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Understanding LLCs and Incorporated Entities

Whatis an LLC?

A Limited Liability Company (LLC) is a versatile and
flexible business structure that blends features of both
partnerships or sole proprietorships and corporations.
This hybrid nature allows LLCs to provide owners,
known as members, with the advantages of pass-
through taxation along with the protection from

personal liability typically associated with corporations.

A Limited Liability Company (LLC)
is a versatile and flexible business
structure that blends features

of both partnerships or sole
proprietorships and corporations.

Key Characteristics of an LLC

Limited Liability Protection: One of the primary
benefits of an LLC is that it shields its members

from personal liability for the company’s debts

and obligations. This means that, unlike in a sole
proprietorship or partnership, the personal assets of
LLC members (such as their homes, cars, and personal
bank accounts) are generally protected if the LLC
incurs debt or is sued.
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Pass-Through Taxation: LLCs benefit from pass-
through taxation, where the business itself is not
taxed at the entity level. Instead, profits and losses
“pass through” the business and are reported on

the members’ personal tax returns. This is similar

to how income is reported in a partnership or sole
proprietorship, allowing members to avoid the double
taxation faced by C Corporations, where both the
company'’s profits and the shareholders’ dividends are
taxed.

Flexible Management Structure: LLCs offer significant
flexibility in management. They can be managed either
by the members themselves (member-managed) or

by appointed managers (manager-managed). This
flexibility allows LLCs to be tailored to suit the needs
of their members, whether they prefer hands-on
management or a more passive role.

Fewer Formalities and Compliance Requirements:
Compared to corporations, LLCs are subject to fewer
formalities and compliance requirements. There is

no need for a board of directors, annual meetings, or
extensive record-keeping, which can be both time-
consuming and costly. This makes LLCs particularly
appealing to small business owners who want to focus
more on running their business and less on regulatory
obligations.
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UNDERSTANDING LLCS AND INCORPORATED ENTITIES (conT’D)

Customizable Ownership and Profit Distribution:
LLCs allow for a flexible ownership structure, with no
limits on the number of members or their involvement
in management. Additionally, profit distribution is not
required to be proportional to ownership interests.
This means that members can decide how to allocate
profits based on agreements that might not directly
correspond to their ownership percentages.

Choice of Tax Classification: While LLCs are typically
taxed as a sole proprietorship (if single-member) or a
partnership (if multi-member) by default, they also have
the option to elect taxation as a C Corporation or an S
Corporation if this better suits the financial goals of the
members. This flexibility in tax treatment is one of the
unique advantages of the LLC structure.

Popularity Among Small Businesses

LLCs are particularly popular among small businesses,
startups, and real estate investors due to their
flexibility, ease of formation, and the balance of liability
protection with favorable tax treatment. The ability to
customize the structure and operation of the business
makes LLCs an attractive option for entrepreneurs
looking for a straightforward, yet protective business
entity.
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LLCs are particularly popular
among small businesses, startups,
and real estate investors due to
their flexibility, ease of formation,
and the balance of liability
protection with favorable tax
treatment.

Examples of Businesses That Might
Usean LLC

Freelancers and Consultants: Independent
professionals such as writers, designers, and
consultants may form LLCs to protect their personal
assets while enjoying simplified tax reporting.

Real Estate Investment Groups: Real estate investors
often use LLCs to hold property, which allows for
liability protection in case of legal issues related to the
properties.

Family-Owned Businesses: Small, family-run
businesses frequently choose LLCs because they
provide a straightforward structure with flexible
management and profit-sharing options.

Ready to start your LLC?

Get professional business and legal

assistance from the experts at LLC Attorney.

CONTACT US =
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What is an Incorporated Entity?

An Incorporated entity, commonly referred to as a
Corporation, is a distinct legal entity that is separate
from its owners (known as shareholders). This
separation provides a critical layer of protection for
shareholders, ensuring that their personal assets are
generally not at risk for the corporation’s debts and
liabilities. Corporations are governed by a strict set
of regulations and must adhere to formalities such
as maintaining a board of directors, holding annual
meetings, and keeping detailed records.

An Incorporated entity, commonly
referred to as a Corporation,

is a distinct legal entity that is
separate from its owners. This
separation provides

a critical layer of protection

for shareholders...

Corporations can raise capital through the issuance of
stock, making them an attractive option for businesses
that anticipate significant growth or need substantial
funding. There are two primary types of corporations in
the United States: C Corporations and S Corporations,
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each with distinct tax implications and operational
requirements.

C Corporation (C Corp)

A C Corporation is the standard form of a corporation
and is treated as a separate tax-paying entity. This
means that the corporation itself is taxed on its

profits, and then, when those profits are distributed to
shareholders in the form of dividends, the shareholders
also pay taxes on the dividends they receive. This
situation is commonly referred to as “double taxation.”

