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LEARNING OBJECTIVES

= Distinguish between informal and formal
business structures

= Explain the importance of liability being matched
to the business endeavor

= Recognize the tax implications of informal and
formal business structures

= Discuss how to establish an LLC and a
corporation



Case Study: Is Cone Crazy a Sole
Proprietorship?

Willa knows that if a lawsuit exceeds
her insurance policy, her private assets
(car, personal savings account,
furniture, and more) could be used to
cover the shortfall.

It’s time to learn about sole

proprietorships vs. formal business
structures.




Business Structures: Options for

Entrepreneurs
Sole proprietorship

An informal business
structure

No legal filings required
state of operations

Taxes are filed on persona
tax return

= Schedule C
May obtain an EIN if desire
No liability protection

SCHEDULE G Profit or Loss From Business OMB No. 14
(Form 1040) (Sole Proprietorship) 2 @l
Department of the Treasury Attach to Form 1040, 1040-SR, 1040-S§, 1040-NR, or 1041; partnerships must generally file Form 1065. Machmm‘:
Intemal Revenue Service Go to www.irs.g for ir and the latest information. Sequence I

Name of proprietor

Social security number|

A Principal business or profession, including product or service (see instructions) B Enter code from instrug
Cc Business name. If no separate business name, leave blank. D Emplmlr [T ,‘.umtl..r {E‘II
[ 1] |
E Business address (including suite or room no.)
City, town or post office, state, and ZIP code
F Accounting methed: (1) || Cash 2 [ Acerual  (3) [ ] Other (specify)
G Did you “materially participate” in the operation of this business during 20237 If "No," see instructions for limit on losses [ Yeq
H If you started or acquired this business during 2023, check here O
1 Did you make any payments in 2023 that would require you to file Form(s) 10897 See instructions [ ved
J If *Yes,” did you or will you file required Form(s) 10997 . [ Ye
Income
1 Gross receipts or sales. See instructions for line 1 and check the box if this income was neporlaﬂ to you on
Form W-2 and the "Statutory employee” box on that form was checked . 1
2 Retumns and allowances . [ 2 |
3  Subtract line 2 from line 1 3
4 Cost of goods sold (from line 42) . 4
5  Gross profit. Subtract line 4 from line 3 B 5
6  Other income, including federal and state gasoline or fuel tax credit or refund (see \nstructlons} 6
Groas income. Add lines 5 and 6. . 7
Expenses. Enter expenses for busmass use of your home unly online 30
Aduemsmg P 8 18  Office expense (see instructions) . | 18
9 Car and tuck expenses 18 Pension and profit-sharing plans . | 19
(see instructions) . . . 9 20  Rentor lease (see instructions):
10  Commissions and fees . 10 a Vehicles, machinery, and equipment | 20a
1" Contract labor (see instructions) 11 b Other business property 20b
12 Depletion . . . 12 21 Repairs and maintenance . 21
13 Depreciation and section 179 22 Supplies (not included in Part ) . | 22
expense . deduction - (not 23 Taxes and licenses . 23
included in Part 1ll) (see
instructions) . . . . 13 24 Travel and meals:
14  Employee benefit programs a Travel. 24a
(other than on line 19) . 14 b Deductible meals fsee Instructlons] 24b
15  Insurance (other than health) | 15 25  Utilities 25
16 Interest (see instructions): 26  Wages (less employment creduts) 26
a Morlgage [paid to banks, ete) | 16a 27a  Other expenses (from line 48) . 27a
h Oithar 48h




Business Structures: Options for
Entrepreneurs (cont.)

