
FAQs On Demand

What is the difference between
investing in pass-through entities vs. C
corporations?

When it comes to pass-through income, the main difference between investing in a pass-
through entity like an LLC (Limited Liability Company) and investing in a C corporation lies in
how the income is taxed at the entity level and the individual level. Here's a breakdown of the
differences:

1. Pass-Through Entity (e.g., LLC):
• Tax Treatment: Pass-through entities, such as LLCs, partnerships, and S

corporations, do not pay income taxes at the entity level. Instead, the income,
losses, deductions, and credits "pass through" to the owners or members of the
entity and are reported on their individual tax returns.

• Pass-Through Income: Income generated by the pass-through entity is allocated
to the owners or members based on their ownership percentage or as specified in
the operating agreement. This income is then taxed at the individual tax rates of
the owners.

• Tax Flexibility: Pass-through entities offer flexibility in tax planning, as owners can
offset business losses against other sources of income, potentially reducing their
overall tax liability. Additionally, pass-through entities may qualify for certain tax
deductions and credits not available to C corporations.

2. C Corporation:
• Tax Treatment: C corporations are separate legal entities from their shareholders

and are subject to corporate income tax at the entity level. The corporation pays
taxes on its profits at the corporate tax rate, and any remaining income distributed
to shareholders as dividends is taxed again at the individual level.

• Double Taxation: One of the main drawbacks of C corporations is the potential for
double taxation, where corporate profits are taxed at the entity level, and then
dividends distributed to shareholders are taxed again at the individual level. This
can result in higher overall tax liability for shareholders.

• Pass-Through Income: C corporations do not pass through income to
shareholders in the same way as pass-through entities. Instead, shareholders
receive income through dividends, which are not deductible by the corporation and
are taxed at the individual level.



Key Differences:
• Tax Treatment: Pass-through entities do not pay taxes at the entity level, whereas C

corporations are subject to corporate income tax.
• Pass-Through Income: Pass-through entities allocate income directly to owners, who

report it on their individual tax returns, while C corporations distribute income to
shareholders as dividends, which are taxed separately.

• Taxation at Individual Level: Pass-through income is taxed at the individual level for
owners of pass-through entities, while dividends from C corporations are taxed at the
individual level after being distributed.

In summary, the key difference between investing in a pass-through entity like an LLC and
investing in a C corporation with regard to pass-through income lies in how income is taxed at
the entity level and the individual level. Pass-through entities pass income directly to owners,
while C corporations are subject to corporate income tax, potentially leading to double taxation
of income distributed as dividends.
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