Legal Entity

Federal Tax
Filing Entity

Ownership

Liability

Entity Comparison

Chart

State Caveats

Proprietorship

Not applicable
(disregarded entity)

One person

Theowneris personally liable
forallbusiness debts and
obligations. Thereis no legal
distinction between the owner
and the business

No separate filing requirement, income and expenses
are reported on the owner’s personal tax return.
Subject to self-employment taxif net earnings are $400
ormore.

No formal corporate
maintenanceis
required.

No formalfiling required

No special state-level formation required.

Partnership

Partnership

Two or more people

General partners have unlimited
personalliability for partnership
debts

Limited partners’ liabilityis
limited to theirinvestment,
provided they do not participate
in management.

Partnership is a pass-through entity: files an
informational return (Form 1065), but does not pay
income tax. Each partner reports their share of income,
deductions, credits, etc., on their personalreturn
(Schedule E). Generally, subject to self-employment tax
if net earnings are $400 or more.

Maintain records, file
annualinformation
returns, and renew any
required state
registrations.

Formed by agreement between two or
more persons; mayfile a partnership
agreement.

Some states require registration of the
partnership. For California, Partnerships
must file a state partnership return (Form
565) if doing business in the state.

Limited Liability
Company

N/A (Single-member
LLC by default)

One person

Partnership (Multi-
member LLC by
default)

Two or more people

C Corporation

One or more people

S Corporation

100 people or fewer;
certain trusts and
estates; no
partnerships,
corporations, ornon-
resident aliens

Members have limited liability;
generally not personally liable
fordebts of the LLC.

No separate filing requirement, income and expenses
arereported on the owner’s personal taxreturn.
Subject to self-employment taxif net earnings are $400
ormore

Partnership is a pass-through entity: files an
informationalreturn (Form 1065), but does not pay
income tax. Each partner reports their share of income,
deductions, credits, etc., on their personalreturn
(Schedule E). Generally, subject to self-employment

Corporation is a separate tax entity; files Form 1120 and
pays tax at the corporate rate (21%). Double taxation:
profits taxed at the corporate level and again at the
shareholder level when distributed as dividends

Pass-through entity: generally not taxed at the
corporate level (some exceptions for certain built-in
gains and passive income). Files Form 1120S; income,
deductions, and credits flow through to shareholders,
who reportthem on their personal returns

Annual state filings and
fees; maintain records,
fileannualinformation
returns, and renew any
required state
registrations.

Formed by filing articles of organization
with the state. Requires an operating
agreement (not always mandatory, but
highlyrecommended).

For California, LLCs must file Form 568 (LLC
Return of Income), even if disregarded. LLCs
must payan annual $800 minimum taxand,
if income exceeds certain thresholds, an
LLCfee.

Formed by filing articles of organization
with the state. LLC can elect to be taxed as
acorporation byfiling Form 8832.

For California, C corporation must file form
100, subject to a 8.84% franchise taxon net
taxableincome (minimum tax applies) and

annual statement of information.

Must file Form 2553 to elect S corporation
status. Must meet eligibility requirements
(e.g., 100 or fewer shareholders, allmust
be U.S.individuals or certain
trusts/estates).

For California, S corporations file Form
100S; subject to a 1.5% franchise taxon net
taxableincome (minimum tax applies) and
annual statement of information.

Corporation

C Corporation

Oneormore people

S Corporation

100 people or fewer;
certain trusts and
estates; no
partnerships,
corporations,ornon-
resident aliens

Shareholders’ liabilityis limited
to theirinvestmentin the
corporation.

Corporation is a separate tax entity; files Form 1120 and
pays tax at the corporate rate (21%). Double taxation:
profits taxed at the corporate level and again at the
shareholder levelwhen distributed as dividends. May
need to file estimated tax payments if expected taxis
$500 or more.

Pass-through entity: generally not taxed at the
corporate level (some exceptions for certain built-in
gains and passive income). Files Form 1120S; income,
deductions, and credits flow through to shareholders,
who reportthem on their personal returns

Nonprofit
Corporation

Oneor more people

Directors and officers of
nonprofit corporations
generally have fiduciary duties of
care, loyalty, and obedience to
the organization’s mission.

Nonprofit corporations may apply for recognition as tax{
exempt organizations and must file an annual
information return (form 990 series). Form 990-T is
required if the organization has $1,000 or more in gross
income from unrelated business activities.

Annual statefilings and
fees. Annual meetings,
minutes, and state
filings required. Must
maintain corporate
records and comply
with state corporate
law.

Formed byfiling articles of incorporation
with the state. Must adopt bylaws, issue
stock, and hold organizational meetings.

For California, C corporation must file form
100, subject to a 8.84% franchise taxon net
taxableincome (minimum tax applies) and

annual statement of information.

Must first form a C corporation, then file
Form 2553 to elect S corporation status.
Must meet eligibility requirements (e.g.,
100 or fewer shareholders, all must be U.S.
individuals or certain trusts/estates).

For California, S corporations file Form
100S; subject to a 1.5% franchise taxon net
taxableincome (minimum tax applies) and
annual statement of information.

Nonprofit corporations are formed under
state nonprofit corporation statutes. The
articles of incorporation must limitthe
corporation’s purposes to one or more
exempt purposes (charitable,
educational, religious, scientific, etc.)

Nonprofit corporations must file an annual
information return (form 199 series). Form
100is required if the organization has $1,000
ormorein gross income from unrelated
business activities.
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