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 What is a S-Corp? 
 
S-Corp is short for S-Corporation, also known as an “S Corp”, “S Corporation”, or “Subchapter S 
Corporation”.  A S-Corporation is different than an LLC or Corporation (C-Corporation) in that it is 
a “tax entity”, not a legal entity formed at the state-level.  The term “tax entity” means it’s a tax 
classification status made with the IRS.  The S-Corporation election is made with the IRS and then 
“sits on top of” your legal entity; either your LLC or your C-Corporation. 
 
A S-Corporation is a “pass through” tax entity, so it is not subject to double taxation like a C-
Corporation. Any income, losses, credits, and deductions flow through to the owners of an S-
Corporation (called shareholders) and will be reported and paid for on their personal tax return. 
Just like an LLC and a C-Corporation, an S-Corporation offers personal liability protection to its 
owners. Their personal assets (like homes, vehicles, and bank accounts) are protected in the 
event of a lawsuit and cannot be used to pay off the debts or liabilities incurred by the S-
Corporation. 
 
You will need to form an LLC or a Corporation (making the appropriate filing with your state’s Sec-
retary of State office), then elect to have that entity taxed as an S-Corporation with the IRS.  
 
LLC Tax Classification with the IRS 
LLCs have a default tax status with the IRS, depending on how many members there are: 
If you have a Single-Member LLC (1 owner), then the IRS will tax it as a Disregarded Entity/Sole 
Proprietorship.   If you have a Multi-Member LLC (2 or more owners), then the IRS will tax it as a 
Partnership instead.  You tell the IRS to tax you as a 
Corporation by filing an additional form after getting 
an EIN for your LLC. There are two different ways 
you can have your LLC taxed as a Corporation.  You 
can have your LLC taxed as an S-Corporation by fil-
ing Form 2553 or you can have your LLC taxed as a 
C-Corporation by filing Form 8832.  S-Corporations 
are becoming very popular for small business own-
ers with adequate net income. 
 
S-Corp Benefits 
The primary benefit of an LLC taxed as an S-Corporation is saving money on self-employment 
taxes.  Self-employment tax refers to Social Security and Medicare taxes, which total 15.3% of 
your net income (income minus expenses). The breakdown is 12.4% for Social Security tax and 
2.9% for Medicare tax.  These taxes are paid to the Social Security Administration and you’ll re-
port self-employment tax as a part of your personal federal tax return (Form 1040) on Schedule 
SE.  The way an S-Corporation saves money on self-employment taxes is by “splitting your in-
come” into two groups: salary and distribution—also called dividend or profit. 
  
 
 

https://www.llcuniversity.com/50-state-llc-guides/
https://www.llcuniversity.com/what-is-a-single-member-llc/
https://www.llcuniversity.com/what-is-a-multi-member-llc/


Once your LLC is taxed as an S-Corporation you become an “employee-owner” - also referred to 
as a “shareholder-owner”. You both own your company and work for your company. 
With this “income splitting”, you only have to pay the 15.3% self-employment tax on your salary. 
Your extra money left over—called distributions is not subject to self-employment tax. 
This is unlike an LLC taxed as a Sole Proprietorship or Partnership. In these tax classifications, 
you pay self-employment tax on all of your net income and there is no option to split your income 
and save money on self-employment tax.  The IRS requires you to take what’s called a 
“reasonable salary” 
 
If you have a self-employed retirement account (like an SEP, simple IRA, solo 401(k), or Keoghs), 
the contributions you can make are based off the salary your S-Corporation pays you. Not only 
does making these retirement account contributions reduce your tax burden, they also help you 
maximize your retirement funds.  
 
 
Disadvantages of S-Corporation 
 
Higher audit risk 
S-Corporations are more closely watched by the IRS, so make sure you are actually taking a rea-
sonable salary and filing your federal and state taxes correctly. 
 
Social Security benefits 
Your Social Security benefits are based off the salary you earn over your lifetime. In an S-
Corporation, that means your Social Security benefits are based off the salary you pay yourself. 
The distribution of profits you pay to yourself do not count. So although you’ll be saving money on 
self-employment taxes by taking a lower salary now, you could be reducing your Social Security 
benefits in the future. 
 
Lower mortgage pre-approval 
When purchasing a home with a traditional mortgage, the bank will look at your income to deter-
mine how much you can afford. They’ll only be looking at the salary paid by your S-Corporation 
and not the dividends. So making your salary too low could hurt your ability to purchase a more 
expensive home. 
 
Self-employed retirement account contributions 
If you have a self-employed retirement account (like an SEP, simple IRA, solo 401(k), or Keoghs), 
the contributions you can make are based off the salary your S-Corporation pays you. Not only 
does making these retirement account contributions reduce your tax burden, they also help you 
maximize your retirement funds.  
 
Its Our Business to know how to help you 
** Let the Professionals at Profit Wise Accounting Help you with your Business Designations, Pay-
roll, 10-99’s, W-2’s, Quarterly or Individual Income Tax Preparations.  ProfitWiseAccounting.Biz** 


