
 

Page 1 of 2 

 

 
Description 

Ownership and 

governance 
Tax considerations Raising capital 

Ability to pursue social 

purpose 

Impact reporting 

requirements 

Corporation A business form that is governed by 

statute and case law.  The separation 

of ownership and management and 

the standardized relationships in 

corporate law make the corporation 

the most favored business form for 

widely held companies.   

Owned by 

shareholders who 

elect directors to 

manage the business.  

Directors appoint 

officers to run day-to-

day operations. 

Most corporations are 

subject to taxation of 

net income at the 

entity level.  If 

dividends are paid to 

shareholders, a 

second level of 

taxation levied upon 

shareholders.   

May raise equity 

capital by issuing 

stock.  Corporations 

are able to accept 

Program Related 

Investments (PRIs)
1
 

from foundations and 

donations.  

Donations may or 

may not constitute 

taxable income based 

on particular 

circumstances. 

Traditionally, director 

fiduciary duties have 

been defined in reference 

to the financial interests 

of the corporation and its 

shareholders.  Many 

commentators assert that 

directors risk liability if 

social purpose is 

prioritized over profits.  

None required, although 

a corporation could 

voluntarily adopt a 

reporting regime. 

Benefit 

Corporation
2
 

Type of legal entity that has been 

adopted by statute in 6 states.  

Expands the fiduciary duties of 

directors to consider the impact of 

their decisions on all stakeholders 

and requires the company to create a 

“material positive impact on society 

and the environment” as measured by 

a third-party standard. 

See Corporation. See Corporation. Some believe that the 

prescriptive nature of 

the Benefit 

Corporation statutes 

will reduce private 

investment.  

Otherwise, same as 

Corporation. 

Must create a “material 

positive impact on society 

and the environment.”  

Gives shareholders a right 

of action to enforce non-

financial corporate 

purposes.  Directors are 

required to consider the 

impacts of proposed 

actions on all 

stakeholders.  

Required to disclose 

information showing a 

“material positive impact 

on society and the 

environment” in 

accordance with a third 

party standard.  A 

Benefit Director and 

Benefit Officer must 

certify compliance with 

the public benefit. 

Flexible 

Purpose 

Corporation 

Type of legal entity that was recently 

adopted by statute in California.  

Provides directors with the flexibility 

to pursue one or more non-financial 

“special purposes.”  The statute is 

permissive in that it allows a 

company to pursue the special 

purposes, but does not mandate a 

minimum level of impact.  Required 

to give a transparent account of the 

actions taken to achieve the special 

purpose. 

See Corporation. See Corporation. See Corporation. A qualifying “special 

purpose” must be set 

forth in articles of 

incorporation.  May be a 

charitable purpose or 

related to employees, 

society or the 

environment. Requires 

supermajority vote to 

change special purpose.  

Directors may make 

trade-offs between 

profitability and special 

purpose. 

Required to disclose 

information in the annual 

report related to the 

objectives, goals, 

measurement and 

reporting of impact 

related to its special 

purpose.  Shareholders 

have right to remove 

directors to enforce 

adherence to special 

purpose; but other parties 

have no enforcement 

rights. 

                                                           
1 PRIs are investments made by foundations to support charitable activities that involve potential return of capital within an established time frame.  PRIs may include debt, equity, and guaranties. 
2 Note that a Benefit Corporation is not the same as a “B Corporation.”  A B Corporation is a corporation that has been certified by the monitoring agency, B Labs, and is licensed to use the “B 

Corporation” trademark.  A B Corporation is not a type of legal entity.  However, the requirements for B Corporation certification are similar to the requirements for Benefit Corporations. 
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Description 

Ownership and 

governance 
Tax considerations Raising capital 

Ability to pursue social 

purpose 

Impact reporting 

requirements 

Limited 

Liability 

Company 

(LLC) 

A business form that is governed by 

statute and contract law.  Because 

rights and obligations of stakeholders 

are determined principally by 

contract, almost no limits on design 

of governance and other aspects of 

LLC management.      

Owned by members.  

Operating agreement 

establishes roles of 

members and 

governing body, if 

any.  

For most LLCs, no 

entity level tax is 

paid and members 

pay tax directly (or 

take deductions) 

based on allocations 

established in 

operating agreement.     

May raise equity 

capital through 

contributions of 

members.  LLCs are 

able to accept PRIs 

from foundations and 

donations.  

Donations will 

constitute taxable 

income.  LLCs are 

generally disfavored 

by institutional 

investors. 

Operating agreement may 

provide that managing 

members weigh social 

purposes against financial 

returns.  

None required, although 

an LLC could voluntarily 

adopt a reporting regime. 

Low-Profit 

Limited 

Liability 

Company 

(L3C) 

A type of legal entity currently 

adopted in 8 states and two Native 

American nations.  The entity is 

designed for a business with a 

primarily charitable purpose.  The 

production of income must not be a 

significant purpose. 

See LLC. See LLC. The L3C was 

designed with the 

hope that it would 

facilitate PRIs from 

foundations.  To 

date, there is no 

evidence that 

foundations are more 

likely to invest in 

L3Cs.  Otherwise, 

same as LLCs. 

The operating agreement 

must state that the L3C 

will operate primarily for 

a charitable or 

educational purpose; and 

that production of income 

will not be a significant 

purpose. 

See LLC. 

Limited 

Cooperative 

Association 

(LCA) 

A type of legal entity currently 

adopted in 5 states.
3
  The entity is 

designed to promote development by 

combining the traditional cooperative 

form with modern financing 

mechanisms.   

Two categories of 

members: patron 

members and 

investment members.  

Patrons must be 

allocated at least 50% 

of profits and losses 

and have certain 

rights of control, 

including board 

representation. 

In general, LCAs are 

not taxed on 

distributions made to 

patron members, but 

are taxed if 

distributions are not 

made to patron 

members. 

May raise equity 

capital through 

contributions of 

members (including 

passive investment 

members).  LCAs are 

able to accept PRIs 

from foundations and 

donations.   

LCAs may be organized 

for any purpose.  

Directors are expressly 

allowed (but not required) 

to consider other 

constituencies, the 

community, and 

cooperative principles in 

its decisions.   

None required, although 

an LCA could 

voluntarily adopt a 

reporting regime. 

 

                                                           
3 Five states have adopted the Uniform Limited Cooperative Association Act.  Five additional states have adopted functionally similar statutes before the final Uniform Act was promulgated. 


