EXHIBIT C

PRINCIPAL FEDERAL INCOME TAX ADVANTAGES AND DISADVANTAGES OF
SUBCHAPTER K AS COMPARED WITH SUBCHAPTER S
Preliminary note.  
1. All section references below are to sections of the Internal Revenue Code.

2. In general, the cost of preparation of a Form 1064 and associated documents for an LLC taxable as a partnership and of a Form 1120S for an LLC taxable as an S corporation are likely to be roughly the same.

	Issue
	Subchapter K Rule
	Subchapter S Rule
	Which Federal Income Tax Regimen Is Likely  to Be More Favorable for Affected Taxpayers?

	1. Eligibility rules, Etc..  Must members meet eligibility or election rules in order to qualify for federal income tax treatment under this federal income tax regimen?
	With one narrow exception under § 7704 for publicly traded partnerships, no such rules apply.
	Subchapter S contains numerous stringent eligibility rules and LLCs must make formal elections in order to S corporations.
	Subchapter K.

	2. Federal income tax treatment of contributions of appreciated property.  What is the federal income tax treatment of contributions of property?
	Under Section 704(c)(1)(A), when a person contributes appreciated property to a business entity, the precontribution gain in the property must be allocated to the contributors on the disposition of the property, and depreciation allowances applicable to the property must be allocated to the non-contributors.
	These contributions are tax-free as long as the contributor meets the “80% control rule” under Section 351(a).
	For contributors of appreciated property.  Subchapter S may often be preferable; for non-contributors, Subchapter K will normally be preferable.

	3. Federal income tax treatment of post-formation contributions of property.  What is the federal income tax treatment of post-formation contributions of property?
	Under Section 721(a), these contributions generally can have no adverse federal income tax effect on the LLC or the contributing member..
	Under Section 351(a), these contributions will trigger gain to contributors unless they comply with the “80% control rule” under that section.
	Subchapter K

	4. Federal income tax treatment of profits interests.  What is the federal income tax treatment of grants by entities of ownership interests in exchange for services?
	These grants are permitted under Section 704(a) and Revenue Procedure 93-27, 1993-2 C.B. 343.
	Under Section 1361(b)(1)(D) (the “single-class-of-stock” rule), these grants are not permitted.
	Subchapter K

	5. Availability of special allocations and distributions.  Are special allocations and distributions permissible?
	Yes, under Section 704(a).
	No, under Section 1361(b)(1)(D) (the single- class-of-stock rule).
	Subchapter K

	6. Federal income tax treatment of distributions of property.  What is the federal income tax treatment of distributions of property?
	Under Section 731(a), these distributions are generally tax-free to the LLC and its members.
	Under Sections 311 and 336, these distributions are treated as sales and may trigger gain to the distributor and tax to the distributee.
	Subchapter K

	7. Federal income tax treatment of redemptions.  What is the federal income tax treatment of redemptions of ownership interests?
	Under Sections 734(b) and 754, when an entity redeems an owner’s ownership interests, the remaining owners obtain an inside basis step-up in the entity’s assets.
	No inside basis step-up is available under Subchapter S.
	Subchapter K.

	8. Federal income tax treatment of sellers of ownership interests.  What is the federal income tax treatment of sellers of ownership interests? 
	Under Sections 741 and 751(a), 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. Federal income tax treatment of purchasers of ownership interests.  What is the federal income tax treatment of purchasers of ownership interests?
	Under Sections 743(b) and 754, 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.
	Subchapter K.

	10. Inclusion of entity debt in owner basis.  To what extent may owners include entity debt in their bases in ownership interests?
	Under Section 752, owners may include their shares of entity debt in their bases in their ownership interests.
	Under Section 1366(d)(1)(B), owners may include entity debt in their bases in their ownership interest only for loans they make to the entity.
	Subchapter K.

	11. Federal income tax treatment of grants of equity interests. What is the federal income tax treatment of grants of equity interests?
	Especially if made in taxable years after the year of formation, these grants may require complex drafting and may involve unresolved federal income tax issues.
	Under Section 421 and other federal tax authorities, the rules governing these grants are clear, and significant drafting issues are unlikely to arise.
	If an entity intends to make these grants after the year of formation, Subchapter S may be preferable, but the ability to grant profits interests under Subchapter K may often make Subchapter K preferable.
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