylcld to
rhrcholdcrr In lhc pcvlour tcctlon, rvt find thrl bolh rllcr-lar Etumt
hrvc Inccrrcd r r rcrult ol the corpont Lr ?rtc hrvlng drcppcd hom
16 lo tl p?r\?nl. Sln<t thc narv ntr b thc rmc lor both tlrmr, lt followr
lhrt thc dlflcrrntlrl In rllcr-l,u nturnr cnrrlnt lhe $mc In pcrtcntrgr
hnnr, rlthorgh ll her wldrmd In rbdulc hrmr. Wllh e orFral" ntc
of 3l pcrccnt, lhe rll<qulty llrm rrlll pry t6t ol tu on t2fil ol operating
Inconrc, rnd ltporl rn rftcr.tu ntum lo ltr rhrrrholdcrr ol t3.2 pcrcnt
(31t2 ol rftcr-lrx Incomc dlvldcd by 3|,fiIl of rhrnholdcr cqulVl. Os.
S0-pcrtcnt debt-llnrnctd flm rlll now p.y 3f{.20 ol ter on ll30 of
opcr.tint Incomc, rnd rtporl rn rftcr-lrr rGtum lo ltr rhrrcholderr ol
t7.16 Frttrrr (tEli.f,l ol eltcr-trr Incomc dlvldcd by i3O of rhrrcholdcr
Gqulttr. Thc dilfccncc In rrlc of rctumr h now h6cr lhrn bclon (com-

tlrrt rn rbdutc dltlcrcncc ol t.2l pcrcntr6c polntr undcr thc prlor
bw io rn rbrclutc dlllcrrncc of 3.96 pctrmtrt? polntr undcr lhc ncw
rqlmc), but thc dlllcrcntlel In clrtluc lcrmr nmelnr rl J0 pcrtcnt.

Thl. tutt?tlt lhrt hl;hly dcbl-finrn<rd hlcowrr wlll contlnuc er In
lh? p.rl, crpcchlly trlcowrr ol lhorc firmr thtt rrc nol elrcrdy hlghly
lcvcre6cd. Flrmr wllh unutlllzqd NOLr erd trr crrdlt crryforwards will
bc lcrr rttnctlv?.t l.kGovcrcrndldrtcr bcceurc thc Ter Rclorm Acl ol
1986 Incrcered lhc ncutnllty of thc ter ryrtcm wlth rtgerd to lhorc
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th: lundrrncnld doubh bretlon of aorFr.l. rourrc lrxomc b lhc rbrfin; polnl
lor l,u.phnnin; dccirioor,

Whcthcr ru(h potantld do|u. Ur'fho b rppropdrh rrl'.r r numbrr ol
rrrcnli.lly phlbophkrl beurr. Slnct thc corgonlior lr h;tlly r r.p.rrt. ..p.r.
son." il auy bc rtgurd thrl lt hlr r rp.ntc .Ulift to pry. lncrpccrivr of hrvln;
. r.p...|. rbilif lo p.t, lt m.t b. furthar t6ucd thrt lhc corpontln tnioyr
r numbcr of puHk r.n'rrr lor whkh il hrr tn o0ligrtbn io p.t, lnrrFtivc
of whcthrr lhrat h r corporrlc "vri!" bahaan lhe .orpontlon and th" rh.rF
holdcr. On th. othrr bnd. th. trutho of Inhn'iblc corporrtr rrcrlth rt th?
rhrrcholrlct hrcl oold, r6ueUy, h rhwd rr.d.gurtr prymcnt lor ruch
publk rokrr. Furlhcnnoc, In r comFtltlv. rorld:ronomy, ll mrt bc rrtucd
lhrt ruch douuc lrretin drlv6 donr.tlkrorpooh Inwrhncnl ovcmr whcrr
ll mey bc moc frvonbly lrrcd,

6. Tbl b, . lo? rrlr ol J0 Frtrnt ilrncr thc rcrldurl ol {l prrcnt whkh
w.t br.bL .rtdrnlrd lo . lo? tr| rtlc ol 20 prcn$ lhe concrponding '|tc lor
corporrlbnr prlor lo 116 mr lt pcrcnl,

7. hcrtl Urilltrr & OTctt ingCt, t. l/r/;c'rlaj, ttO U.S. An (1935r.
t. Thur, rhcn lhc rhrnholdcn Fld thr rtcl to? ll mllUon to thr prc

rpc<llvr buyrr, lhe lnnnctbn wm rrgrrddl I e wmh hrnrrction rt thc cor.
pontc lcvcl.

