Advantages to Incorporating Your Business
The information presented in this summary is intended to explain, in general, the advantages that may result from the incorporation of a business.  While it is common to conduct business as a sole proprietorship or partnership, the advantages of incorporation are such that you may wish to consider forming either a corporation or limited liability company (“LLC”).  If you’re one of the people considering this option, here are the main advantages:

1.  Limited Liability.  A corporation is treated as an entity separate from its owners.  This “separate entity” concept results in protection of the owners and their assets from the liabilities of business operations and corporate debts in excess of the amount of the individual shareholder’s investment in the company.  In the event of a lawsuit or if your business should fail, your personal assets cannot generally be touched.  This limited liability feature is available to LLCs as well, but is not available in a sole proprietorship or partnership, where the individual or partners are personally liable for all business debts.  There is an obligation that the company is adequately capitalized, but prudent and responsible business planning will help ensure compliance with state laws in this regard.  Negligence laws apply to an owner, who is also an employee, for his or her own negligence (or the negligence of another employee acting as his or her agent).  There are numerous “corporate formalities” required by state law to maintain the separate entity concept and prevent creditors from piercing the corporate veil.  Some of these are:  proper bylaws or operating agreement; annual meetings and resolutions; annual reports with the State; sufficient capitalization; no commingling of business and personal assets and accounts; issuance of stock or membership units; and designation of registered agent for service of process.  Your relationship with a good business attorney will help you keep up with these formalities.  Maintaining proper insurance coverage will greatly assist in protecting against liability.
2.  Centralized Management.  Corporations and LLCs have slightly different operational structures, but both support centralized management (either through directors/officers [corporations] or “managers” [LLCs]).  This means that while there may be many investors, management can be maintained by one or a few key individuals.

3.  Continuity.  Unlike a sole proprietorship or partnership, a corporation or LLC continues in existence beyond the death of one of its owners.  While there may be a loss of that person’s skills and expertise, the company may continue in its business without interruption upon the death of an owner.  Also, the deceased’s interest in the business can be transferred quickly to surviving spouses, heirs or co-owners, making estate planning easier.

4.  Credibility.  Corporations and LLCs often experience a greater ease in doing business, and are often favored for purposes of credit accounts, leases, discounts, etc.  There is often a preference for a corporate entity in business-to-business transactions.  These companies can build credit separately from their owners.

5.  Transferability.  Since ownership in a corporation or LLC is evidenced by stock certificates or membership unit certificates, that interest can be transferred merely by transferring or assigning the certificate.  Stock purchase agreements can be entered into which provide for restrictions on who may purchase the stock, and what the rights of the company and other owners will be in the event of death, disability, divorce or bankruptcy of an owner.  These features make a corporation or LLC attractive to investors.
6.  Capital Incentive.  The stock structure also allows a company to attract key and talented employees by offering them an ownership interest in the form of stock options, stock, or membership interests.

7.  Rights and Duties.  Upon proper formation of a corporation or LLC, the entity is recognized by the State as a “person” with the right to own assets, incur debts, contract, sue and be sued.  Business activities in other states (and countries) are permitted with proper registrations and legal compliance.
8.  Affiliations.  Corporations and LLCs have the right to participate as shareholders, partners, members, etc., in other duly formed business entities.  Also, mergers and acquisitions are permitted which afford entrepreneurs many options to pursue different strategies for business growth and expansion.

9.  Conversion.  State law allows business entities to convert from corporations to LLCs, vice versa, and into other business forms.

10.  Limited Liability Company.  LLCs are creatures of statute and in many ways share the benefits of a corporation.  There are distinctions, however, including the availability of a more flexible and informal management style, and treatment for federal tax purposes.  It is advisable to seek the guidance of a tax professional in determining whether to select a corporation or LLC as the preferred entity.

11.  Asset Protection.  In proper situations and with careful planning, ownership of business interests and assets remains anonymous and free from public records/information, making this type of planning especially useful for high net-worth individuals (or those aspiring to be so).  Tax evasion and creditor fraud, however, are not proper objectives in asset protection. 

12.  S Corporations.  Many business owners find the S corporation attractive because all earnings or losses are passed directly through to their personal income tax return, avoiding the double taxation aspect of a C corporation.  This option is available to an LLC as well (which also has the option to be taxed as a partnership).

13.  Tax advantages.  There are several tax advantages available to corporations and LLCs, including special income tax rates, capital gains treatments, income splitting, qualified retirement plans, health insurance expenses, and other fringe benefits.  Payment of such expenses, which benefit the business owners and employees, with pre-tax dollars is the primary advantage.
We hope that this discussion will help you understand the desirability of conducting a business in the corporate form.  It is strongly encouraged that you seek professional legal, tax and insurance guidance in your specific situation.
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