
  

WHICH ARKANSAS 

BUSINESS ENTITY SAVES 

THE MOST ON TAXES? 

“The type of business entity you choose will come with its  

own tax consequences and sources of legal liability.” 
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Although business tax consequences are important, the type of business 
entity you should choose depends on numerous other factors as well. 

 

There are many ways to organize your new business.  The type of business 

entity you choose will come with its own tax consequences and sources of 

legal liability. Common types of business entities include: sole 

proprietorships, partnerships, limited liability companies and corporations.  

 

In most cases, tax consequences are a primary concern when deciding the 

type of operating structure a business should have.  A common question 

clients have is, which business entity saves the most on taxes? 
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 SOLE PROPRIETORSHIPS 

 

If you create a business with a single owner and you do not officially 

register it with the Secretary of State, it will be considered a Sole 

Proprietorship by default.  However, a sole proprietorship is not actually a 

legal business entity.  Instead, it is “pass- through” entity.  The owner of a 

Sole Proprietorship pays personal income taxes on all earnings, in addition 

to self-employment tax.  Sole Proprietorship owners also deduct certain 

business expenses on their tax returns, and remain personally liable for all 

business debts that are incurred. 

Although not a business entity established by the IRS, there are some tax 

benefits provided by sole proprietorships.  The owner is only taxed once on 

business earnings.  There is no requirement that a separate tax return be 
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filed for the business.  Net losses from the business may be “carried” to 

prior or later tax years, in order to offset tax liability.  There are also hidden 

tax benefits, such as healthcare reimbursement arrangements and 

provisions for hiring family members. 

TRADITIONAL PARTNERSHIPS 

Traditional partnerships, like Sole Proprietorships, are also “pass through” 

business entities. When there are 

multiple owners, the default 

structure is a partnership if no 

other official entity has been 

formed.  Much like a sole 

proprietorship, capital gains and 

income are taxed to the business 

owners, often at a higher rate than 

for some other business structures. 

There are benefits found in 

partnerships as well.  The partners 

are only taxed once on all business 

earnings and the partners are 

allowed to “assign” property, 

income and debts to other partners.  

Another benefit is that assets can be transferred out of the business more 

simply, without property disbursement taxes. 
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TYPES OF CORPORATIONS 

There are several types of corporations available as legal business entities.  

The two most common types are S-Corporations and C-Corporations. To be 

clear, when you create a corporation in your state, there is no distinction 

between an S or C corporation.  Those are specific designations recognized 

by the IRS, and honored by state revenue departments. 

An S-Corporation operates like a sole proprietorship or general 

partnership, in that the income from the business passes through to the 

individual owners who are taxed.  Profits and losses are generally allocated 

proportionally to the owners.  If you choose to make an election to be taxed 

as a small business corporation, or S-corporation, you can do so by filing 

IRS Form 2553. 

 
HOW A C-CORPORATION IS DIFFERENT 
 

A C-Corporation, unlike the other entities discussed here, files separate 

corporate tax returns from its owners and pays taxes on its profits.  The 

corporation then distributes any earnings, that is what remains after taxes, 

to the shareholders as dividends.  The shareholders are then taxed on those 

dividends.  In essence, the owners pay taxes on the same earnings twice: at 

the corporate level and then on the individual level.  Despite this “double 

taxation,” a C-corporation may be preferable to other business entities.  For 

one thing, corporate tax rates are often lower than top-bracket individual 

tax rates.  There are also special incentives for hiring, purchasing 
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equipment, and other expansion-based activities, including deductions for 

start-up costs.  

 

LIMITED LIABILITY COMPANIES AND LIMITED 

LIABILITY PARTNERSHIPS 
 

Limited Liability Companies (LLCs) and Limited Liability Partnerships 

(LLPs) are business entities established by state statute.  This means the 

rules and regulations vary from one state to the next.  Typically, both LLCs 

and LLPs are allowed to elect to be taxed like S-Corporations or general 

partnerships, in other words, as “pass - through” entities.  This is often the 

choice of business owners because it allows them to avoid double taxation. 

Some of the other benefits of LLCs and LLPs include their flexibility in 
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terms of taxation and profit distribution.  This flexibility allows owners to 

assign income and losses in the most tax friendly way possible. 

 

Although business tax consequences are important, the type of business 

entity you should choose depends on numerous other factors as well.  If you 

have questions regarding business taxes, or any other small business 

planning needs, please contact the Deborah Sexton Law Office online or by 

calling us at (470) 443-0062. 
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About the Author 

Deborah K. Sexton 

As the sole attorney in the Fayetteville law firm of 

Deborah Sexton Law Office, Deb oversees a 

practice devoted to providing clients with the best 

in estate planning. 

 

Deborah Sexton, C.P.A., J.D., L.L.M., combines 

an extensive background in accounting with a 

wide range of legal experience to provide her 

clients with a uniquely practical perspective. An 

attorney since 1983, she now devotes her practice 

primarily to estate planning and elder law. 

 

EXPERIENCE 

After obtaining her undergraduate degree in accounting from Abilene 

Christian University in Abilene, Texas, she worked in Dallas in public 

accounting for several years, and then went to the University of Arkansas 

Law School in Fayetteville. Upon graduating from law school, she went on 

to obtain an L.L.M. degree in Taxation from New York University. 

 

Deborah Sexton Law Office 
www.arkansas-estateplanning.com 
 
2766 Millennium Drive 
Fayetteville, AR 72703 
Phone: (479) 443-0062 
Fax: (479) 443-2001 
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