Partnership
= Informal business structure
= Startup is similar to that for sole proprietorship
= Taxes filed on personal tax return

| FO 'Mm 10 6 5 1065 U.S. Return of Partnership Income
Form
For calendar year 2023, or tax year beginning , 2023, ending .20 . 2@ r.
Department of the Treasury | . T
m e ° M |m::,al;n;:;\,:nue Se:::s:w Go to www.irs.gov/Form1065 for instructions and the latest information. «
r O I S a I l I a I I y a r e A Principal business activity| | Name of partnership D Employer ident
L] ° |B Principal product or se rvice Type umber, street, and room or suite no. If a P.O. box, see instructions. E Date busine|
split per partnershi 4
C Business code number | Print | City or town, state or province, country, and ZIP or loreign postal code F Total assets
(see instru ict]
terms ;
G Check applicable boxes: (1) [ Initial return ~ (2) [ Final return ~ (3) L] Name change  (4) [] Address change (5) ] Ameng
H Check accounting method: (1) (| Cash (2 ] Accrual @ L] other (specity):
I Number of Schedules K-1. Attach one for each person who was a partner at any time during the taxyear.
J Check if Schedules Cand M-3 areattached . . . . . . . . . . . . o . L o Lo oo
K Check if partnership: (1) W Aggregated activities for section 465 at-risk purposes  (2) ] Grouped activities for section 469 passive activity
|~ aki L Loood Lag &, o, =" i i =1 Li 4 th B A9 ol o i ey v £, i




Business Structures: Options for
Entrepreneurs (cont.)

Limited Liability Company (LLC)
= Formal business structure
= Liability is limited to company’s assets

= Required documentation ARTGLES OF ORGMNGATION
= Articles of organization
= QOperating agreement

= Tax-filing options:

1y he al {44 LLC.
. .
- S O le rO r I eto rS h I 2 Name Consent: (Writien Consent for Use of Indistinguishable Name)
] This entity name aiready exists in Tennessee and has received name consent from the existing entity.
| [ ] 3. This company has the additional designation of
I a r t I l e r S I p 4. The name and complete address of ithe Limited Liability Company's initial registered agent and office located in the state of
T is:

ennessee
MName:

= Corporation  —— =

5. Fiscal Year Close Month.




Business Structures: Options for
Entrepreneurs (cont.)

Corporation
= Formal business structure
= Limits liability to company assets

= Taxed on corporate earnings
and dividends paid on those

earnings A 8

= Can raise capital via sale of & //, /’;’4’:;’::’:& /;f/% mf/ﬁg,,//m wy
nieces of ownership called - RS e e -
stock

o L
e 3

= Run by shareholders who
elect board members

prk 3
e umlfnﬁwﬂmw wa

s Ty T T
L Dt e T
TaT SR G A0 ok .
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Managing Liability Through the
Business Structure

= Liabilities are related to: =Types of liability
= Suppliers
= Credit payments

e Current Liabilities

* Must be paid within the year

* Wages B v eies
- TaxeS » Can be paid after one year or one operating cycle
* Asset management B oo i

» Depend on the outcome of an event

= How to deal with
liability depends on the
business’s structure

== Business Assets

» Company holdings required for normal operations




Business Structures Based on

Business Needs

Ownership Liability Taxes
Sole 1 owner Personal and business assets | On the owner’s personal tax
Proprietorship return
Partnership 2+ owners Personal and business assets | On each owner’s personal
(unless a limited partnership) | tax return
LLC 1+ owners Business assets only On each owner’s personal
tax return or using a
separate EIN (corporate tax)
tax return
Corporation 1+ stock- Business assets only On the corporation’s tax
holders return
Cooperatives Owned by Generally business assets Members taxed on the yearly
members only dividends received




1
Business Taxes: File on Personal or

Business Return?

Sole proprietorship
= Requires an EIN for employee payroll tax filings
= A pass-through entity
= Earnings of the company are “passed through” to the owner

= Sole proprietor pays 100% of self-employment tax
= FUTA and FICA (Social Security and Medicare)

10



Business Taxes: File on Personal or
Business Return? (cont.)

Limited liability company
= Requires an EIN if more than one personis in the LLC

= Can deduct salary from LLC earnings if filing as a
corporation

= Can elect to be a pass-through entity

11



Business Taxes: File on Personal or
Business Return? (cont.)

Corporation
= Has an EIN due to its separate entity status
= No pass-through taxation
= Deducts salaries from corporate earnings

12
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Setting Up an LLC and a Corporation

LLC process:
1. Select a name.

2. Choose a registered agent (often the secretary of
state).

3. File articles of organization.

Rules and responsibilities for how the LLC will be run
4. Create an operating agreement.
. Obtain an EIN.

o1
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Setting Up an LLC and a Corporation

(cont.)

