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Federal Taxes – Default Treatment as a Partnership TC "Federal Taxes--Default Treatment as a Partnership" \l 2]
Once an LLC has been successfully formed under state law, if the LLC does not elect its classification, it will automatically be classified as a partnership (for a multi‑member LLC) or a sole proprietorship (for a single-member LLC) for federal income tax purposes.  Regulation 301, 26 CFR Part 1.  Absent an election to be taxed like a corporation, an LLC will be required to file the same federal tax forms as a partnership or sole proprietorship and can take advantage of the tax allocation methods used for partnerships.  Partnerships and LLCs specify in their partnership or operating agreement how the profits and losses of the company will be allocated among the members. This allows members to customize their allocations and not base them solely upon the percentage of ownership they possess in the company. Profits and losses from the LLC that are passed through to the members are reported on their individual income tax forms and paid at their individual tax rate.

An LLC may elect to be treated and taxed as a corporation by the IRS.  The LLC’s members or managers should consult a tax professional regarding the consequences and/or benefits of such an election.
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Funds collected by a limited liability company as FICA taxes and payroll withholding taxes must be paid as provided by law, or the persons responsible for not doing so may be held personally liable.  This liability is separate from that imposed upon the LLC as an employer.  The statutes imposing such liability are broad in scope and may be enforced against all officers or other personnel whose duties relate to the withholding function.

