
What is an “LLC”?

It is always great for the writer of a column like this to hear from readers.  Before the 
papers hit the streets in most cities a week ago, I got my topic for this week!!!! You may 
recall that in my last column I shared some thoughts from SCORE mentor Marc 
Goldberg about his suggestions for starting a small business.  This was a list of some 
real important items that are applicable for almost all kinds of business types.

 

In that list, however, I wrote that it was important to “Determine what legal form will 
your business take? Sole proprietorship, Limited Liability Corporation (LLC), S Corp, 
or C Corp? Consult with your attorney and accountant”.  My good friend and SCORE 
mentor in my local Chapter, Irv Plitzuweit gave me an email that cautioned about the 
meaning of the “LLC” and he was right because I got more feedback requesting that I 
should say more about what it really means to be an LLC.  First, I should have stated 
“company” rather than “corporation” (thanks Irv) but second the interest in this question
demonstrates that there is confusion about the term.

 

My colleague SCORE mentor, Irv added a definition based on his tax service 
background.  He says, “From my tax "Bible" information, an LLC is Classified as a 
“Disregarded Entity”, and continues, “If an LLC has only one member and does not 
elect to be treated as a corporation, it is classified as an entity disregarded as separate 
from its owner. Its income, deduction, gains, losses and credits are reported on the 
owner's income tax return. For example, if the owner of the LLC is an individual, the 
LLC's income and expenses would be reported on one of the following schedules filed 
with the owners 1040: Schedule C Profit or Loss from Business (Sole Proprietorship) or 
Schedule E Supplements Income and Loss or Schedule F Profit or Loss from Farming.”

 

So, I will try to add come clarity to the questions raised by our readers.  Let me start by 
reiterating that SCORE mentors suggest that you consult with your attorney and 
accountant to make sure what is best in your case.  

 

The Internal Revenue Service (IRS) defines it this way “A Limited Liability Company 
(LLC) is a business structure allowed by state statute. Each state may use different 
regulations, and you should check with your state if you are interested in starting a 
Limited Liability Company.”  

 

The Entrepreneur website (www.entrepreneur.com) provides a succinct definition as  “A 
form of business organization with the liability-shield advantages of a corporation and 

http://www.entrepreneur.com/


the flexibility and tax pass-through advantages of a partnership”.  This identifies a 
couple of the major advantages for this structure as 1) limiting liability and 2) certain 
advantageous tax treatments.

 

That website gives a good summary of the development of this structure. They say that 
“The LLC arose from business owners' desire to adopt a business structure permitting 
them to operate like a traditional partnership. Their goal was to distribute income to the 
partners (who reported it on their individual income tax returns) but also to protect 
themselves from personal liability for the business's debts, as with the corporate business
form. In general, unless the business owner establishes a separate corporation, the owner
and partners (if any) assume complete liability for all debts of the business. Under the 
LLC rules, however, an individual isn't responsible for the firm's debt, provided he or 
she didn't secure them personally, as with a second mortgage, a personal credit card or 
by putting personal assets on the line.”

 

Owners of an LLC are called members. Most states do not restrict ownership, and so 
members may include individuals, corporations, other LLCs and foreign entities. There 
is no maximum number of members. Most states also permit “single-member” LLCs, 
those having only one owner.

 

Probably the reason that there is confusion about this term is that some refer to the LLC 
as a limited liability corporation when really it is limited liability company and in some 
cases the IRS treats these as a corporation.  

 

Without getting too far in the weeds on this topic, I should clarify that there are several 
classifications of these types of structures.  Depending on elections made by the LLC 
and the number of members, the IRS will treat an LLC as either a corporation, 
partnership, or as part of the LLC’s owner’s tax return (a “disregarded entity”). 
Specifically, the IRS states that “a domestic LLC with at least two members is classified 
as a partnership for federal income tax purposes unless it files Form 8832 and 
affirmatively elects to be treated as a corporation. And an LLC with only one member is 
treated as an entity disregarded as separate from its owner for income tax purposes (but 
as a separate entity for purposes of employment tax and certain excise taxes), unless it 
files Form 8832 and affirmatively elects to be treated as a corporation”

 

So, in short, A limited liability company (LLC) is a type of business in which the 
owners, called members, have much less liability for company actions and debts than a 
company like a corporation, according to the Internal Revenue Service.



 

It is interesting to note that a few types of businesses generally cannot be LLCs, such as 
banks and insurance companies. Check your state’s requirements and the federal tax 
regulations for further information. There are special rules for foreign LLCs.
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