March 2, 2006
To: Mike Pintz
From: David Lentz

Re: Drumwright Project/Choice of Organization
Just to give you an update.

I've looked at REITs (Real Estate Investment Trusts) which are a typical

investment vehicles for large scale projects that have certain tax advantages.

Seventy five (75) percent of the income from projects qualifying for REIT status have to
come from, among other things, rents, interest on mortgages or gains from the sale of real
property (except inventory or dealer property). My analysis at this point is that the sale
of residential houses is probably inventory or dealer property. See IRC Section 856 (¢)
This would probably throw you out of REIT treatment unless the commercial space
aspect of the deal can be formed by a separate entity (that is, have two entities-- one
being a REIT for the commercial space).

General Partnerships, Limited Partnerships, Sub S Corporations and Limited Liability
Companies offer the advantage of basically being nontaxable entities and as such of
allowing “pass through” tax treatment directly to their partners, members and
shareholders. As such income is taxed only once (at the partner, shareholder or member
level) and these entities offer the further advantage of allowing partners, members and
shareholder (on their personal tax returns) to write-off any losses that these entities incur.
As such they eliminate the major disadvantage of regular C Corporation status which is
that regular C Corporations are taxable entities and thus income C Corporations receive
are taxed “both” when the corporation earns the income and then again when it q
distributes it to its shareholders.

Unless the following objections can be overcome a Subchapter S Corporation would not
seem to be appropriate:

a. S Corporations cannot have more than 75 shareholders. (With some exceptions
generally it can only have natural persons as shareholders).

b. S Corporations can only have one class of shareholders with respect to all
rights (including rights to distributions (no preferences)) You can have some differences
in voting rights however under the S rules.

c. Debt to third parties such as lenders can not be used to increase shareholder
basis thereby limiting possible writeoffs

d. Shareholder agreements may restrict transferability of shares thus affecting
investor liquidity.






