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What Happens If Your LLC Has No Operating
Agreement?
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An operating agreement is one of the most important internal documents for a limited liability company (LLC),
yet many Pennsylvania business owners either delay creating one or skip it altogether.

While your LLC can legally exist without an operating agreement, doing so can create uncertainty, expose
owners to risk, and leave critical business decisions governed by default state laws rather than your own
preferences. Understanding what happens without this document, and why it matters, can help you protect
and strengthen your business.

Is an Operating Agreement Required for a Pennsylvania LLC?

Pennsylvania law does not require LLCs to have a written operating agreement in order to form or maintain
the business as a legal entity. You can legally create and operate an LLC by filing a Certificate of Organization
with the Pennsylvania Department of State, even if you never draft an agreement.

However, Pennsylvania does recognize operating agreements as legally binding documents that govern how
an LLC is run. Even though they are not mandatory, they play a critical role in defining ownership rights,
management structure, and operational procedures. Without one, your business will still function, but not
necessarily in the way you intend.

What Happens If an LLC Has No Operating Agreement?

If your LLC does not have an operating agreement, you are essentially leaving the structure and governance
of your business up to Pennsylvania’s default laws. This means that instead of tailoring rules to your specific
needs, your company will operate under one-size-fits-all statutory provisions.

This can lead to complications, particularly in multi-member LLCs. For example, disagreements about profit
distribution, decision-making authority, or member responsibilities can quickly escalate if there is no agreed-
upon framework in place. Without clear internal rules, even minor disputes may turn into costly conflicts.

Additionally, the absence of an operating agreement can create uncertainty for third parties, such as lenders,
investors, or courts. These parties often look to an operating agreement to verify authority, ownership, and
decision-making power. Without it, your LLC may appear less organized or credible.

How Pennsylvania Default Rules Govern Your LLC

When there is no operating agreement, Pennsylvania’s LLC law (primarily the Pennsylvania Uniform Limited
Liability Company Act) steps in to fill the gap. These default rules dictate how your LLC is managed, how
profits are shared, and how key decisions are made.
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For example, under default rules, profits and losses are typically distributed equally among members,
regardless of how much each person invested (capital contributions). Similarly, decision-making authority may
also be shared equally, meaning each member has an equal vote, even if ownership stakes differ. This may
not reflect the intentions of the business owners.

Default rules also govern more complex situations, such as admitting new members, handling member
withdrawals, or dissolving the LLC. While these rules provide a baseline framework, they are not customized
to your business. As a result, they may lead to outcomes that are inefficient, unfair, or contrary to your goals.

What are the Major Risks of Not Having an Operating Agreement?

Operating without an agreement exposes your business to several risks, including:

¢ Loss of control over business decisions due to default voting and management rules

Equal profit sharing, even if contributions are unequal

Increased risk of disputes among members without clear guidelines

Difficulty proving ownership or authority to banks, investors, or courts

Weakened liability protection if the LLC is not clearly treated as a separate legal entity
Unclear procedures for adding or removing members

Complications during dissolution or business succession planning

These risks become maore significant as your business grows or becomes more complex.

Do Single-Member LLCs Need an Operating Agreement?

Even single-member LLCs should strongly consider having an operating agreement. While there are no other
members to negotiate with, the agreement still serves important purposes. It helps establish the business as a
legally distinct entity, which is critical for maintaining limited liability protection.

An operating agreement can also clarify how the business will be managed, how profits will be handled, and
what happens if the owner becomes incapacitated or wants to sell the business. Additionally, banks and other
institutions often request this document when opening accounts or extending credit.

What Are the Benefits of Having an LLC Operating Agreement?

Having a well-drafted operating agreement provides several advantages:

e Customizes how your business operates, rather than relying on default law
Clarifies ownership and financial arrangements

Reduces the likelihood of disputes among members

Strengthens liability protection by reinforcing the separation between owners and the LLC
Improves credibility with banks, investors, and partners

Establishes clear processes for decision-making, adding members, and resolving conflicts

Ultimately, an operating agreement gives you control over your business instead of leaving key decisions to
state rules.

Can You Create an Operating Agreement After Forming an LLC?

Yes, you can create an operating agreement at any time, even after your LLC has already been formed and is
operating. Many business owners start without one and later adopt an agreement as the business grows or
becomes more complex.
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However, waiting too long can increase the risk of misunderstandings or disputes. It is much easier to
establish clear expectations early than to resolve conflicts later. If your LLC currently lacks an operating
agreement, it's a good idea to put one in place as soon as possible.

Work With an Experienced Pennsylvania Business Attorney

While an LLC operating agreement is not legally required in Pennsylvania, it is one of the most effective tools
for protecting your business and ensuring it runs smoothly. A carefully drafted agreement can help you avoid
disputes, maintain control, and align your operations with your long-term goals.

The attorneys at Knox Law have extensive experience helping Pennsylvania business owners create and
implement operating agreements tailored to their specific needs. Whether you are forming a new LLC or
updating an existing one, contact Knox Law today to schedule a consultation and ensure your business is built
on a strong legal foundation.
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