Tax Tricks & Tips,

By Michele Knight, CPA

Small businesses come in many shapes and sizes, but all fit into one of a few formation categories.  The basic formations are sole proprietorship, partnership, limited liability company and corporation.  Of course, within these categories there are dozens of variations, but let me explain the big 4.
Sole proprietorships are owned by 1 person and require few legal requirements to operate.  The owner retains full control of management and operations; however they are subject to unlimited liability in the case of a lawsuit.  Partnerships are similar, however ownership and control remain in 2 or more partners’ hands, rather then one individual.

Limited liability companies are relatively new, but are popular in the State of Colorado.  There are more upfront costs, including filing fees with the state, creating of an operating agreement, and I always recommend hiring a CPA or attorney to complete the paperwork.  However, once they are set up correctly, operating them is similar to operating a sole proprietorship or partnership, and ownership remains in the hands of the LLC members.  The primary benefit to operating an LLC is the liability protection offered to the members.
Corporations are the most complicated formation, but offer the most tax benefits and protection to its shareholders.  Corporations must be filed with the state, and also issue shares of stock to prove ownership.  Fees to set up corporations range from $99 to the thousands, and annual operating requirement include annual meetings and specific annual reporting.
Over the next few weeks, I will dig in to each of these topics to help you further understand the differences.  If you just can’t wait another minute, you can visit my website (www.cpamichele.com) for demonstrative charts and other information.
Note:  The above advice is not meant to be comprehensive tax planning advice, and you should always consult a tax professional if you have any questions.  For additional information, copies of previous articles, or to submit questions for future columns, please visit www.cpamichele.com.