9. Gull Otfr hlluir fo crrrtc rnrl that rpln oll r rprnte nuil b hold ltr
rubrtrntiel oil r*no lcd onc nl&r to unrucrrfullt.lhntpt t'o bL ov?r lh.
comp.nt. Hc prun|rd lh.l he iodd dl ofi rh. |nrrt ownlng rrrt p.oplrt
lhrough r llquldrdon ln rrh r .nrnn t lhrl rould nrull h rrr.tlon rt lh?

fl rh.'lhol&r hvd ml7 rt hq-t.rtn crylti trhu nlrr, rtd trnc rt lhc.orporrlc
Yr'4.
1i 10. Thlr crrmplc b dnrn hqn U.5, Con;rrrl (l$l, pp. ll-11
rv ll. Thtr It ml I'o rrttt d lh.l ll*lr ro m:commlc nllonrh for rwh r

chrngc ln drpndrdon nrlcr, crprdrf ln l6ht of lhl nPld ltil.tlon of lh. l9t t .
*hkh rrodcd lhrrlrl rrlrrof drptdrdcr ddtrdforu frorir.tlL.ltrvdtm.nlr.
Howrvrr. llr ndkrl chrn;r In drPcdrthn nlhr rl;plfictntlT rlf.dcd lht dr.
of lhc ldrrrlorpo..t"tu blr lota numbrrof 1rm, enrl rrrultcd Inr complctc
rrvlrlon rgrin In 19t6. litb anDmro$. Lnrrr In dGPt cldoo dtduclonr lor
nrl prcpcny hd lh. Fdiclru. clftc ol crrrthg r <omrxrtlrl-propcrty con.
rtnftfur boofi .nd thc crrrtbn of ddcl; rpdkrtcd prrtr*rrhlpr In rrrh bulld.
lqr ro lrdlvidulrcould rhrn h lh* lrr ilhldr rl lhr Indlvldurl lffqr. tu
l"v.l.

ll, Thc lrxrndv.r rr. mudt trrorr aotttPlcr lhm lhb rl lhc Con;no rnd lhc
courtr h.v. b.?o lnbdful lhrl xxt lotro crn ndlly dbr tlrrHa ur rtduc.
donr lor tluuc 0rmr. Soil|. o( lha llmllrthnr on rrh lrr'notlvetcd rnc6tn
will bc dlrtrrrd. r rcll r lh: lrrtrkthlt Fll In gle<r by thc Trr Rrlorm Acl
ol 19C6.

It. Th6. dt trrtlmr nry apbln lhc Scrnd bct of lrr$rlkel rrletlonrhlp
btwccn thc mrr6,c'rnd'r<qubltlon d.cbho.nd lrr (ultldtsrtl'onr found by
Aucrbrch rrd kirhur (l90fr' l$el.

ll. Glvrn wldc rtiryerltkl In mrrglnrl t r t lll tcttrcn lhc corTonlc rnd
lrdivldutl lcvclr. rnl lhc rlocrncntlonrd lrro'lLt ttnxlun of lrrrtlon lor cor'

tJt
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F.l? loutt. lmomc, thlr rrl of cffoil crn only br rkwcd r, rrtlon l, Lr.
minlnlaing bchrvlor.

ll. Scc 0irrlcr md Eurrkr (l90l, pp. t6-{12 thrcuih l6_t6.
16. Thc 20 prrtnt llor rrplrlnr thc nrrun of thc fDO crrnplc lrcd eDow,

rnd rhy up to fl gcr nt of lhc purhr* <rn bc bonowcd wlthdtrt cn&n;rrlng
lhc_rhliry of thc rcqulring rorporrtlon to obtetn thr NOt ot th. Drr.t frnn. 

