Selecting a Business Entity

1. Selecting a Business Entity

You may wish to consult your accountant or attorney regarding the
business entity that best suits your circumstances, such as
proprietorship, partnership or corporation or Limited Liabi
forming a corporation, you will want to determine whe
Chapter-S Corporation may be to your advantage.

If
a Sub

Let’s briefly discuss the difference betwe
entities.

The Sole Proprietorship

» Essentially, a sole proprietq

activities, neith
start, ternyg

e payments for vehicles used for both
uctibility of business travel costs, and direct
expenses on Schedule C of Form 1040

ip is an association of two or more persons formed to carry
iness. As such, it is a special form of business entity separate
from the individuals (partners) and is owned by two or more persons
each of whom has a specified ownership interest.
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All partnerships should be based on a written partnership agreement.
While many partnership agreements are informal, the lack of a written
agreement can result in extremely damaging conflicts between
partners when a disagreement arises.

All profits and losses pass through to the partners;
returns in proportion to their respective owners s. Unless
continuity of the partnership is provided for in i
agreement, a partnership is dissolved upon the
one of the partners. Borrowing for the p
loan documentation signed under a pe
and their respective spouses (if any

Partnerships are an easy way Q
physical resources to make i
business. When all partneg
of a partnership may be
the partners as individua

disadvantages;
in the busi
business, i among partners can
the financial

ts among the
Pausing loss of

N reduce or avoid many of
amnership agreement cannot
company being partner as
decisions.

4sh wages paid to partnership employees are
es in the same manner as is the case for
other type of economic activity.

Corporation” is a corporation that elects to be taxed under
Subchapter S of the Internal Revenue Code and receives IRS approval
of its request for Subchapter S status. As a legal entity (an artificial
person), the S corporation is separate and distinct from the
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corporation’s owner or owners (which would be you and anyone else,
such as your spouse, who may be involved in the operation of the
business with you).

= As a separate legal entity, the corporation finances
established and maintained completely separate g t from the
finances and records of the stockholders. Credi
made in the name of the corporation with loa
the authorized person or persons.
or has a limited record of credit use, it's 4
personal guarantees by one or more g
approving a credit application on be
personal guarantee is given, you pers
liability for the debts of the corg

» Moderate legal costs are i
and annual costs are in
notlce of the formatl n a

es and corporate income
ou have other income

e a joint income tax

any losses from your S

income tax accordingly.

e “C”

cial person), the C corporation is separate

u — the owner of the corporation. As a tax-paying
tion must pay taxes on its taxable income prior to
Istributions to stockholders, and the dividends are
ockholders resulting in double taxation of corporation
buted to the stockholders. This is the most frequently
antage of the C Corporation. However, the effects of this
can be reduced when you derive most of your income from
(which are tax deductible to the corporation) rather than as
dividends.
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= Unlike the S Corporation, losses incurred in a C corporation cannot be
written off against other income you may derive from other sources.

= C corporations pay income tax at rates that, depending on their level
of taxable income, can be more or less than the inco
single or married stockholders with comparable le
income. If you are considering forming a C corp
information on the relevant tax rates and com
with and without incorporation before deciding t
business.

= As with an S Corporation, in the abs
structure limits your personal liability
corporation. In either form of i
corporate shield is maintain
the stockholders are not

* The Limited Li recognized
i lumbia. LLCs &re gaining
ey combine the

es and management

ike partnerships, LLCs are simply owned by the
or the managers of the company.

atfons are required to hold annual meetings and to keep
minutes. LLCs do not have this requirement, resulting in
fficial paperwork.

Corporations are taxable entities, and (except for Subchapter S
corporations) they must pay taxes on their profits at the
corporate tax rate. LLCs, like sole proprietors, partnerships and
S Corporations, are “pass-through” tax entities. This means that
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the profit or loss generated by the business is reflected on the
personal income tax return of the owners, thus avoiding the
double taxation of paying first corporate tax on profits and then
personal income tax on distributions of profits.

well suited
Y LLCs have
ations now

= Because of their flexibility and relative simplicity,
for both start-up businesses and more mature
been gaining speed in recent years. In fact, n
out-number new corporation formations in seve
certain “ease of use” advantages.

» LLCs provide greater manage

jt is very
r personal assets

ct, many small business owners never
not in a position to give you the advice

» Assuming you’re going to start your business as a sole proprietorship
or partnership, you’ll need to register under the “Fictitious Name Act”.

Page 6
© 1995 — 2009 WorkEnders, Inc.



Selecting a Business Entity

Anytime you’re doing business in a name other than your own you are
required to get a “DBA” (which stands for Doing Business As).

= A DBA performs 2 basic functions for your Busi
» 1) Provides you with the Legal Vehicle to

name of your Business) such as, opening

> 2) It gives you the exclusive use of the

for 5 years, which you can renew every 5

DBA under your Business Name agai

your Area.

* When you plan to start your busin

atively easy to do,

love to clean. And
y Enders, Inc. You

t, it's a good idea to run

to prevent lawsuits which

corders office location is in your area,
As. This may be your City Hall, County
ffice, County Tax Collector’s Office or your

Recorders Office you will be asked to fill out a form
ious name statement. On the Form, you will be required
he specific legal format of your Business:

individual, sole proprietorship

b) co-partners

c) a general partnership

d) husband and wife, a sole proprietorship of 2 people
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e) a corporation
f) a limited liability company (LLC)

» The cost to file your DBA is about $10.00 in most of the U.S.
But then you must also publish your DBA for 4
weeks in a local newspaper in order for the
legally registered in that county.

You publish your DBA yourself for 4 consecutive weeks
service usually available at the County Office w
cost to publish this way runs around $30.00

When you’re ready to Incorporate
* When you're ready to incojg

sole proprietorship or pg
course, you may also,ele¥

Page 8

© 1995 — 2009 WorkEnders, Inc.



