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One of the first decisions a small business owner faces is
choosing the right form of entity for his or her company. The
most popular form of business in recent years is the limited
liability company (LLC), because it is simple to organize and
manage and can be taxed as a partnership (i.e. without the
"double taxation" associated with C-Corporations). However,
there are many reasons why you should avoid structuring your
new business as an LLC taxed as a partnership and instead use
a C-Corp structure. Here are some of them:
1. Venture capital funds will usually only invest in a CCorp. Many VCs are funded by pension funds and the
Internal Revenue Code makes it difficult for pension funds to
invest (even indirectly) into an entity taxed as a partnership (as
LLCs by default are) if that entity carries on an active business.
Therefore, if your goal is to eventually attract venture capital
or private equity money, using a C-Corp structure is essential.
2. With a C-Corp, you will receive a W-2 instead of a K-1. If
your company is an LLC taxed as a partnership, as an owner
of the company, you will not be permitted to also be an
employee. Therefore at the end of the tax year, you will
receive a K-1 instead of a W-2. If you want to finance
anything (like a house or a car), banks prefer to see a W-2. It's
just what they are used to seeing. But if you use a C-Corp, you
will also be permitted to be an employee of your company and
can take your compensation as wages, and will thus have proof
of your income in the form of a pay stub and a W-2.
3. With a C-Corp, you will be able to get your personal taxes
done quickly. If you are in a partnership, you must wait until
you receive a K-1 from your company before you can file your
own taxes, and the K-1 can only be completed once your
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company's partnership tax return has been
completed (which depending on the
complexity of your company, may take some
time). In contrast, if you are an employee of
your own company, all you will need is your
W-2 to do your taxes (and a 1099-DIV if you
get any dividends, but see item 7 below on
why in most cases you shouldn't be receiving
dividends). W-2s and 1099-DIVs are based
solely on the cash your company pays to you,
so they can be completed far in advance of
your company's tax return.

7. Double Taxation isn't really the big
problem that it seems. For C-Corps, if you
are an active owner in your business, then
you are both an owner and an
employee. The compensation you receive
can be treated as wages rather than a
dividend, in which case, it is only taxed
once. Done right, you can avoid double
taxation completely. Please note however,
this strategy would not work with a capitalintensive company that invests in acquiring
significant assets like real estate or
machinery. If a large part of your company's
income is derived from its assets, then your
company's income may exceed what you
would reasonably expect to make as an
employee. If this happens, the IRS may try
to re-characterize part of your wage income
as a dividend. On the other hand, the CCorp structure is great for companies whose
entire income is derived from the efforts of
their employees (like consulting firms and law
firms) because it would be difficult for the
IRS to challenge paying out all of the income
to employees since they are responsible for
generating it.

4. With a C-Corp, all your employee benefits
are deductible. Owners of partnerships and
S-Corporations are limited in the amount
they can deduct for certain benefits like
medical, life insurance, education, childcare,
and retirement plans. Owners of C-Corps
have no such limitation.
5. C-Corps have their own progressive tax
brackets. This means that you can split your
income between your company and yourself
by choosing how much you pay yourself in
compensation. Since the income will be split
between two entities, each will be better
positioned to avoid the higher tax brackets.

As always, your final choice in entity selection
should be based on your own specific
situation. Therefore, before making any final
decisions on your form of business, you
should speak with your attor ney or
accountant.

6. You don't have to forego the simplified
management structure of an LLC. If you
really want a simple LLC-type management
structure, form an LLC, then file Form 8832
with the IRS and elect to have your LLC
taxed as a C-Corp. You will get the best of
both worlds.
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