Ways to Organize Your Business
	
	Advantages
	Disadvantages

	Sole Proprietorship

	Costs
	· Simple, inexpensive to create and operate
· Low license fees
	


	Taxes
	· Owner reports profit or loss on personal tax return
	

	Liability
	
	· Owner is personally liable for business debts

	Other
	· Owner is the boss
· Profits not shared
· Minimal government reporting
	· Not a separate legal entity
· Difficult to raise capital
· Terminates with death

	C Corporation

	Costs
	
	· More expensive to create and operate than sole proprietorship or partnership

	Taxes
	· As employees, owners can deduct fringe benefits as business expenses
· Owners can split corporate profits among owners and the corporations, paying a lower tax rate
	· Minimum annual tax liability of $800 payable to the State of California
· Must pay corporate income taxes on any gain or profit
· Double taxation is a threat because the corporation is a separate taxable entity.  Shareholders must pay taxes on dividends.
· Tax losses cannot be deducted by stockholders
· No beneficial employment tax treatment

	Liability
	· Less risk from government audits
· Owners have limited personal liability for business debts
	· Officers and directors can be held personally liable for some corporation obligations

	Other
	· Easy ownership transfer
· Entity continues until terminated
· Suitable structure for raising capital
	· Charter restrictions
· Legal requirements
· More government regulation

	S Corporation

	Costs
	
	· More expensive to create and operate than sole proprietorship or partnership

	Taxes
	· The Corporation is not required to pay income taxes
· Owners can use corporate losses to offset income from other status

	· Minimum annual tax liability of $800 payable to the State of California
· Each shareholder pays taxes on his/her share of the corporation’s profit regardless of whether the cash is distributed
· If your tax bracket exceeds the corporate tax rate, a S-Corp may be undesirable
· Complexities and tax considerations mean an accountant must be consulted for tax concerns
· Fringe benefits for shareholders are limited

	Liability
	· Less risk from government audits
· Owners have limited personal liability for business debts
	· Officers and directors can be held personally liable for some corporation obligations

	Other
	· Easy ownership transfer
· Entity continues until terminated
· Suitable structure for raising capital
	· Charter restrictions
· Legal requirements
· More government regulation
· No more than 35 stockholders

	Partnership

	Costs
	· Simple and inexpensive to create and operate
	· Preparing the partnership agreement incurs legal fees

	Taxes
	· Each partner may deduct their pro rata share of any partnership losses
· Owners report profit or loss on personal tax return
	· No beneficial employment tax treatment

	Liability
	
	· Owners are personally liable for business debts

	Other
	· Easy to form
· Partners are the boss
· Suitable structure for raising capital
· Partners’ skills can complement each other

	· Hard to find suitable partners
· Partner disagreements are common
· Authority of partners must be defined in partnership agreement
· Difficult to dissolve
· Terminates with death

	Limited Liability Corporation (LLC)

	Costs
	
	· Annual fees higher than for corporations

	Taxes
	· Avoids double taxation
· LLC is not required to pay income taxes but may elect to be taxed as a corporation.  (Members must report their pro rata share of income whether distributed or not.)
· Members deduct their pro rata share of any LLC losses
· Profit and losses can be allocated differently than ownership interests
	· Minimum annual tax liability of $800 payable to the State of California
· No beneficial employment tax treatment
· Restrictions on fringe benefits
· Risks of higher taxes for business done in other states

	Liability
	· Owners have limited personal liability for business debts if they participate in management
	· Risks of greater liability for business done in other states


	Other
	· Not at risk for “unreasonable compensation”
· No restriction of number of members
	· A professional service company cannot be a LLC



