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CAPITAL EXPENDITURES   

CHANGE IN REVENUES  (           )

Pursuant to federal income tax law, a limited liability company (“LLC”) is an entity that is not automatically 
classified as a corporation.  The default classification of a multimember business entity organized as an 
LLC is a partnership and the default classification of a single member business entity organized as an LLC 
is a disregarded entity where the owner is the taxpayer.  The LLC may instead, however, elect to be taxed 
as a corporation in lieu of a default classification.  

An LLC taxable as a corporation for federal income tax purposes is subject to the Alaska Corporation Net 
Income Tax in the same manner as any other corporation.  An LLC with corporate member owners 
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that is treated as a partnership for federal income tax purposes is not itself subject to the Alaska income 
tax but each corporate owner would report the owner’s share of the income and apportionment factors of 
the LLC on the owner’s Alaska corporate tax return.  In essence, there should be no income tax effect as 
long as the LLC either elects to be taxed as a corporation or the LLC is 100% owned by corporate entities, 
and remains so following the conversion.  Since the bill provides that only subsidiary corporations may 
convert to an LLC the act of conversion would not have a fiscal impact on state tax revenues regardless of 
the federal tax characterization as either a corporation or partnership.

Current tax law provides a large incentive for business to be conducted in the state outside the regular 
corporate form, as partnerships, individuals, and S-Corporations are not subject to the income tax.  The 
bill provides for a more direct method of converting a corporate subsidiary to an LLC, but does not 
influence the federal or state tax consequences.  Since this incentive already exits, the practical effect of 
the bill is to enable conversions that would not occur under existing law due to non-tax reasons.  
Therefore, there should be no measurable revenue impact due to the legislation.  It should be noted that a 
measurable revenue impact is possible if the conversion option were made available to non-subsidiary 
corporations.


