
Meta Description: Read this guide and learn "how do I pay myself from my LLC" in a way that 

balances your needs with legal compliance and the financial health of your business. 

How Do I Pay Myself From My LLC? 

Key Takeaways: 

●​ For LLCs with variable income, an owner's draw offers the flexibility to adjust personal 

income in line with the business's cash flow without the need for complex payroll 

systems. 

●​ Setting up a salary provides LLC owners, particularly in steady-income businesses, with 

consistent and predictable income, aiding in personal financial planning and offering 

potential tax benefits.1 

●​ Each compensation method has unique tax implications and legal considerations; 

understanding these is vital to ensure personal and business tax compliance and to 

avoid penalties.2 

●​ Choosing the right compensation method requires balancing what is financially best for 

both the business and the owner's personal finances, ensuring sustainability and 

aligning with long-term financial goals. 

LLCs are a popular choice for small business owners due to their flexible structure and liability 

protection. However, they can also be confusing when it comes to determining your own 

compensation. “How do I pay myself from my LLC?” is a question many business owners 

struggle to understand.  

After all, understanding how to properly pay yourself can have a significant impact on your 

personal finances and the overall financial health of your business. With the right knowledge 

and guidance, you can ensure that you are compensating yourself appropriately and in 

accordance with the law. 

https://www.automaticgrowth.com/how-long-does-it-take-to-get-an-llc/


Knowing How to Pay Yourself from an LLC 

There are several methods you can use, each with its own set of advantages, tax implications, 

and legal considerations. Understanding these different options will enable you to make an 

informed decision that aligns with both your personal needs and the legal framework governing 

LLCs. 

1.​ Taking an Owner's Draw 

One of the simplest and most flexible ways for LLC owners, especially in single-member LLCs 

and certain multi-member LLCs, to pay themselves is through an owner's draw. As an LLC 

owner, you can draw money from the business earnings at any time rather than on a fixed 

schedule. This could mean transferring money from the business bank account to your personal 

account or writing a check to yourself. 

Advantages of an Owner's Draw 

●​ Flexibility in Amount and Timing: The primary benefit is the ability to decide how 

much money you need and when you need it. This flexibility is particularly useful for 

businesses with fluctuating income, as it allows you to adjust your personal income to 

the business’s cash flow. 

●​ Ease of Implementation: There's no need to set up payroll systems or calculate payroll 

taxes. You can simply withdraw the money as needed. 

Tax Implications 

●​ Personal Income Tax: Money taken out via an owner's draw is not a business expense 

and, therefore, doesn't reduce the business's taxable income. Instead, these withdrawals 

are taxed as personal income on your tax return. 

●​ Self-Employment Taxes: As these earnings are considered self-employment income, 

you'll be responsible for paying both the employer and employee portions of Social 

Security and Medicare taxes. 

●​ Quarterly Estimated Taxes: Since taxes are not withheld from an owner's draw, you 

may need to make estimated tax payments quarterly to avoid penalties. 



Best For: LLCs with variable income where consistent salaries are not feasible. 

2.​ Setting Up a Salary 

For LLC owners, especially those whose businesses are treated like corporations for tax 

purposes or who desire a more formalized payment structure, setting up a salary is an effective 

method.1 As an LLC owner, you become an employee of your company. The LLC pays you a 

regular salary, just like it would any other employee. You will also be included in a payroll 

system to manage these payments. 

Advantages of a Salary 

●​ Consistent and Predictable Income: A salary provides a steady stream of income, 

making personal financial planning and budgeting much more manageable. 

●​ Professionalism and Formal Structure: Paying yourself a salary can lend a sense of 

professionalism and structure to your business operations, which can be beneficial in 

terms of financial planning and when dealing with external stakeholders. 

●​ Retirement and Benefits Planning: Being on a payroll allows you to set up retirement 

plans and other benefits similar to those available in traditional employment settings. 

Tax Implications 

●​ Payroll Taxes: Salaries paid to LLC owners are subject to payroll taxes. This means the 

LLC must withhold income tax from your salary and also pay the employer portion of 

payroll taxes (Social Security and Medicare). 

●​ W-2 Form: At the end of the year, you’ll receive a W-2 form from your LLC, which will 

outline your earnings and the taxes withheld. 

●​ Potential for Lower Self-Employment Taxes: Depending on your total income and tax 

situation, taking a salary could potentially lower your overall self-employment tax burden. 

Best For: LLCs with a steady income, where the owner's role is akin to a full-time position. 



3.​ Distributing Profits 

In multi-member LLCs, distributing profits is a common method of compensating members. This 

approach involves allocating the LLC's profits to the members based on their respective 

ownership percentages. It aligns members' income with the company's financial performance, 

ensuring that compensation reflects the success of the business. 

“Distributing profits based on ownership stakes directly ties members' compensation to 
the company's financial performance!” 

