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Notice

ANY TAX ADVICE IN THIS COMMUNICATION IS NOT INTENDED OR
WRITTEN TO BE USED, AND CANNOT BE USED, BY A CLIENT OR
ANY OTHER PERSON OR ENTITY FOR THE PURPOSE OF (i)
AVOIDING PENALTIES THAT MAY BE IMPOSED ON ANY TAXPAYER
OR (ii) PROMOTING, MARKETING OR RECOMMENDING TO
ANOTHER PARTY ANY MATTERS ADDRESSED HEREIN.

You (and your employees, representatives, or agents) may disclose to any and all
persons, without limitation, the tax treatment or tax structure, or both, of any
transaction described in the associated materials we provide to you, including, but
not limited to, any tax opinions, memoranda, or other tax analyses contained in
those materials.

The information contained herein is of a general nature and based on authorities
that are subject to change. Applicability of the information to specific situations
should be determined through consultation with your tax adviser.
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Introduction — Tax Classification

= A domestic entity that is not a corporation and that has only a
single owner will be disregarded for federal income tax
purposes. Treas. Reg. section 301.7701-3.

= So tax classification of LLCs and partnerships turns on the
number of members BUT...
* The number of members is not always readily apparent
* The number of members may inadvertently change
= So...
small changes in economics can drive . . .
BIG tax consequences
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Introduction (continued)

= Why do you care?
¢ Need to know how it is taxed

* Need to know whether transactions with the entity will be
disregarded

* Need to know for reporting purposes (No return? Form 1065?)
= AND

— If the classification changes, the deemed transfers of assets can
have significant tax consequences
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Partnership or disregarded entity?

= [sn’t it obvious how many owners there are?

* Not always (Rev.Proc.2010-32 was necessary because
error was so common for foreign entities)

= AND
= Side effects of change can surprise you
Questions come up frequently in:
* International structuring

* Cleaning up org chart (LER - legal entity
rationalization projects)
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Partnership or disregarded entity? (continued)

Eligible Entities — Default Rules When No Election Filed

Eligible Entity

§ 7701(a)(4) Foreign § 7701(a)(5)

One > One All Members
Member Member Have Ltd Liab

Reg § 301-7701(b)(2)(ii)

A .

Not All

Members
Have Ltd Liab

Y
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Find the full text of this and thousands of other resources from leading experts in dozens of
legal practice areas in the UT Law CLE eLibrary (utcle.org/elibrary)
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