| NTERNAL REVENUE SERVI CE
Nunber : 200201024
Rel ease Date: 1/ 4/ 2002
| ndex Nos: 7701. 00- 00
CC: PSl:2 - PLR-152261-01

Cct ober 5, 2001

<X
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St at e

Dear

This is inreply to a recent letter, submtted by X's
aut hori zed representative on behalf of X, requesting a ruling
that Y will be treated as a disregarded entity for federal tax
pur poses.

The infornmation submtted states that Y is a State [imted
liability conpany (LLC). The State LLC act provides that limted
liability conmpany and "donestic limted liability conpany” neans
alimted liability conpany fornmed under the |laws of State and
having 1 or nore nmenbers. X, a corporate entity, has 100% of the
econom c interest in Y. X has a 100% share of the profits and
| osses of Y and a 100% share of whatever would be distributed in
l'i qui dation of Y. The other nmenmber of Y, Menmber B, will not
share in the profits and | osses of Y or receive anything in
l'i qui dation of Y.

Under the LLC agreenment (the Agreenent) for Y, Menber B's
only rights are to help prevent the bankruptcy of Y by requiring
Menmber B's approval in order for Y to (i) file for bankruptcy,
(i1) dissolve or liquidate, (iii) amend the certificate of
formation for Y, (iv) engage in a business other than specified
in Y s certificate of formation, or (v) enter into a credit
facility or borrowi ng outside the ordinary course of its business
or other than contenplated upon its formation.

Section 301.7701-2(a)of the Procedure and Admi nistration
Regul ations provides that business entities are entities
recogni zed for federal tax purposes but not properly classified
as trusts under § 301.7701-4 or otherw se subject to specia
treatnent under the code. A business entity with two or nore
menbers is classified for federal tax purposes as either a
partnership or a corporation. Section 301.7701-3(a) provides
that a business entity that is not classified as a corporation
under § 301.7701-2(b)(1), (3), (4), (5, (6), (7), or (8) (an
"eligible entity") can elect its classification for federal tax
purposes. An eligible entity with a single ower can elect to be
classified as either an association (and thus a corporation under



8§ 301.7701-2(b)(2)) or to be disregarded as an entity separate
fromits owner. Under 8§ 301.7701-3(b)(1)(ii), a donestic
eligible entity with a single owner is disregarded as an entity
separate formits owner unless it elects to be treated as a
corporation under § 301.7701-3(c).

Since Yis a donestic eligible entity and you have
represented that it will not file an election to be treated as a
corporation, its federal tax classification depends upon whet her
Y has one nenber or nore than one nenber.

In this case Menber Bis a nenber of Y for the sole limted
pur pose of preventing X fromplacing Y into bankruptcy on its own
volition. Menber B has no interest in Y capital, profits or
| osses and neither manages the enterprise nor has any managenent
rights other than those limted rights described above. Thus,
for federal tax purposes Menber B will not be treated as a nenber
of Y. Accordingly, X is the sole nenber of Y. Because X is the
sole owner of Y and Y will not elect to be treated as a
corporation for federal tax purposes, Y will be disregarded as an
entity separate from X

Based solely on the facts submtted and representations
made, we conclude that provided that Y does not file an el ection
to be treated as a corporation for federal tax purposes under
8301. 7701-3(c), Y will be disregarded as an entity separate from
X. Furthernore, based on the facts and circunstances set forth
in the ruling request dated February 26, 2001 (PLR-113383-01)
LLC s assets and activities will be attributed to X, for purposes
of determ ning whether X qualifies as an Exchange Accommobdati on
Ti tl ehol der under Rev. Proc. 2000-37.

Except as specifically rul ed above, we express no opinion
concerning the federal tax consequences of the transactions
descri bed above under any ot her provisions of the Code.

This ruling is directed only to the taxpayers who requested
it. Section 6110(k)(3) provides that it nmay not be used or cited
as precedent.

Pursuant to the power of attorney on file with this office a
copy of this letter is being sent to X' s authorized
representative.

Si ncerely,

J. THOMAS HI NES

Chi ef, Branch 2

O fice of the Associate Chief Counse
(Passt hroughs and Speci al Industries)

Encl osures: 2
Copy of this letter
Copy for 8 6110 purposes



