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Legal Structure of your
business — why it matters!
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Disclaimer: The following program is designed to provide accurate and authoritative information in regard
to the subject matter covered. It is provided with the understanding that LeMay & Company is not engaged
in rendering legal, investment, insurance or other expert advice in these areas. If expert assistance is required,
the services of a competent professional should be sought. The views and conclusions expressed herein are
those of the speaker and not necessarily those of LeMay & Company. Any tax advice contained herein is not
intended to be used, nor may it be relied upon or used; by any taxpayer for the purpose of (1) the avoidance of
any tax-related penalties under the Internal Revenue Code or applicable state or local tax law provisions, or
(2) promoting, marketing or recommending another party any tax transaction or tax-related matters that
may be addressed herein.



Why does it matter?

Liability Protection

Tax savings

Lower tax bracket

C Corporations pay only 15% tax on the first
$50,000



Why does it matter?

Savings on Self Employment Tax

This is the Social security and Medicare
tax.
Employee’s pay 7.65 % from wages
Employer matches the 7.65% for a
total of 15.3%
Self Employment tax is 15.3% of net
income



What entity type are you?

There are five basic entity types

Sole Proprietor - Just one owner
no liability protection

Partnership - Two or more owners
no liability protection

C-Corporation (C-Corp) - One or more
owners - liability protection



What entity type are you?

S-Corporation (S-Corp) - One or more
owners - liability protection

Limited Liability Company (LLC) - One
or more owners — liability protection



Sole Proprietor

Simplest form of entity

Just hang your sign up and you are done

Net income reported on form Schedule C

Due on April 15™ with your personal return




Sole Proprietor

Pay Self Employment (S.E.) tax on the net
income

Do not receive a paycheck
Can receive distributions

Losses will lower personal income

No liability protection

Ownership rights do not matter



Partnership

Formed when two or more entities
come together

No registration is required with the
state

Is a pass through entity — does not pay,
the tax is passed thru to the partners



Partnership

Files form 1065, due on April 15" which
generates a K-1

Partners pay Selt Employment tax on
their net income

Do not receive a paycheck - gets a
guaranteed payment



Partnership
Can receive distributions

Losses will lower personal income as
long as you have basis

No liability protection

Ownership rights
are determined
by agreement




C-Corporation

/
Formed with registration with @ |
the state -\4
Microsoft

Pay’s tax on the net income ﬁ
X,

Corpey
Files form 1120, due on March 15th %



C-Corporation

Shareholders are on payroll

No S.E. Tax but company matches SS
& Med tax

No distribution, but can receive a

dividend



C-Corporation
Limited liability protection

Ownership rights are determined by
class of stock

Biggest problem...

Double taxation



S-Corporation

Formed when a C-Corporation choses to
have it shareholders pay the tax

Registration is required as a corporation
with the state

Must request permission from the IRS for
status - form 2553

[s a pass through entity - tax passes to
shareholders



S-Corporation

Files form 1120s, due on March 15t -
Generates K-1 form

Shareholder Employee’s are on payroll
— Fair and Equitable Wages

No S.E. Tax but company matches SS &
Med tax withheld

Can receive distributions and

dividends



S-Corporation

Losses will decrease personal income
as long as you have basis

Limited liability protection

Can only have one class of owner,
rights follow % of ownership



S-Corporation
Lets look at and example:
Assume Net Income of $100,000 in the
company

One employee - YOU!

You need the full amount of the $100k
to live off of



S-Corporation

Sole Proprietor/Partnership
Salary $ 0
Net Business Income $100,000

Total subject to income taxes $100,000

Available for distribution $100,000

Subject to SE Tax (15.3%) $100,000

Self Employment Tax $ 15,300



S-Corporation

Salary $ 80,000
Net Business Income $ 20,000

Total subject to income taxes $100,000

Available for distribution $ 20,000
Subject to Fica Tax $ 80,000
Employee Fica Tax (7.65%) $ 6,120
Employer match $ 6,120



S-Corporation

Sole Proprietor/Partnership

Total Self Employment Tax $15,300

S Corporation

Total Fica tax (same as SE Tax) $12,240

S Corporation Saves $3,060



Limited Liability Company

Formed through registration with the state

[s a pass through entity — tax passes to
members

Is a disregarded entity in the eyes of the taxing
authorities

One member - follows the rules of the Sole
Proprietor

Multiple members - follows the rules of a
Partnership



Limited Liability Company

Can choose to be taxed like a C-Corp.
File form 8832 entity classification form
Follow rules of an C-Corp.

