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CORPORATIONS (In General) 
ADVANTAGES 

• Centralized management 
• Excellent for complex financing or raising capital 
• Corporation may issue incentive stock options (partnerships and LLCs may not) 

which generally give holders favorable long-term capital gains treatment 
• Corporation’s assets are protected from the shareholders’ creditors 
• Corporations commonly obtain both equity and debt financing 
• The issuance of stock, either to existing or new shareholders, is an easy means of 

raising capital for expanding the business 
• Shareholders have limited liability protection from the corporation’s actions 
• Shareholders may be restricted by a shareholders’ agreement from freely transferring 

ownership interests to outside parties 
• A corporation can have perpetual life: it can continue after the death, disability, or 

retirement of the original shareholders 
 

DISADVANTAGES 

• Lots of requirements for formation, including filing articles of incorporation, issuing 
stock certificates, and, generally, having the shareholders enter into an agreement 
governing the operation of the corporation 

• Persons performing services for the corporation, including shareholders, must 
generally be considered employees and paid through payroll, with state and federal 
withholdings and deductions made  

• Scrutiny by the IRS and state taxing authorities might affect the amount of 
compensation a shareholder or employee can receive in the form of salary, bonuses, 
and the like, as opposed to just taking dividends from after-tax profits 

• Corporations have a very defined and rigid management (sometimes cumbersome) 
structure.  Generally, shareholders have to elect a board of directors, who in turn 
appoint officers to run day-to-day operations.  This could be confusing if there are 
only a few shareholders. 

• In some states, a corporation must pay a minimum tax every year even if it shows a 
loss on paper 
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C CORPORATIONS 
 

ADVANTAGES 

• Can be owned by an unlimited number of any type of “legal persons” (e.g., 
corporations, partnerships, trusts and estates)  

• Entity of choice for businesses that want to build long-term value by retaining 
earnings so that the business can grow and go public or be sold to another business 

• May issue different classes of stock with various rights, and offers tax advantages to 
venture capital funds 

o (Most VC funds raise money from tax-exempt entities such as pension and 
profit-sharing trusts, universities, and charitable organizations.  These non-
profits would incur unrelated business taxable income on investments in flow-
through entities such as a partnership or LLC) 

• Gains on sales of stock held for >1 year and qualified dividends are taxed to 
shareholders at favorable capital gains rates 

• Salaries and other reasonable compensation to shareholders who work for the 
business are usually fully deductible against the corporation’s income (effectively 
eliminating taxes on those earnings at the corporate level) 

• Fringe benefits for employees are usually fully deductible against a corporation’s 
income 

• If the C corporation is a qualified small business, stock held for >5 years is generally 
eligible for a 50% reduction in the capital gains tax payable (See IRC 1202) 

 
 DISADVANTAGES 

 
• Double taxation 
• C corporations cannot pass losses through to the shareholders 
• Only when shareholders sell their stock at a loss do they have the opportunity to 

generate a loss for tax purposes that may offset income from other sources 
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S CORPORATIONS 
ADVANTAGES 

 
• Pass-through taxation at the corporate level: income and losses pass through to 

owners, allowing them to deduct losses from their taxable income 
 
 

DISADVANTAGES 

 
• Limited to 100 shareholders, all of whom must be individuals, certain tax-exempt 

organizations, qualifying trusts, or estates, and none of whom may be non-resident 
aliens 

• Only one class of stock allowed, although it can be issued with voting and nonvoting 
rights 

• S election can be terminated by not adhering to IRS requirements 
• All corporate level income is treated as if it is distributed to the shareholders, whether 

it actually is or not 
• Unlike entities taxed as partnerships, S’s cannot allocate items of income, gain, loss, 

deduction and credit disproportionately.
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LIMITED LIABILITY COMPANIES 
 

ADVANTAGES 

• Pass-through taxation at the LLC level: income and losses pass through to owners, 
allowing them to deduct losses from their taxable income (LLC members can choose 
to be taxed as a partnership, corporation, or even a sole proprietorship in the case of a 
single member LLC; most multiple-member LLCs choose to be taxed as a 
partnership) 

• Members’ limited liability protection: no personal liability for the LLC’s debts, 
obligations and judgments against the LLC 

• LLC’s liability protection: LLC assets cannot be taken to satisfy personal debts, 
obligations and judgments against members  

• Flexibility in ownership and management: 
o Ownership 
o Unlimited number of members, who may be individuals or other businesses 
o Members may be divided into different classes or groups, each with different 

rights, powers, preferences and limitations 
o Restrictions may be placed on the transfer of membership interests 
o Management 
o Members or managers can manage the LLC 
o Few ongoing formalities are required, e.g., no need to elect a board of 

directors or appoint officers (although regular, documented meetings are 
recommended to reinforce that the LLC is a separate legal entity) 

• Funds for capitalizing the LLC can come from members or outside financing 
• LLCs do not terminate on the death, withdrawal or incapacity of a member.  Thus, 

LLC interests can be transferred to a member’s family 
• Can change structure without tax 
 
 

DISADVANTAGES 

• Because they are a relatively new type of entity, there is less case law concerning 
LLC disputes, and the case law is rather inconsistent 

• There is a lack of uniformity among states in regard to the formation, management 
and operation, and conversion and merger of LLCs 

• LLCs cannot go public; doing so requires conversion to a C corporation 
(incorporation is tax-free event) 

• LLCs are not suitable for businesses financed by venture capital funds because of tax 
restrictions on the funds’ tax-exempt partners 

• Investors and employees commonly prefer offerings of corporate stock rather than 
partnership or LLC interests because stock offerings are easier to understand 