LLC articles of organization
= Specifies name/location
= Designates registered agent

* |dentifies period of
operation

= Stipulates whether
= Member managed

* Manager managed
= Director managed

Form LLC '5-5

February 2022

Secretary of State
Department of Business Services

lllinois
Limited Liability Company Act

Articles of Organization

FILE #

This space for use by Secretary of State.

Limited Liability Division
501 8. Second St., Rm. 351
Springfield, IL 62756
217-524-8008

ilsos.gov

Payment must be made by certified
check, cashier’s check, lllinois attormey’s
check, C.P.A.’s check or money order
payable to Secretary of State.

SUBMIT IN DUPLICATE

Type or print clearly.

Filing Fee: $150
Approved:

1. Limited Liability Company name (see Note 1):

2. Address of principal place of business where records of the company will be kept: (P.O. Box alone or c/o is unacceptable.)

3. Articles of Organization effective on: (check one)

7 the filing date

™ a later date (not to exceed 60 days after the filing date):

4. Registered agent's name and registered office address:

Registered agent:

Month, Day, Year

{P.O. Box alone or First Name Middle Initial Last Name
clo is unacceptable.)
Registered office:
Number Street Suite #
IL
City ZIP

Note: The registered agent must reside in lllinois. If the agent is a business entity, it must be authorized to act as agent in

this state.

5. Purpose(s) for which the Limited Liability Company is organized: (see Note 2)

Tha i " " TR R N

L laiole | feafboal § alaflis,
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Setting Up an LLC and a Corporation

(cont.)

LLC operating agreement
= Specifies name/location
= Specifies all members

= Specifies rules and policies
for the LLC and its members

LIMITED LIABILITY COMPANY OPERATING
AGREEMENT

OF

[COMPANY NAME] LLC (the *Company")

Formad i P slome of

Thia LLE O a Ag (astemrcafier ecowe s (v “Agrassrserd®) is 8 MULT-MEMEER
LLC OPERATING ACREEMENT, 0rlassd inho by nd o

& [MEMBER 1], of | Addrens]

o [VEMBER 3|, of | Addvesa)

+ [MEMBER 3], of | Address]

* [MEMBER 4], of | Address]

Harainifn: sach will be knowe a5 & Member and oobacivaly keown as o “Masbers "

HEREAS tu Mambers ) with b st ug o ke babiiny comipny usoer (e s of M Sl
of [ETATE] and set faith the torms of he Company's cporalion and the relaliona®ip betwoen
Mimeribar|s ) witin o agrescmed

MO THEREFORE. the Memban(a) and the Company. cobecively krown oy e “Porfes.”
o as oo

I. Introduction

1. Mama and printisal plate of Busiteis. Tha o of B oormpay shll Ba
and s prnopal place of busness shal be af
of wry ofFee plece ol bures m Selermned

bry T Masmibsaes .

2 Forwation On MMDDYYYY], e Company wil lonmad wian (e Mambar|s) fed iha
Articies of Ongatizaton with the Secretary of Btaie 0 acordance with Te staluas piaveming
brmitad labalily cospanass i Fe S of |STATE]
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Setting Up an LLC and a Corporation
(cont.)

Corporation requirements
= |ssue stock

= Be named
* Include Corporation/Corp. or Incorporated/inc.

= Select a registered agent

= Be incorporated
= By an individual over the age of 18

= Create articles of incorporation
= Create bylaws



o Name of corporation

e Name/address of the registered agent

Type of corporation
Professional, C corp, profit, nonprofit

o Names/addresses of the board of directors

e Number of shares issued

Duration of the corporation
Corporations can exist after the founders have left!

Name/address of the incorporator
The one setting up the corporation

17
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CHAPTER SUMMARY

= Formal (legal) and informal business entities
have different rules and requirements.

= Considering risk and liability is critical when
choosing the business structure.

= Considering tax compliance is critical when
choosing the business structure.

= There are requirements for establishing LLCs and
corporations that can include obtaining an EIN,
filing documentation, or issuing stock.

18
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