Can then elect to be an S-Corp.



LeMay Company

Business Entity Comparison

Sole LLC
Proprietor  Partnership (default) C-Corporation  S-Corporation LLC (Corp)

Date Due 15-Apr 15-Apr 15-Apr 15-Mar 15-Mar 15-Mar

S.E. Tax? Yes Yes Yés No \[o} No

Distributions Yes Yes Yes \\[o) Yes Yes if S

Class of Multiple/
Owners N/A Multiple Multiple Multiple Single Single




Potential Tax Savings in S Corp:

Assume Net Income before Shareholder Salary

Need the full $100,000 to live on

S-Corp
Salary 80,000.00
Adjusted Net 20,000.00
You Pay 7.65% Social
Security/Medicare GARO:08
Company matches 6,120.00
Total Social BBl o h
Security/Medicare e

Personal Return show income

Wages 80,000.00
S-Corp K-1 20,000.00
100,000.00

100,000.00
LLC
Distribution 100,000.00
Adjusted Net 100,000.00

Personal Return show income

LLC Income 100,000.00
You Pay 15.3% SE
Tax on Inc. 15,300.00

Savings in Social
Security and
Medicare Tax 3,060.00

*There are many factors to consider in deciding the correct business entity. The above is only a partial listing and cannot be used
as the sole determining factor in making this decision. Please seek the advice of an Attorney and CPA before deciding.
LeMay & Company, 7830 Backlick Road, Suite 300, Springfield, VA 22150*703-912-7862 x211* rlemayandcompany.co



mailto:rlemay@lemayandcompany.com

Key points to remember

To be treated as an S-Corp from day one -
file within 75 days of incorporation

Can file under late election rules - up until
the first tax filing

All members/shareholders must agree and
sign the form



Key points to remember

S Corporation can only have one class of

shareholder

No silent investors

Cannot give distributions to only one
person

Must treat equally based on % of
ownership



Key points to remember

Failure to follow the rules will void the
election at the time of the failure event -
when it happened

Any distributions would be dividends

Any losses taken would be disallowed
S-Corp is not right for all businesses

Make sure you seek competent counsel



Contact Information

Robert LeMay, CPA

LeMay & Company

~830 Backlick Road, Suite 300
Springfield, VA 22150

(703) 912-7862 - Office

(703) 912-6524 — fax
rlemay@lemayandcompany.com



mailto:rlemay@lemayandcompany.com

How to Contact SBA

Phone: (202) 205-6777
E-Mail: raymond.milano@sba.gov

www.sba.gov/milspouse

www.sba.gov/ovbd

www.sba.gov/vets

BUSINESS
SWIRT SBA( % NAGGL

U.S. Small Business Administration

rship Authorization # 15-6010-44. SBA’s p articipation in this cosponsored activity is not an endorsement of the views, opinions, products or services of any cosponsor or other person

entity. All SBA programs and services are extended to the public on a nondiscriminatory basis.--


mailto:raymond.milano@sba.gov
http://www.sba.gov/milspouse
http://www.sba.gov/ovbd
http://www.sba.gov/vets

Questions? Feedback?

We'd like to hear from you.

Join our next webinar:
https://myseco.militaryonesource.mil/Portal/Content/View/2791

Connect with us:
o https://www.facebook.com/MSEPOnline

o https://twitter.com/MSEPjobs

http://www.linkedin.com/groups/Military-Spouse-Employment-Partnership-
MSEP-4159976



https://myseco.militaryonesource.mil/Portal/Content/View/2791
https://www.facebook.com/MSEPOnline
https://twitter.com/MSEPjobs
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