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We're sending this newdetter to you, as a customer of Alberty Publishing LLC, to bring you news about
the law of limited liability companies and what's new a Alberty.com.

L L C Reorganizations

Asmentioned in our last newdetter, many commentators cite the ability to participate in tax-free
reorganizations as an advantage of using a corporation rather than an LLC as aform of business
organizetion. Thisis mideading because, while the tax-free reorganization provisions of the Internd
Revenue Code apply only to corporations, LLCs can participate in tax-free transactions that accomplish
the same results as the tax-free reorganizations most commonly used by closaly-held corporations. As
we discussed in our winter newdetter, LLCs, aswell acorporations, can participate in tax-free mergers.
This newdetter looks at tax-free divisons, recapitdizations, and changes of state of organization.

Divisons of corporations are tax-free under IRC 8§355. For example, in atax-free spin-off, a
corporation transfers some of its assets to a new subsidiary in exchange for the subsidiary’ s stock and
digtributes this stock on a pro rata basis to its own shareholders, resulting in the cregtion of two
corporations owned by the same shareholders. Although IRC 8355 applies only to corporations, a
spin-off involving an LLC isaso tax free in mogt instances. An LLC can transfer some of its assetsto a
new subsdiary LLC in exchange for amember’ sinterest in the subsidiary in atransaction that is tax-free
under IRC 8721. The LLC can then digtribute the member’ sinterest in the subsdiary to its own
members, and this distribution will generdly be tax-free under IRC 8731. The result will the creation of
two LLCs, each with the same members.

AnLLCisds0 adleto participate in what isin effect atax-free split-off, or the crestion of two LLCs,
one of which isowned by one or more of the members of the LLC and the other of which is owned by
other members of the LLC. In order to accomplish this, an existing LLC creates asubsdiary LLC, but
in this case distributes the member’ s interest to only some of its membersin liquidation of their interests.
The creetion of the subsdiary and distribution of the member’ s interest are again generdly tax free under
IRC 88721 and 731.

An LLC spin-off or split-off will not be tax-free if the digtribution of the member’sinterest in the
subsdiary LLC resultsin gain or income to the members of the didtributing LLC because the didtribution
istreated as part of adisguised sde of property to the distributing LLC under IRC 8737 or the
digiribution results in a change in the members' interests in unredlized recaivables and inventory items
under IRC 8751.

A recapitdization of an LLC that crestes anew class of members' interests does not qualify for tax-free
trestment under IRC 8368(a)(1)(E), which islimited to recapitdizations of corporations, and the
exchange of one form of member’ sinterest in an LLC for another form gppears to be ataxable
exchange under IRC 8741. Nevertheless, the IRS has ruled that the conversion of a partnership to a
limited partnership or limited ligbility company istax free o long as the business of the partnership is
continued, no partner isrelieved of liabilities, and al partners’ interestsin capitd and profits remain the



same. A recapitaization of an LLC that meets these requirements and is structured like the conversons
consdered in those rulings may aso be tax free.

An LLC can change its Sate of organization in the same way as a corporation. To do this, anew LLC is
cregted in the new state of organization, and the LL C organized under the law of the old state is merged
into the new LLC. Although the transaction is not covered by IRC 8368(a)(1)(F), the transaction will

be tax free to both the LLC and its members, and the old LLC will be treated as having continued for
tax purposes under the rules applicable to mergersof LLCs.

New Shopping Cart Feature

WEe ve upgraded and improved the process for purchasing LLC forms from Alberty.com. Our new
secure online ordering system utilizes a shopping cart feature to make it easier for you to locate, learn
about, and order the forms you want. The new system aso redly streamlines the process of purchasing
multiple forms

With our new ordering process, forms are delivered to you viae-mail, avoiding the need for you to
download them as in the past. Forms can till be purchased 24 hours a day, seven days aweek, and are
e-mailed to you immediatdly if you order them from our secure server. Forms can aso be purchased by
telephone, fax, or mail using the smple steps outlined on the How to Order page of our Web site.

Those of you who purchase forms from our Site on aregular basis may want to register as a customer
on our secure online server. Thiswill alow you to return to Alberty.com and place additiona orders
without the need to input billing information, which can be ared time saver.

WEe re proud of our new upgrades and hope you'll visit our Site soon and try out the new secure online
ordering system.

Continued CD-ROM Offer

A complete st of the Alberty Publishing formsis now available for purchase at our Web site, dthough
we continue to offer the forms for purchase on an individual bass. The CD-ROM contains dl 33 of our
LLC forms and costs $199, plus a $5.95 shipping and handling charge. This represents a discount of
over 60 percent from the price of purchasing dl the formsindividualy.

By way of saying thanks to the customers who have supported us during our first two and half years of
operations, we' re continuing to offer purchasers of the CD-ROM afull credit for al forms purchased
from our Web site in the past. For example, if you' ve purchased $100 worth of forms, the CD-ROM
can be yours for only $99 plus the shipping and handling charge.

Our secure online ordering system can’t compute the credit for prior purchases, so to take advantage of
this offer, you must reply to this e-mail and supply uswith your current mailing address. We'll send you
the CD-ROM dong with an invoice for the purchase price net of a credit for your prior purchases.



Subscription Info

Asacustomer of Alberty.com, weld like to continue sending you updates on the law of LLCsand
about useful forms that can enhance your practice. But if you'd rather not receive our newdetters, just
let us know by replying to thise-mail. A human being will be reading your email, so just ask usto take
you off our mailing list — no magic words are needed in the subject line.

We welcome your input or feedback about this newdetter. Please fed free to reply with any thoughts or
requests. Thank you.
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