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NOTICE

As this Second Edition went to print, Congress retroactively repealed §536(a)
of the Ticket to Work and Work Incentives Improvement Act of 1999, Pub.
L. No. 106-170, 113 Stat. 1860 (1999). Section 536(a) of that Act added a
new §453(a)(2), which disallowed installment reporting for most accrual basis
taxpayers. As one of its last acts, the 106th Congress repealed this recent
amendment and instructs that the Internal Revenue Code “shall be applied and
administered as if that subsection (and the amendments made by that subsec-
tion) had not been enacted.” Installment Tax Correction Act of 2000, Pub.
L. No. 106-573, 114 Stat. 3061, §2(b) (2000). Consequently, accrual basis
taxpayers arc entitled to use installment reporting as provided in §453. Any
references in this Second Edition should be read as if §453(a)(2) had not been
enacted.

Visit www.corptax-ee.com for further semiannual updates, corrections, and
addenda. '




Preface

Corporate taxation has a reputation, among law students at least, as one of
the most difficult courses in the law school curriculum. This perception
magnifies as Congress continues its secemingly endless amendment process,
regularly revising the Internal Revenue Code in general, and Subchapter C,
in particular. Some of these revisions appear eminently sensible and others
do not. Few of them can be said to simplify, however. The Taxpayer Relief
Act of 1997 and the Miscellaneous Trade and Technical Corrections Act of
1999 are the last in this long series of legislative revisions, and their provisions
are included, as appropriate, throughout this book. The Treasury Depart-
ment has also entered the fray, recently rethinking and revising several of its
longstanding positions, particularly in the area of tax-free reorganizations.
With this book, I hope to assist in unraveling the mysteries of Subchapter C,
dealing with corporate taxpayers and their shareholders.

Two unique features of this book distinguish it from other books on
corporate taxation. First, and most important, are the series of questions and
answers (referred to as “examples” and “explanations™) at the end of each
chapter, with the exception of introductory Chapters 1 through 3 on “Pre-
liminary Matters” and Chapter 11, an introductory chapter to the tax-free
reorganization materials. For years, my students have been asking me
whether a corporate tax book existed that offered hypothetical questions
along with answers. Now it does. These problems should help to test your
understanding and give you an opportunity to apply the textual material from
each chapter. While I have attempted to make the problems as realistic as
possible, they are unlike transactions in the real world in that the problems
at the end of each chapter focus on the particular issues addressed in that
chapter. Real world corporate transactions may not be quite so “compart-
mentalized,” but instead involve multiple issues in the same transaction.
Once you have mastered the problems in these chapters, you should be in a
position to advance to problems that combine multiple corporate tax issues.
Although different professors look for different things in student responses
to examination questions, the answers provided in the examples and expla-
nations sections reflect the kind of answers I hope to see from my students.

The second unique feature of this book is that it includes numerous
diagrams. I have joked with my students over the years that many corporate
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transactions were planned out by creative tax planners on cocktail napkins.
In many cases, the most difficult aspects of corporate taxation involve under-
standing the underlying transaction itself. Once you can “see” the transac-
tion, the tax consequences often fall right into place. I encourage you to get
into a regular habit of diagraming corporate transactions. Practice diagram-
ming the transactions described in the examples and explanations sections.
One last problem in studying corporate tax is simply deciding where to
start. One possibility is to start with incorporation, or birth, of the corpora-
tion and end with liquidation, or death, of the corporation. This is sometimes
referred to as the “cradle to grave” approach. Another possibility is to begin
with distributions. Since corporations are first taxed on their profits and
shareholders are taxed again on those profits when they are distributed as
dividends, double taxation really is the heart of the corporate tax regime.
Why not start at the heart with distributions? A strong case can be made for
either technique. Texts and courses on corporate taxation take different
approaches. This book adopts the “cradle to grave” approach, modified by
considering corporate liquidations prior to the more complex materials on
tax-free reorganizations. Nevertheless, each of the chapters that follows is
designed to operate independently so that the book can be used as a study
guide regardless of the approach used in your particular course of study.
Perhaps the best advice that I can offer students is to work always to see
the big picture, and not to get lost in the minutia that can sometimes be so
overwhelming. In particular, I hope to assist students in developing skills that
will enable them to identify the details that really matter in getting at the big
picture. With the proper focus, corporate tax turns out not to be nearly as
difficult as one first imagined. Better yet, corporate tax can be —dare I say

it? — fumn.

February 2001 Cheryl D. Block
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