
  Limited Liability Companies 

 
One of the primary financial planning decisions facing small business owners is what form of 
organization should their enterprise take. The form a business takes impacts various tax, liability, 
control and transfer of ownership aspects of the business, all of which affect the owner's individual 
financial plan. Wouldn't it be great if business owners could combine the benefits of an S 
corporation with those of a partnership? Surprise. It may be possible to get the best of both 
entities through the use of a limited liability company or corporation (LLC). A majority of the states 
currently permit the establishment of LLCs and most of the others have statutes in the works to 
address these entities.  
 The LLC is a hybrid of a corporation and a partnership allowing for limited liability and pass-
through tax treatment for its "members." Therefore, owners are not personally liable for LLC debts 
and avoid the double taxation penalty of regular corporations. This limited liability makes them 
attractive for many family enterprises as wealth transfer and asset protection vehicles.  
 
Further, LLCs have few of the statutory restrictions with respect to management, operations and 
capital that corporations face. Rather, LLCs allow management flexibility to create an 
organizational structure which can accommodate the particular needs of their members. For 
example, members can either have total management control, delegate to hired managers, or 
use a hybrid system where day-to-day functions would be handled by hired managers while key 
decisions would be made by votes of the members.  
 
T he pass-through tax treatment granted by the IRS depends upon the LLC not possessing three 
or more of the following "corporate characteristics":  
 
limited liability  i.e. no owner/manager has personal liability for the debts of the entity  
 
centralized management i.e. controlled by a non-owner/manager  
 
free transferability of ownership i.e. owners can transfer attributes of ownership without consent 
interests of other members  
 
limited liability  i.e. no owner/manager has personal liability for the debts of the  

entity  
 
If three or more of these characteristics are found, it will be taxed as a corporation. However, the 
IRS has recognized acceptable methods to avoid these characteristics. 
 
Conversion to this form of business entity may have significant tax consequences. Large 
acceptance by the states and the IRS is relatively new and raises issues of uncertainty over 
various applications of state and federal laws. Further, their treatment under the states without 
LLC statutes raises some concern. However, their obvious advantages and flexibility may be too 
good for many businesses to pass up. Before serious consideration of using this form of 
business organization, discuss the issue with your financial planner and then be sure to consult 
your CPA, attorney and tax professional.  
 
Arthur Rottenstein is a Branch Manager for Raymond James Financial Services in Coral 
Springs. He may be reached at (954) 753-3630 or at Arthur.Rottenstein@RaymondJames.com. 
Please feel free to call or write with questions/comments)  
 
 


