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Time to 
Incorporate

A sk a business owner why he or she 

restructured their business from a 

sole proprietorship to some other 

entity — C-corp, S-corp, LLC, ESOP — and 

the fi rst answer is always: liability. In a sole 

proprietorship (even a partnership) you, the 

owner(s), are the business. If, for example, 

you shortcut building practices or use unli-

censed trade partners and something goes 

wrong, it is you and your personal assets that 

the insurance companies will go after. 

“As a sole proprietor your personal resi-

dence is exposed, your children’s education 

is exposed,” says Jeff King, who, after fi ve 

years as a sole proprietor, made his San Fran-

cisco company a C-corporation. “You don’t 

want that exposure to go beyond your imme-

diate business. If I’m hit by a bus, the credi-

tors can’t go after my home and family, only 

the business.” 

Creating a separate entity — or corpora-

tion — isn’t diffi cult, but it does require plan-

ning and a certain amount of investment.

SO MANY CHOICES

To fi gure out which structure is for you, ask 

yourself how you see your future, says Monroe 

County (N.Y.) Community College business 

instructor John Striebich, who has owned his 

own business and consulted for several suc-

cessful companies. “Do you see yourself as a 

big regional or national competitor? If so, you 

might go to a C-corp.” The S-corp is intended 

for smaller businesses, as is the LLC. The 

LLC is something you might also want to do 

for image; many professionals such as doctors 

and lawyers incorporate this way. “You can 

switch structures,” says Streibich, but it costs 

money to go back and forth.” 

The C-corp is a separate entity from the 

business owner. It reports its income and 

pays taxes on profi ts. Owners are stockhold-

ers and receive dividends, which they report 

on their personal income tax returns. One 

drawback: Dividends are taxed as part of 

the corporation’s income and as part of the 

owner’s personal income — referred to as 

“double taxation.” Usually larger businesses 

become C-corporations, especially those that 

foresee issuing public stock. 

About 25 years ago, the IRS created the 

Subchapter S-corporation  to help smaller 

businesses incorporate. There can be up to 

75 shareholders in an S-corp, and there is no 

double taxation. The business maintains the 

limited liability of the C-corp but is taxed like 

a partnership, i.e., it pays no corporate income 

tax; instead, it passes taxable income or loss 

on to stockholders. 

Many remodelers restructure as an S-

corporation, which, Striebich says, “has 

lower fi ling and accounting fees. It’s sort of 

‘corporation light.’”

When JD Coussens Inc., in Davenport, 

Iowa, became an S-corp, owner Jerry Cous-

sens dreamt of one day selling the company 

to his employees. Currently he owns 100% 

of the stock. “I had options as a sole propri-

etor,” he says, “but now I have shares I can 

easily and legally divide.” 

Like the S-corp, the Limited Liability Com-

pany (LLC) does not pay corporate income 

taxes. Owners are taxed on their personal 

income tax like a sole proprietor or a partner-

ship, but an LLC is similar to a corporation in 

that the owner has liability protection. 

An LLC is more fl exible and easier 

to set up than an S-corp, which has many 

more requirements. For instance, profi ts in 

an S-corp must be distributed among own-

ers based on the ratio of stock ownership — 

even if the owners would like to see profi ts 

distributed differently. An LLC, however, 

does not issue stock and there are no restric-

tions on ownership. Profi ts can be distributed 

any way management sees fi t. On the other 

hand, since the LLC doesn’t issue stock, stock Il
lu

s
tr

a
ti
o

n
s
: 

to
p

 l
e
ft

, 
R

ic
h
 L

ill
a
s
h
; 
b

o
tt

o
m

 r
ig

h
t,

 M
a
ry

 E
n
d

re
s



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Gray Gamma 2.2)
  /CalRGBProfile (ColorMatch RGB)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize false
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts false
  /TransferFunctionInfo /Remove
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile (None)
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 150
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages false
  /ColorImageDownsampleType /Average
  /ColorImageResolution 150
  /ColorImageDepth 8
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /FlateEncode
  /AutoFilterColorImages false
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 150
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages false
  /GrayImageDownsampleType /Average
  /GrayImageResolution 150
  /GrayImageDepth 8
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /FlateEncode
  /AutoFilterGrayImages false
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages false
  /MonoImageDownsampleType /Average
  /MonoImageResolution 300
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects true
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /False

  /CreateJDFFile false
  /SyntheticBoldness 1.000000
  /Description <<
    /JPN <FEFF3053306e8a2d5b9a306f300130d330b830cd30b9658766f8306e8868793a304a3088307353705237306b90693057305f00200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e30593002>
    /DEU <>
    /FRA <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
    /ENU (Use these settings to create PDF documents suitable for reliable viewing and printing of business documents. The PDF documents can be opened with Acrobat and Reader 5.0 and later)
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