Key Characteristics of a C Corporation

Separate Tax Entity: A C Corporation files its own tax
return (IRS Form 1120) and pays taxes at the corporate
level on any profits earned. This is in contrast to
pass-through entities like LLCs, where the profits and
losses are reported directly on the owners’ personal tax
returns.

No Limit on Shareholders: C Corporations can have
an unlimited number of shareholders, including
foreign investors. This makes them an ideal choice for
businesses that plan to issue stock broadly, including
through public offerings.

Learn more about forming a
C Corporation with

LLC Attorney
SCHEDULE A CONSULTATION TODAY >
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S AN INCORPORATED ENTITY? (cont'D)

Multiple Classes of Stock: C Corporations can issue
different classes of stock, each with its own rights,
privileges, and restrictions. This flexibility can be
useful in attracting a variety of investors with different
expectations and investment levels.

Corporate Formalities: C Corporations are required to
follow strict corporate formalities, including holding
regular meetings of the board of directors and
shareholders, keeping minutes of those meetings, and
adhering to a set of bylaws. These formalities help

to reinforce the separation between the corporation
and its shareholders, which is crucial for maintaining
limited liability.

Retention of Earnings: Unlike S Corporations,

which must pass through profits to shareholders, C
Corporations can retain earnings within the company
for reinvestment in the business. This can be
advantageous for growing companies that need to
build up capital reserves.

S Corporation (S Corp)

An S Corporation is a special type of corporation
that allows profits (and some losses) to be passed
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directly to the owners’ personal income without being
subject to corporate tax rates. This is similar to the tax
treatment of LLCs and partnerships. However, not all
corporations qualify for S Corporation status; certain
criteria must be met, and an election must be made
with the IRS using Form 2553.

Key Characteristics of an S
Corporation

Pass-Through Taxation: The primary advantage of
an S Corporation is pass-through taxation. Profits and
losses are reported on the shareholders’ personal tax
returns, and thus, the corporation itself is not subject

to federal income tax. This avoids the double taxation
issue faced by C Corporations.

An S Corporation is a special type
of corporation that allows profits
(and some losses) to be passed
directly to the owners’ personal
income without being subject to
corporate tax rates.
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WHAT IS AN INCORPORATED ENTITY? (conT'D)

Shareholder Restrictions: S Corporations are limited
to 100 shareholders, and all shareholders must be
U.S. citizens or residents. Additionally, S Corporations
can only issue one class of stock, which means all
shareholders have the same rights with respect to
distributions and liquidation proceeds.

Avoidance of Double Taxation: By passing income
directly to shareholders, S Corporations avoid the
double taxation that affects C Corporations. This can
result in significant tax savings, especially for small
businesses with active shareholders who draw salaries
and dividends.

Eligibility Requirements: To elect S Corporation status,
a company must meet several criteria, including

being a domestic corporation, having only allowable
shareholders (which generally excludes partnerships,
corporations, and non-resident aliens), and having no
more than 100 shareholders. Failure to adhere to these
requirements can result in the loss of S Corporation
status.

Potential Self-Employment Tax Savings: S Corporation
shareholders who actively work for the company can
be paid a salary, which is subject to employment taxes,
while any remaining profits distributed as dividends are
not subject to self-employment tax. This can result in
tax savings compared to LLCs, where all profits may be
subject to self-employment taxes.
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Wondering if S Corporation status is right for your
business? Contact us for tailored business formation
advice.

When to Choose a C Corporation

Access to Capital: If your business plans to raise
significant capital by issuing stock or plans to go
public, a C Corporation is often the preferred structure.
The ability to issue multiple classes of stock and

to have an unlimited number of shareholders is
particularly advantageous in these situations.

Potential for Retained Earnings: Businesses that
want to reinvest profits into the company rather than
distributing them to shareholders might choose a C
Corporation to take advantage of the ability to retain
earnings without immediate taxation to shareholders.

Businesses that want to reinvest
profits into the company rather
than distributing them to
shareholders might choose a C
Corporation to take advantage
of the ability to retain earnings
without immediate taxation

to shareholders.
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International Ownership: If your business has or

plans to have foreign investors, a C Corporation is the
appropriate choice because it places no restrictions on
the nationality of shareholders.

When to Choose an S Corporation

Avoidance of Double Taxation: For smaller businesses
that want to avoid double taxation but still want the
benefits of a corporate structure, an S Corporation is an
ideal choice. It provides the same liability protection as
a C Corporation without the burden of corporate-level
taxation.
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Active Shareholder Involvement: If the shareholders
are actively involved in the day-to-day operations of the
business, an S Corporation can provide tax benefits

by allowing them to receive both salaries (subject to
employment taxes) and dividends (not subject to self-
employment tax).

