PICK PROPER BUSINESS ENTITY FOR YOUR START-UP
Selecting a business entity is one of the most important decisions a business owner can make. Choosing the most favorable business structure will affect the protection of personal assets, taxation and a smooth continuation of the business upon change in ownership.

It is a smart move to protect an owner’s personal assets from business debts and liabilities. A sole proprietorship form of business operations does not offer this protection.


Mark Mahoney, a Green Bay attorney and SCORE volunteer, often counsels business owners on this issue. He warns sole proprietors that there is legal significance in doing business is this manner.

“If the individual owner of a sole proprietorship incurs any liability in the course of doing business, the creditors can look for recovery against the owner’s individual assets, such as a house or savings account,” Mahoney cautioned. “Doing business as a separate entity protects personal assets from business liability. Anyone who has a complaint against the business entity, be it from a contract or other losses, are limited in recovery to whatever business assets exist.”

The two main legal entities chosen by business start-ups are the corporation and the limited liability company (LLC). The corporation takes several forms, but the most popular with small businesses is the “Subchapter S.” Each form of business entity has unique characteristics that are appropriate to certain types of businesses, and it is always a good idea to talk to your attorney and accountant before forming the entity most appropriate for your business.

Descriptions of the most popular entities are:

Subchapter S Corporation

This is an appropriate entity for small businesses an entrepreneurs who prefer to be taxed as if they were still sole proprietors or partners. The S Corp tax election avoids double taxation (an issue with C or regular corporations) because income and loss is reported only once on the personal tax returns of the shareholder/owner. For many small businesses, the S Corp offers the tax advantages of a sole proprietorship with the limited liability and enduring life of a corporate structure.
Limited Liability Company


The LLC is not a corporation, but it offers the many of the same advantages. Business owners who choose this entity enjoy liability protection and “pass through” taxation. The LLC is not subject to tax because any profits or losses are passed along to the members and taxed at their rates. It also offers greater flexibility in management and business organization and has fewer requirements for record keeping and meetings. Owners are called members, not stockholders, because no stock is issued. Information about LLCs can be found by visiting the Wisconsin Department of Financial Institutions at www.wdfi.org.

While some business start-ups are opting to form an LLC online, Mahoney emphasizes the importance of reviewing the entire operation and plan with an attorney. In addition to business entity selection, he notes there are other important issues. These include leases, contracts with vendors or customers, licenses, tax filings, intellectual property protection and employee issues.
