Determining Your Company’s Legal Structure – Part 2
Intro:

Welcome to Determining Your Company’s Legal Structure, produced by Virtual Advisor.  To navigate through the workshop, click on the Continue and Previous buttons.  To begin the workshop, click on the Continue button.

Section 5:

The next entity we’ll look at is the limited liability company, otherwise known as an LLC which is a hybrid of state liability law and federal tax law.  An LLC, by definition, is a partnership in the eyes of the IRS.  It pays no tax itself, instead it’s profits are taxed only once in the member’s personal returns and it shields member’s personal assets from business creditors.  LLCs have become tremendously popular since 1997 when the IRS checked the box regulations slashed LLC organizational costs by eliminating complex provisions designed to ensure partnership taxation.  As a result, the LLC’s combination of tax simplicity and liability protection have made it the entity of choice for the new small business.  LLCs are now available in all states.  Click on the icon to learn more about forming an LLC.  When you’re finished reading, click on the Continue button to move on.

Section 6:

Before discussing the factors effecting your choice of entity, let’s clear up any confusion about several often misused terms.  They are company, joint venture, and strategic partnership.  None of these is a particular type of entity for a business.  Instead, they are colloquial terms that could apply to most of the business entities described above.  Click on each term to learn it’s real definition.  When you’re finished reading, click on the continue button to move on.
Section 7:

Now that you are familiar with the legal structures available to you, you’ll want to determine which one is right for your particular business.  The following factors will undoubtedly weigh heavily upon your decision.  Generally, the first two criteria, limitation of personal liability and tax planning guide most people’s decision.  But, in certain circumstances, other criteria may be most relevant.  Keep in mind as you review the following sections that there is rarely a single right or wrong answer for choosing an entity, but rather a weighing and balancing of the benefits and disadvantages of different choices to achieve the desired goals listed below.  Generally speaking, you’ll want to choose a business format that offers limited liability protection.  Although  that may not always be the deciding factor, some businesses have no real liability exposure or they have exposures that can be limited by reasonably priced liability insurance; or the business and owners may not have meaningful assets at risk.  Either because all of them are invested in the business, or they have established reliable asset protection techniques, such as joint ownership with a spouse, special types of trusts, or offshore ownership.  Ask yourself the following questions when evaluating your need for liability limitation.  When you’re finished, click on the continue button to move on.

Section 8:

There are some additional tax planning considerations to think about.  Double taxation can be avoided on profits, even in non pass-through entities, through salary payments, rent, bonuses, benefits, etcetera.  Although entrepreneurs may be unhappy with zero income for the year, that may be an excellent result since double taxation can be avoided by payment of salaries and other tax-deductible benefits to the owners.  Read the text on the screen for more information on this topic.  When you’re finished reading, click on the Continue button.

Section 9:

Once you have chosen the entity that most closely meets all of your goals that you defined in the self-assessment at the beginning of this workshop, there are several protective measures that you should be aware of to shield your new business from undue threats or liabilities.  We will outline the most commonly found methods here, but it’s a good idea to consult a business attorney for advice specific to your own situation.  In order to protect limits on liability that are offered by business structures such as corporation, LLP, or LLC follow these rules of the road:

Section 10:

Remember, the choices you make regarding your legal business entity will be among the most important you make during the life of your company.  Armed with the proper knowledge and professional advice, you’ll be able to leverage those choices to make your business the best and most successful that it can be.  Good Luck.