Simple Ownership Structure: If your business has

a simple ownership structure with fewer than 100
shareholders, and all shareholders meet the eligibility
requirements, an S Corporation can provide both
simplicity and tax efficiency.

Learn more about forming an
S Corporation with

LLC Attorney

SCHEDULE A CONSULTATION TODAY -
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Pros and Cons of LLCs

Pros:

Limited Liability: Members of an LLC are protected
from personal liability for business debts and claims.
Their liability is typically limited to the amount of
money they invested in the business.

Pass-Through Taxation: The LLC itself is not taxed.
Instead, profits and losses are passed through to
the members, who report them on their personal tax
returns. This avoids the double taxation faced by C
Corporations.

The LLC itself is not taxed. Instead,
profits and losses are passed
through to the members, who
report them on their personal tax
returns.

Flexibility in Management: LLCs offer flexibility in how
they are managed. They can be member-managed (by
the owners) or manager-managed (by a designated
manager).

Fewer Formalities: LLCs have fewer ongoing
formalities compared to corporations. There are no
requirements for a board of directors, annual meetings,
or extensive record-keeping.

Customizable Ownership Structure: LLCs can have an

unlimited number of members and allow for a variety of

ownership structures, including foreign owners.
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Cons:

Self-Employment Taxes: In many cases, LLC members
are considered self-employed and must pay self-
employment taxes on their share of the LLC’s income,
which can be higher than the taxes paid by employees
of a corporation.

Limited Growth Potential: LLCs might face difficulties
in raising capital because they cannot issue stock.
Investors might prefer the clarity and structure of a
corporation.

Varying State Laws: LLC laws vary by state, which can
create complexities if the business operates in multiple
states.

Complexity in Ownership Transfers: Transferring
ownership in an LLC can be more complicated than in
a corporation, which may deter potential investors or
buyers.
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Pros and Cons of Incorporated Entities

Pros: Cons:

Limited Liability: Like LLCs, corporations offer limited Double Taxation: C Corporations face double taxation—
liability protection, shielding the personal assets of once on the company's profits and again on dividends
shareholders from business debts and obligations. paid to shareholders. However, S Corporations avoid

X ) ) _ this by passing income directly to shareholders.
Access to Capital: Corporations can raise capital more

easily by issuing shares of stock, which can attract More Formalities and Regulations: Corporations must
investors, including venture capitalists. adhere to strict formalities, including holding annual
meetings, maintaining a board of directors, and keeping

Perpetual Existence: Corporations continue to exist eailes] Eeais

even if the owner or a major shareholder leaves the
company or passes away, providing continuity and Higher Costs: Forming and maintaining a corporation
stability. generally involves higher costs, including incorporation

' fees, legal fees, and ongoing compliance costs.
Tax Advantages: C Corporations can take advantage

of a lower corporate tax rate on profits. Additionally, Less Flexibility in Management: Corporations are
certain benefits provided to employees (such as health  required to have a more rigid management structure,
insurance) are tax-deductible. with a board of directors overseeing major decisions.

Easier Transfer of Ownership: Shares in a corporation
can be easily transferred, sold, or inherited, making
ownership changes simpler than in an LLC. ®
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Taxation: LLC vs. Incorporated Entities

LLC Taxation:

LLCs offer flexibility in taxation. By default, single-
member LLCs are taxed as sole proprietorships, and
multi-member LLCs are taxed as partnerships. This
means that the income and expenses of the business
are reported on the owner's personal tax return,
avoiding double taxation. However, LLCs can also elect
to be taxed as a C Corporation or an S Corporation if it
is beneficial for the owners.

LLCs offer flexibility in taxation.
By default, single-member LLCs
are taxed as sole proprietorships,
and multi-member LLCs are taxed
as partnerships.

Sole Proprietorship/Partnership: Income passes
through to owners and is taxed at their personal
income tax rates. Owners must pay self-employment
taxes on their share of the income.
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C Corporation Election: If an LLC elects to be taxed as
a C Corporation, it will be subject to corporate tax rates,
and the owners will face double taxation if profits are
distributed as dividends.

S Corporation Election: Electing S Corporation status
allows the LLC to avoid double taxation while providing
some potential savings on self-employment taxes, as
owners can be paid a salary and receive distributions.

Corporation Taxation:

C Corporation: C Corporations are taxed as separate
entities. They pay corporate income tax on their
profits, and when profits are distributed as dividends,
shareholders also pay personal income tax on those
dividends, resulting in double taxation.

S Corporation: An S Corporation allows income to pass
through to shareholders' personal tax returns, avoiding
corporate-level taxation. However, there are restrictions
on the number of shareholders and types of allowable
shareholders (e.g., no foreign shareholders).
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When to Choose an LLC

Small or Family-Owned Businesses: If you're starting
a small or family-owned business where you want
simplicity, flexibility, and limited liability, an LLC is a
good choice.

