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LIMITED LIABILITY COMPANY (LLC) – Is It the Right Business Structure?
Starting a small business is a serious undertaking.  It initially requires a great deal of time and effort…from conducting market research to determine if a market exists for your product or service; to developing an effective marketing/promotional plan, including a market entry strategy (MES); financing a venture, purchasing equipment, finding the right location and selecting the best possible management team.

As part of startup, entrepreneurs determine which legal structures are best for their firms.  While many small businesses operate as sole proprietorships, partnerships, and corporations; there is a growing trend in the number of small firms operating as limited liability companies – widely known as limited liability corporations or LLCs.  

Choosing the right legal structure can be a daunting process, particularly if you are doubtful which structure provides the best protection from personal loss, while at the same time reducing tax burdens.  It is important to carefully examine the different structures to select one that provides the balance that you seek; however, this may not always be possible.  Be aware that not all business formations will provide both protection against personal loss and reduced taxes; there may be a tradeoff.  If your goal is to protect your personal assets, then you may have to pay higher taxes.  But, if your goal is to lower taxes, this may put your personal assets are risks, depending on the business form selected.  There are a few important reasons why you should do your homework before choosing a legal structure for your firm.  Never select a legal structure based on trends, or on what most small business owners appear to be doing.  Such an approach may cause more problems than it resolves.

After careful examination, if you determine the LLC offers the protection, tax advantages, and business form that best benefits your firm; or it offers a tradeoff that you feel comfortable with, discuss your selection with your tax attorney or accountant to make sure you’ve made the right choice.  While there are many advantages to choosing the LLC structure over sole proprietorships, partnerships, and corporations; there are also many disadvantages – make certain that the advantages outweigh the disadvantages regardless of the legal structure you choose.

LLCs are hybrid business entities, which mean they are neither true partnership, nor are the true corporations.  They are, however, a combination of both.  The LLC functions as a tax-pass through, much like the partnership, unless the LLC elects to be taxed as a corporation.  If structured as a tax-pass through, profits are paid to members as wages, salaries and dividends.   In such arrangements, the company itself pays no taxes; however, members report these payments as part of their income on their individual tax returns.  LLCs are popular business types because similar to corporations, owners have limited personal liability for debts and actions of the LLC.

LLCs can elect to be member managed, which creates a flat member or partnership structure, or they can be manager managed, which creates a two-tiered structure that can more easily be converted to a corporation with the attendant taxes.  LLCs are organized with a document call articles of organization or the rules of organization that are filed with the appropriate state government office.  In addition to the articles or rules of organization, members draw up an operating agreement document which governs membership, management, operation and distribution of income.  Owners of an LLC are called members.  Since most states do not restrict ownership, members may include individuals, corporations, other LLCs or foreign entities.  There is no maximum number of members.  Most states also permit single member LLCs, those having only one owner.  Be aware that the requirements governing the LLC vary from state to state, so make sure if choosing this business type, you comply with the requirements of the state where your firm will be operating.
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