EXHIBIT B

COMPARISON OF SOLE PROPRIETORSHIP FEDERAL INCOME TAXATION
AND FEDERAL INCOME TAXATION UNDER INTERNAL REVENUE CODE SUBCHAPTER S AS APPLICABLE TO A SINGLE-MEMBER LLC WHOSE MEMBER IS AN INDIVIDUAL 

Preliminary notes  
1. Section references.  All section references below are to sections of the Internal Revenue Code.

2. American citizenship, etc.  In the table below, it is assumed that the individual who is the member of the single-member LLC in question is an American citizen and that this member does not anticipate admitting additional members to the LLC.

3. Tax compliance costs.  As a rough rule of thumb, the cost of preparation of federal income tax returns may be a few hundred dollars less for a Schedule C for the member of a single-member LLC taxable as a disregarded entity (generally a tax sole proprietorship) than for a single-member LLC taxable as an S corporation.  But cost is heavily dependent on the facts.

	Issue
	Sole Proprietorship Federal Income Tax Rules
	Subchapter S Rules as Applicable to  LLCs That Are S Corporations and To Their Shareholders 
	 Which Set of Rules Is Likely to Be More Favorable for Federal Income Tax Purposes to the LLC and Its Member?

	1. Must individuals meet eligibility or election rules in order to qualify for federal income tax treatment under this federal income tax regimen?
	No.
	Subchapter S contains numerous stringent eligibility rules.
	Sole proprietorship rules

	2. What is the federal income tax treatment of contributions of appreciated property?
	These contributions are tax-free to the LLC and the member.

	These contributions are tax-free to the corporation and the member.
	Neither

	3. What is the federal income tax treatment of post-formation contributions of property by the member?
	These contributions are tax-free to the LLC and the member. 
	These contributions are tax-free to the LLC and the member. 
	Neither

	4. What is the federal income tax treatment of contributions of services in exchange for ownership interests?
	This issue is not relevant to individuals who own single-owner businesses.
	Under Subchapter S, shareholders may not contribute services in exchange for stock.
	Neither

	5. Are special allocations and distributions permissible?
	This issue is not relevant to individuals who own single-owner businesses.
	This issue is not relevant to individuals who own single-owner businesses.
	Neither

	6. What is the federal income tax treatment of distributions of property?
	These distributions are tax-free.
	Under Sections 311 and 336, these distributions are treated as sales and may trigger gain to the distributor and tax to the distributee.
	Sole proprietorship taxation

	7. What is the federal income tax treatment of redemptions of ownership interests?
	This issue is not relevant to individuals who own single-owner businesses.
	This issue is not relevant to individuals who own single-owners businesses.
	Neither

	8. What is the federal income tax treatment of sellers of ownership interests?
	The seller must treat as ordinary income all income from the sale of ordinary income assets.
	The seller may treat all income from the sale as capital gains.
	Subchapter S

	9. What is the federal income tax treatment of purchasers of ownership interests?
	The purchaser obtains a stepped-up basis in the assets of the entity in question.
	The purchaser does not obtain a stepped-up basis in the assets of the entity in question.
	Sole proprietorship taxation

	10. To what extent may owners include entity debt in their bases in ownership interests?
	Owners may include entity debt in their bases in ownership interests.
	Under Section 1366(d)(1)(B), owners may include entity debt in their bases in their ownership interests only for loans they make to the entity.
	Sole proprietorship taxation

	11. What is the federal income tax treatment of grants of equity interests?
	This issue is not relevant to individuals who own single-owner businesses.
	This issue is not relevant to individuals who own single-owner businesses.
	Neither
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� As noted in the text of Chapter 17, a sole proprietor’s deployment of property in his or her sole proprietorship is not a “contribution” of that property in the normal sense; but for purposes of this exhibit, it is nevertheless useful to view it as a contribution.





