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Compare the LLC to Corporations and Partnerships  
 
Why the need for an LLC? LLCs can offer a competitive advantage over corporations 
and partnerships in three areas: taxes, liability protection, and flexibility. Although the 
LLC statutes vary among the states, it’s possible to generalize about how LLCs measure 
up against other business arrangements.  
 

Taxes 
 
If the LLC is structured properly, it will be taxed like a partnership for federal income 
tax purposes. That means no tax at the company level.  
 

Liability 

 
In general or limited partnerships, general partners can be held personally liable for the 
partnership’s debts and obligations, as well as other partners’ mistakes -- a big deterrent 
to many would-be entrepreneurs and prospective investors. Additionally, in certain 
situations, limited partners who become actively involved in running a partnership can 
be reclassified as general partners and lose their limited liability protection. But LLC 
owners, like corporate shareholders, are shielded from personal liability beyond the 
value of their investment. Their personal assets are generally not subject to the claims of 
business creditors. 
  

Flexibility 

 
The various state laws authorizing the use of LLCs generally permit their use in almost 
any type of business. LLC organizers have broad discretion in deciding who will 
manage the company. Often, LLCs are managed by a small group of the company’s 
owners. And, while LLCs share some subchapter S corporation advantages -- such as 
limited liability and taxation only on the individual level -- they have far fewer 
restrictions. For instance, only individuals, estates and certain trusts may be S 
corporation shareholders, and the maximum number of shareholders is limited to 75. In 
contrast, LLCs have no such limits.  
 
 
 

 



2 | P a g e  

  

Forming an LLC 

 
Forming an LLC typically involves filing articles of organization with the state. This 
document is analogous to a corporation’s articles of incorporation and contains basic 
information about the LLC. The fundamental governing document is the operating 
agreement which outlines the rules for operating the business and allows the owners to 
allocate ownership interests in any desired fashion. It is generally a flexible, private 
agreement that can be customized to meet your business needs.  
 
Is the LLC the entity of choice for you? That depends on a number of factors. Adopting 
or changing your form of business requires careful consideration of your business, tax 
and financial needs and the legal risks.  
 
 
 

For more information on how ESG and its national platform of M&A firms and 
Investment Bankers can help sell your business, please call us at 201-556-4618 or  
1-866-807-0325, or email us at DPrisciotta@equitystrategiesgroup.com. 
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