
Single-Member LLC vs. Multi-Member LLC -
​Legal and Tax Considerations

Choosing the right business entity is a critical decision for any real estate
investor or business owner. Among the most common and flexible structures is
the Limited Liability Company (LLC), which can be established with either one
owner (a Single-Member LLC) or multiple owners (a Multi-Member LLC). The
structure you choose can have significant legal and tax implications. In this
newsletter, we will explore the key differences between these two types of
LLCs and how they are treated for legal and tax purposes.

Legal Differences Between Single-Member LLCs and Multi-
Member LLCs
1. Single-Member LLC (SMLLC)
A Single-Member LLC is a limited liability company with only one owner.
Legally, it offers the same limited liability protection as a Multi-Member LLC,
which means the owner’s personal assets are typically protected from the
company’s liabilities, such as debts or lawsuits.

Legal Protection: In most cases, forming an SMLLC provides liability
protection for the owner, as the business is considered a separate legal
entity. However, in certain situations (such as improper use of the LLC or
failure to maintain separation between personal and business finances),
courts may engage in piercing the corporate veil, which can expose the
owner to personal liability.
Ease of Management: SMLLCs are easier to manage since there is only
one owner, eliminating the need for detailed agreements between
members. However, even for a Single-Member LLC, it’s recommended to
maintain proper documentation, such as an operating agreement, to
clarify the roles, responsibilities, and procedures of the LLC.

2. Multi-Member LLC (MMLLC)
A Multi-Member LLC is an LLC with two or more members (owners). Like a
Single-Member LLC, a Multi-Member LLC offers limited liability protection to its
members, shielding personal assets from the business’s liabilities.

Legal Protection: All members of the MMLLC benefit from limited liability
protection, meaning they are not personally liable for the LLC’s debts or
obligations, provided the LLC operates legally and complies with
formalities.
Operating Agreement: Unlike SMLLCs, Multi-Member LLCs typically
require a formal operating agreement to outline the roles,
responsibilities, and ownership percentages of each member. This
document is essential for clarifying management decisions, profit-
sharing, and resolving disputes between members.
Decision-Making: In MMLLCs, decision-making processes must be
outlined clearly, especially if ownership percentages are unequal or if
there are specific voting rights or powers assigned to certain members.
This can make the management of an MMLLC more complex than an
SMLLC.
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Tax Treatment of Single-Member LLCs vs. Multi-Member
LLCs
1. Taxation of Single-Member LLCs
For tax purposes, a Single-Member LLC is typically treated as a “disregarded
entity” by the IRS. This means that the LLC itself is not taxed separately from
its owner. Instead, all profits and losses flow directly to the owner, who
reports them on their personal income tax return using Schedule C.

Pass-Through Taxation: The LLC does not pay taxes at the business
level. Instead, the owner reports income and expenses from the LLC on
their personal tax return, and the profits are subject to self-employment
taxes (Social Security and Medicare).
Flexibility: If desired, a Single-Member LLC can elect to be taxed as a
corporation by filing IRS Form 8832, allowing it to choose either C-Corp
or S-Corp taxation, depending on what’s more advantageous for the
owner.

2. Taxation of Multi-Member LLCs
A Multi-Member LLC is generally treated as a partnership for federal tax
purposes, meaning the LLC itself does not pay federal income taxes. Instead,
the LLC files an information return (Form 1065), and each member receives a
K-1 showing their share of the profits or losses.

Pass-Through Taxation: Like a Single-Member LLC, the profits and losses
from the Multi-Member LLC are passed through to the individual
members. Each member reports their share of the income on their
personal tax return, and this income may be subject to self-employment
taxes.
Distribution Flexibility: Members of an MMLLC can choose to distribute
profits in a way that reflects each member’s contribution to the LLC,
even if that distribution is different from their ownership percentage. The
operating agreement must specify how profits and losses will be shared
among the members.
Election to Be Taxed as a Corporation: Like SMLLCs, a Multi-Member LLC
can also elect to be taxed as a corporation (either C-Corp or S-Corp) if
this would result in a more favorable tax outcome for the members.

How We Can Help
At James G. Dibbini & Associates, P.C., we have extensive experience helping
clients form both Single-Member and Multi-Member LLCs, ensuring that their
entities are structured to meet both legal and tax objectives. Whether you are
a sole investor or partnering with others, our team can guide you through the
legal formation process, draft your operating agreement, and advise on tax
elections to ensure the best possible outcome for your business.

If you are considering forming an LLC or need advice on the best structure for
your investment property, contact our office at (914) 240-8270 or
jdibbini@dibbinilaw.com. We look forward to helping you make informed
decisions that will protect your assets and support your long-term business
goals.

The attorneys at James G. Dibbini & Associates, P.C. collectively have over 50
years of experience providing legal services in the areas of:
-Landlord & Tenant Law
-DHCR Representation
-Business Formations
-Commercial & Residential Real Estate Closings
-General Business Law
-Civil Litigation
-Zoning Issues and Variances
-Housing and Building Code Violation Matters
​-Wills, Trusts & Estates 
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