-

-17. For cHmph, $cttionr 269 rnd tCl hitrd to r..(h rhc loo ofronr|on,
whkh r<quhd e po0leblc corporrtlon ro thrt thr prolitrblc trrgct could thcn

"{"9 
ltr tucr by vlrtuc of bromln; r prn ol |hl bo corporirto,i_rt c p

trlltd "mlnnoir rwrllorln3 thc wheh, rhrt !t.
- lt. Sar BittLrrnd Eurtlcc (t9t!. np. tcaliirmuth t6-7O. lor the \bb{vc
hlstort ot thc lft6 pmvlrlonr of Scttlon !!l et wclirr r lucld dlxurolio of lt.
Scc ebo, Sron rnd Tonrrulo ll900t lor rn rppnllt ol vrrfour proporrb to
limit hrllicUng In NOb In thc lgtb m wcll ri ihrir own ru66,crtloo io cfonn
S.dion tt2.

19. Thc btuc ol hor onc GDnrFtl.r prentr rtd lorra of ncmDrn ol rn
rlfilirlcd group b nol, horcvcr, rrlthool ltr own diffiodthr. Slncr meny trmr.
xtionr rllhln r corponrlon trlr phct rt prlcr rnd cort. th.l lt rtr la llrll,
lhcc .lr opportunltirr for lhc cr:rlion of <trtin typrr ol rccoontlq lnrr lhd
m.t cfunrmy?nl lhc rfolcmcntloncd llmitrtbnt. On tha oth.r h.rd, th. Con.
3rrr, frrrrurT, rnil llS hlrc Drcn nlndlul of ruth rcrto. rrd Scttlon |!t of
lhc rodr, whlch &eb rllh lhc prHng of ruch InhrcomprnT tnn.r$ma, aarL
lo impor. ,nna.krrtlh r[nd..{a fot ldr prtlq okubtlorr lo thirlt t r
rvoidrncr. Wt*rr merlcl Fkrr n nol rvrlbbh lor cocrprrlur c ldll por.
por?., lh. dcv.loFrrnl of ..rFn Hc pftlq nilo b lnhcnntly poDlrrurkrl,
rnd b lhc rourcr of ondnulng con0kl brtrrrcn thc llS rnd borlrrr tuplt:r..

!1. Scc lppolllo ll90lt!, cbplcr 11 rnd lppollto 11906l lor hutnrtlv: crku.
letbnr oo lhc rrluc ol &lcml lo:rnplopn rnd lhr lcdrnl 3wcrnrnrnl.

11. lt rhould bc nmcmbcrcd thrt lrh lcrmlnrllon rrd r.yilrloo of crcrl
.rrl. b only rrrileuc lc dryh<mpbyrr phnr rnd b nol rvelbuc un&t
nultl<rnpbyrr phm. rrhklr rrr toycrrd undrr lhc Tell HrrlhT Atl.

12. Prmbn D.ncrlt Gu.r.ntc. Cor?ootlon, Aaaul ltptt tr fir Gnpr,
Flrrf Yrr 1901, p.12.

2t. Whlh thc clhninrlbn ol lhr rppnlw ol optrl Sdnr ro or of thr
neic trrturrr ol thc lff rcl, rnd pahrpr fur$ncd |h. rtnrnht oa lh. lolrrnd
lcrcnuc Codc of l9!ll to lh. Int trrl Rcvmrr Codc of lS6, lhr Cuqru rer
rulfickntly unluc of ltdf lhrl ll ktt.l ptovlrlolu of 7'c-ll06 br h lhr rr
codc, rlmply En&dn! th.rn Inoptntlvc. R6tor.tlon ol lh. trflrrl plnr crclu'
rlon wrr rn Inpo,r'lrnl prcrldcntlrl crmpr[n lror In lSC.

ll, f,rtr[ tlit tn ttlil . trrndrlon l rt ol prltnll lu ntcr rrcn ln dlcl
rllh lln l,op nrltllul retc bclng JO.t pcrcnl.

f5. thrtir, comprrr thc romblncd nl. of t! Fttnl fun ftbh l0.l lo furt
lhc bo;.lcnn prrionrl crpllel Sdni rrlc of 21, Frrrnl.

26, Oalll.r rnd Eurticr (l9tf, p. l6-6t.
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