If you're starting a small or family-
owned business where you want
simplicity, flexibility, and limited
liability, an LLC is a good choice.

Example: Imagine a family running a local restaurant.
They want to keep the business ownership within

the family, simplify management, and protect their
personal assets from any potential business liabilities.
An LLC is an ideal choice because it provides the
limited liability protection they need while allowing
them to manage the business with flexibility. The LLC
structure also enables them to pass profits directly to
the family members without corporate-level taxation.

Real Estate Investment: Real estate investors often
prefer LLCs due to the combination of pass-through
taxation and limited liability.

Example: Consider a real estate investor who buys,
renovates, and rents out residential properties. By
forming an LLC, the investor can hold each property in
a separate LLC to protect each one from the liabilities
of the others. This strategy ensures that if a lawsuit
arises related to one property, it won't impact the
investor's personal assets or other properties. The
pass-through taxation of the LLC also allows the
investor to report profits and losses on their personal
tax return, potentially lowering their overall tax burden.
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Freelancers and Consultants: Independent contractors
and consultants can benefit from the simplicity and tax
advantages of an LLC.

Example: A freelance graphic designer who works
with multiple clients might choose to form an

LLC to separate their personal finances from their
business income. This not only provides limited
liability protection but also allows the designer to take
advantage of business deductions and simplified tax
reporting. Additionally, the LLC structure can enhance
the designer’s professional image, making them more
attractive to potential clients.

Businesses with Limited Funding Needs: If
your business doesn't require raising significant
capital through stock sales, an LLC can be more
straightforward to manage.

If your business doesn't require
raising significant capital through
stock sales, an LLC can be more
straightforward to manage.

Example: A local boutique selling handmade crafts
operates with a modest budget and has no plans

to seek outside investors or issue stock. The owner
values simplicity in managing the business and wants
to avoid the complexities of a corporation. An LLC is a
straightforward choice, offering the liability protection
they need without the formalities of a corporation.
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When to Choose a Corporation

High-Growth Startups: If you plan to seek venture
capital or issue stock options, a corporation is the
preferred structure due to its ability to issue shares and
attract investors.

Example: A technology startup developing innovative
software plans to scale rapidly and attract venture
capital funding. Venture capitalists often prefer to
invest in C Corporations because they can issue
preferred stock and offer stock options to employees.
The ability to issue multiple classes of stock and

the structure's potential for an eventual IPO makes

a corporation the ideal choice for this high-growth
startup.

Businesses Planning to Go Public: Corporations
are required if you plan to take your company public
through an IPO.

Example: A fast-growing fintech company that has
developed a popular mobile payment app decides to go
public to raise substantial capital. To do so, it needs to
be structured as a corporation, as this is the required
form for a company to conduct an Initial Public
Offering (IPO). The corporate structure also provides
the governance framework needed to meet regulatory
requirements and attract institutional investors.

Businesses with Complex Ownership Structures:
If your business will have multiple classes of stock,

Conclusion

Choosing between an LLC and a Corporation is a
critical decision that will have long-term implications
for your business.

An LLC offers flexibility, simplicity, and pass-through
taxation, making it ideal for small businesses,
freelancers, and real estate investors. On the other
hand, a Corporation provides more opportunities for
growth, the ability to raise capital through stock, and
the potential for significant tax advantages, especially
for high-growth startups and larger businesses.
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a board of directors, or complex profit-sharing
arrangements, a corporation’s structure is more
suitable.

Example: A healthcare company with multiple divisions
and plans to expand internationally requires a structure
that allows for complex profit-sharing arrangements
and different classes of stock. The corporation's
structure, which includes a board of directors, provides
the governance necessary to manage such a large

and complex entity. This setup also makes it easier to
attract different types of investors, each with varying
rights and interests in the company.

Businesses with Significant Employee Benefits:
Corporations can provide tax-deductible benefits

to employees, such as retirement plans and health
insurance, making them an attractive option for larger
companies.

Example: A large manufacturing company with
hundreds of employees offers comprehensive

benefits packages, including retirement plans and
health insurance. Forming a corporation allows the
company to deduct the cost of these benefits, providing
significant tax savings. Additionally, the corporation
can offer stock options as part of the benefits package,
which can be a powerful tool for attracting and
retaining top talent.

Understanding the differences, pros and cons, and
taxation implications of each structure will help you
make an informed decision that aligns with your
business goals. Consulting with a legal or financial
advisor is recommended to ensure you select the best
entity type for your specific situation.

Not sure which structure is best for you?
Consult with our legal experts to make the
right choice for your business.
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Start Your Dream Business Today...
With Expert Guidance

Still unsure which structure is best for your
business? Consult with our business formation
experts and get personalized guidance.
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