Advantages of Profit Distributions 

●​ Alignment with Business Success: The direct link between the profitability of the 

business and the compensation members receive creates a strong incentive for all 

members to contribute to the success of the business. 

●​ Flexibility in Distribution: The LLC can decide when and how much to distribute, 

offering flexibility based on the business's cash flow and financial needs. 

●​ Simplicity in Execution: Unlike payroll, profit distributions don’t require complex 

calculations or withholdings, making them simpler to execute. 

Tax Implications 

●​ Taxed as Personal Income: Distributions to LLC members are typically taxed as 

personal income on the members’ individual tax returns. 

●​ No Payroll Taxes: Unlike salaries, these distributions are not subject to payroll taxes, 

which can lead to tax savings for the members. 

●​ Need for Estimated Tax Payments: Members might need to make quarterly estimated 

tax payments on these distributions to avoid penalties at the end of the tax year. 

Best For: Multi-member LLCs where members wish to tie their income directly to their stake in 

the business. 



4.​ Working as an Independent Contractor 

An alternative method for LLC owners, particularly those who offer specialized services, is to 

work for their LLC as an independent contractor. In this setup, you, as the LLC owner, provide 

services to your LLC in a capacity similar to a freelancer. You invoice the LLC for your services, 

and the LLC pays you as it would any other external contractor. 

“Working as an independent contractor allows LLC owners to diversify their income 
sources and take advantage of business expense deductions.” 

Advantages of Working as an Independent Contractor 

●​ Operational Flexibility: This method allows you to work for other clients, giving you the 

opportunity to diversify your income sources beyond the LLC. 

●​ Tax Deductions: As an independent contractor, you may be eligible for various business 

expense deductions, which can reduce your taxable income. 

●​ Control Over Income and Workload: You have the flexibility to negotiate your rate, 

define the scope of work, and manage your schedule according to your preferences and 

the needs of the LLC. 

Tax Implications 

●​ Self-Employment Taxes: Income earned as an independent contractor is subject to 

self-employment taxes, which include both the employer and employee portions of 

Social Security and Medicare taxes. 

●​ Quarterly Tax Payments: You may need to make estimated quarterly tax payments to 

the IRS to cover your tax liability, as taxes are not withheld from your payments. 

●​ Reporting Requirements: As an independent contractor, you'll need to keep thorough 

records of your income and expenses and report them on your tax return. 

Best For: Owners who offer specialized services to the LLC, along with other clients. 



Key Considerations for LLC Owners in Compensation Decisions 

When deciding how to pay yourself from your LLC, whether it's through an owner's draw, salary, 

profit distributions, or as an independent contractor, there are several key factors to consider. 

These considerations are crucial to ensure that your method of compensation aligns with both 

your personal financial goals and the legal requirements of your business structure. 

●​ Each payment method has unique tax implications. It's important to understand how 

these affect your personal and business taxes to avoid surprises and penalties.2 

●​ The chosen method should align with your LLC's legal structure and IRS guidelines, 

especially for LLCs taxed as S-Corps or C-Corps. 

●​ Ensure that your method of payment is sustainable for the business's financial health. 

Overdrawing or excessive salaries can strain the business’s cash flow. 

●​ Consider your need for a stable and predictable income, especially if your personal 

finances require regularity in earnings. 

●​ Maintain detailed and accurate records of all payments, as this is essential for tax 

reporting and legal compliance. 

Challenges in LLC Owner Compensation 

Navigating the complexities of compensating yourself as an LLC owner can present several 

challenges. Being aware of these challenges can help you prepare and address them 

effectively. 

●​ There can be a conflict between what is financially best for the business and what is 

needed for your personal finances. Finding a balance that supports both is key. 

●​ especially in businesses with fluctuating income, managing cash flow to support both 

business operations and owner compensation can be challenging. 

●​ Navigating the complexities of tax obligations to optimize your tax situation requires a 

good understanding of tax laws or the assistance of a tax professional. 

https://www.automaticgrowth.com/c-corp-vs-llc/


●​ If you choose to pay yourself a salary, you must comply with employment laws, including 

minimum wage and payroll taxes. 

●​ Your method of compensation should align with your long-term financial goals, including 

retirement planning and personal wealth management. 

Choosing Payment Options as an LLC Owner 

In summary, determining "how do I pay myself from my LLC" involves a careful evaluation of 

various methods, each with its unique advantages and challenges. Whether you choose an 

owner's draw, salary, profit distributions, or working as an independent contractor, the key is to 

align your decision with both your personal financial needs and the legal structure of your LLC. 

Balancing these factors, along with understanding the tax implications and maintaining 

compliance with relevant laws, is essential for the financial well-being of both you and your 

business. By navigating these choices thoughtfully, you can ensure that you are compensating 

yourself appropriately, sustainably, and legally, contributing to the overall success and longevity 

of your LLC. 

Are you an LLC owner looking to understand the costs of business insurance for your 

company? Read our guide to learn the various factors affecting insurance costs and choose the 

right one for your business needs.  
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