Sole Proprietorship – Schedule C with 1040

	Easiest to form and operate
	Exposure to greatest liability

	Simple state/city license needed
	Personal and spouse assets at risk in lawsuit

	Many states have adopted laws to insulate personal assets against business creditors, but may have to declare bankruptcy
	Unable to take advantage of full tax deductions that a corporation can, such as health & life insurance, pension plans and medical expense reimbursement 


General Partnership – Form 1065

	Work well in low-risk businesses, such as consulting, where 2 or more people are involved
	Terms must be put in writing

	No filing necessary with the state
	Liability for both your own actions and your partners (within the scope of the partnership)

	No double taxation – profits and losses flow-through to the individual’s returns
	


Limited Partnership – Form 1065 and K-1

	Limited partners are only responsible for debts up to the amount of their investment, plus distributions (income) received during the operations of the partnership
	At least one partner must be named a general partner (liable for all debts of the partnership)

	
	Must comply with state and federal securities laws in each state of operation

	
	Must file special certificate of partnership with the state


Corporation – From 1120A or 1120

	Formed as a separate entity, so in most cases, liability is limited to the business assets
	If corporation is not treated consistently as its own identity, creditors can “pierce the corporate veil” and reach assets of the individual shareholder

	Salaries can be paid to the owners to reduce corporate profits to $zero
	Requires articles of incorporation, shareholders & regular board of directors meetings with minutes kept 

	Fringe benefits are deductible, such as a reimbursable medical plan and company-sponsored retirement plan
	Double taxation – taxes are paid by corporation on profits at end of year, then by shareholders on dividends paid to them

	Investors who purchase small business stock receive bonus tax deductions on capital gains tax – attractive to investors
	Personal and corporate assets be segregated an accounted for separately

	By taxing income at both the corporate and personal level, tax brackets tend to be lower for both than they would otherwise
	


Sub Chapter S Corporation – Form 1120S

	No double taxation – all profits flow through to shareholders, as in a partnership
	S Corp election must be made by 15th day of 3rd month of the taxable year

	Given the option to have profits taxed using the corporate tax rate or to have them taxed individually to its owners at the personal income tax rates
	Medical and life insurance expense reimbursements are not allowed for anyone holding > 2% ownership

	
	Owner lost the right to borrow from pension fund (for example, to buy a new home)

	
	Unable to deduct cost of meals or lodging furnished for the convenience of employer


Limited Liability Company – Form 1065

	Taxed as partnership (flow-through), limited liability protection of S Corp
	Newest form of entity…not all liability and taxation situations have been settled in the court systems to set a precedence

	
	Different states have different laws, so operation is difficult for multi-state companies


Limited Liability Partnership

	
	Too new to assess results of possible litigation

	
	Personal liability for personal negligence


	
	Best Suited For
	Type of Entity
	Taxes

	Sole Proprietorship
	* Single owner business where taxes or product liability are not a concern
	* Inseparable from owner
	* Owner is responsible

* File schedule C with Form 1040

	Partnership
	* Business with partners where taxes or product liability are not a concern
	* Inseparable from owner but can have debt or property in its name
	* Partners are responsible

* File Form 1065

	Corporation (S or C)
	* Single or multiple owner business where owner(s) need(s) company funded fringe benefits and liability protection
	* Separate legal entity
	* C Corp pays its own

* S Corp passes through to owners

* File Form 1120 or 1120S

	LLC
	* Single or multiple owner business where owner(s) need(s) limited liability but want to be taxed as a partnership

* Real estate investment companies

* Existing partnerships
	* Separate legal entity
	* Usually taxed as a partnership, but can be taxed as a corporation in some states

* Usually Form 1065


