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The limited liability company (LLC) is, for federal income tax purposes, a pass

-

through 

entity like a partnership or S corporation, but it includes the limited liability of a 

corporation.
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LLCs are created by statute and vary from state to state.  The operating agreement sets 

forth the relationship of its members (owners) and governs how the LLC will be operated, 

allocation of earnings, capital contributions and distributions.  The formalities found in the 

corporate business organization, like directors meetings, written minutes, etc., may not be 

required.

 

 

Election to Be Taxed as a Partnership

 

 

A limited liability company formed after 12/31/96 may elect to be taxed as a partnership 

for Federal income tax purposes.  However, some states, municipalities, etc., may not 

recognize this election for the purposes of their own income tax.
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 Limited partners cannot participate in management.
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 The S corporation is currently limited to 75 shareholders and there can be only one class of stock.  Beginning in 1997, 

S

 

corporations are allowed to own 80% or more of the stock in a C corporation.  See IRC Sec. 136(b)(2), as amended.
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 C corporation’s net income is subject to the corporate federal income tax up to 35%.

 


