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Why are LLCs the Entity of Choice?

* LLCs’ flexible governance and economic rights.

* Choose between corporate-style Manager Managed or partnership-style
Member Managed LLCs.

* Mimic partnerships, or limited partnerships.

* Early-year tax deductions and losses pass through to LLC members
but may be limited at the member level.

* Corporate 21% tax rate can be a positive factor.
* But the Double Tax trap is a negative factor.
* Stock options are popular, but profit interests can be less taxing.

Four Income Tax Changes in the OBBBA

for small business owners and investors

1. Permanent Extension of TCJA Individual and Business Tax Rates
* Top corporate rate remains at 21% and the individual rate remains at 37%.

2. Qualified Business Income (QBI) Deduction made permanent for
passthroughs.

* Allows business owners of passthroughs and sole proprietorships to
deduct up to 20% of Qualified Business Income (QBI) before paying taxes,
but is subject to significant limitations and qualifications.




OBBBA Changes (Continued)

3. Bonus Depreciation, Full Expensing, R&E Expenditures, and
Relaxed Interest Deductions

* 100% first-year bonus depreciation made permanent for new and used
assets.

*  New 100% deduction for Qualified Production Property (e.g., U.S.
Manufacturing).

* Relaxed Interest Expense Deduction Limits.
* Research & Experimentation Expensing, rather than amortization.

4. Enhanced Qualified Small Business Stock (QSBS) Benefits.

5

Deeper Dive into
C Corp Taxes

*Corporations (C Corps) seeking additional capital for growth can
retain earnings at a lower tax cost because those earnings are taxed
at a fixed rate of 21% as compared to higher marginal rates for LLCs.

* This allows C Corps to reinvest their profits back into the business.

°If a C Corp distributes earnings to its shareholders, a second tax is
triggered on the dividends paid.

* This is the C Corp “Double Tax” trap because gain is taxed first at the C
Corp level and a second time at the shareholder level.

* The sale of corporate business assets also results in Double Taxes.
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