
S-corp vs. LLC: Choosing the 
right structure for your business

A practical guide to liability, 
tax benefits, and formalities



Choosing your path:  
LLC or S-corp?
When you move beyond a sole proprietorship, choosing a formal business structure is critical for legal 
protection and tax efficiency. The two most popular choices are the Limited Liability Company (LLC) 
and the S corporation (S-corp).

This guide breaks down the core similarities and key differences to help you decide which structure 
aligns with your goals for flexibility, liability, and tax savings.

The key similarities
Both structures offer two major benefits that separate them from a sole proprietorship  
or C corporation:

	� Limited liability protection: This is the primary benefit. Both structures shield 
your personal assets (home, savings) from business debts and legal actions.

	� Pass-through taxation: Both avoid double taxation. Business profits and losses pass directly 
to the owners’ personal tax returns and are taxed only once at the individual level.

What is the fundamental difference?

The distinction boils down to taxation and formality.

LLC S-corp

Primary goal Simplicity and flexibility Tax efficiency (reducing 
self-employment tax)

Formalities Few (operating agreement, 
annual report)

Many (board of directors, 
regular meetings, minutes)

Ownership Highly flexible  
(unlimited members,  
can be other entities)

Highly restrictive  
(max 100 shareholders; must 
be individuals/US citizens)
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QBI deduction eligibility

Both LLCs (default) and S-corps qualify for the Qualified Business Income (QBI) deduction, 
allowing you to deduct up to 20% of your business income from your taxes.

Understanding the trade-off
Choosing an S-corp can result in significant tax savings due to the self-employment tax 
reduction. However, this tax benefit comes with a heavy burden of formality and compliance 
(salaries, meetings, records).

Choosing an LLC sacrifices the immediate self-employment tax savings for simplicity, 
management flexibility, and no ownership restrictions.

Comparison:  
Differences in detail

LLC S-corp

Taxation: Self-
Employment Tax

Subject to self-employment 
tax on all business earnings.

Can reduce self-employment tax by 
paying a “reasonable salary” (subject 
to payroll tax) and taking the rest of 
the profit as tax-free “distributions.”

Taxation: 
Entity Choice

Default is pass-through, but can 
elect to be taxed as an S-corp 
or C-corp if advantageous.

Always a pass-through entity 
(an S-corp is a tax classification, 
not a legal entity).

Taxation: 
Entity Choice

Flexible. Can be member-managed 
(all owners decide) or manager-
managed (appointed leaders).

Formal. Must have a board of 
directors (elected by shareholders) 
and officers (daily management).

Raising Capital Difficult to sell equity due  
to highly flexible ownership.

Easier to attract investors, as shares 
and structure are more standardized.
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How to make the right choice

Your business structure is a reflection of your goals:

	� Choose an LLC if: Your top priority is flexibility, simplicity,  
and having diverse owners (including foreign entities or other corporations).

	� Choose an S-corp if: Your business is growing rapidly, profits are high,  
and your primary goal is tax efficiency through self-employment tax reduction.

Investors often prefer a formal structure, so moving beyond a sole proprietorship is essential  
for seeking funding.

Pros and cons summary
LLC S-corp (S corporation)

Pros

	� More flexibility in ownership 
and management.

	� Fewer administrative formalities 
and easier setup.

Pros

	� Potential to reduce self-employment taxes.
	� Enhanced credibility with outside investors.

Cons

	� All earnings are generally subject 
to self-employment taxes.

	� Ownership is highly restrictive  
(max 100 shareholders, all domestic).

Cons

	� Stricter administrative requirements 
and high compliance costs.
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Legal Disclaimer: 

This document provides general business and tax information and should not be considered tax,  
legal, or financial advice. Consult a qualified professional for advice tailored to your specific situation.

Run your business  
with confidence
QuickBooks accounting software can help ensure you meet the compliance  
demands of either structure by:

	� Simplifying payroll for S-corp owners.

	� Tracking all profits and losses for accurate pass-through reporting.

	� Providing clear records required for limited liability protection.

Ready to organize your 
new business structure?
Get the help and guidance you need to 
manage your finances with QuickBooks.

Explore QuickBooks solutions
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https://quickbooks.intuit.com/accounting/
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