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The following information is intended to assist in spotting
legal issues relevant to small businesses in the State of
California. There are many factors to be considered in
determining which actions and decisions would be most
appropriate to any specific situation. This presentation only
discusses some of the more important factors. It is not
intended to substitute for legal advice. You should decide
which course of action is best after discussing it thoroughly

with an attorney. _
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> Types of Legal Entities > Holo| f
> Key Elements of Each Entity > 47lgel iy 24

» Basic Steps to Start Your Entity
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Types of Legal Entities
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« Sole Proprietorship o« JH I A}
. e LIFE |HAIl
« Partnership uf_iﬁl X
» General Partnership ;;f;l*f
 Limited Partnership ; o
« “C” Corporation o« "C A BIAL
@ . o “S” AT AL
» “S” Corporation . OHEHQIB| A}

Limited Liability Company

Not discussed in this presentation:
« Worker Cooperative - t3AtEsIY
» Not-for-Profit Entities ‘ E'%:EL,M
- Benefit Corporations "o '
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« What entity is your small business? Hote| A7 ¥ 2 0

SENRIL77p?
* 1. Sole proprietorship

¢ 2. LLC | e 1. 7§ CI 3| A}
. 3, C’orporatlon ¢ 2. ot AS[AL
* 4. I'm not sure e 3. =AIBIAL

N
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* 1 business: 1 owner ¢ 132|AL 1 ALSE
: « 7}XF X SHSE.
* Best suited for: M Here
ingl « THLA AFF
* single-owner,
: . 3tH 22 gl
* no tax concerns; . X|AB}O| ROl
* minimal liabilities; . B3 Js

* insurance available
- M2 e{Apet.
e Tax Considerations: o O|ZItM| AH. A== lCI0 2
11

: : 20| E1t=l
» Pass-through taxation: business M=ol Far=
owner is taxed as an individual
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e Owner has sole * Owner has personal 2O FTTAEAN S « AFT7HALRIAN S
control over the liability for business CtEo 2 EXe B b A~ &0 CHol
business debts and lawsuits o« JtEHSL X EHe NI QI M= A

* Simple and * Creditors can go after o MBEXIFATF o|
inexpensive the owner’s personal 02 Rpat= =Xt

assets T AT
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* Two or more owners « = oMo ALE

e Best suited for:

N
021
2
21-
9,1'

* multiple owners, all manage the 2
business : E|f¢9|r ??ﬁﬂ D AIYHE BelE
. « 0 %J_I— k 7|:| il
* pass-through taxation . %|A3Ho| Al

* minimal liabilities
- M= D Apet:
e Tax Considerations: « O|Z 1A &
e Pass-through taxation + SEASML A5 X ETet SHE 28
e Partnership agreement sets
income, deductions and credits

oo
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pros __cons

* Losses and * Personal assets ) ;"—E%:Ii:'ﬂgol ’ in__(i—ilﬁroj';—lﬁl
expenses claimed exposed to creditors —S—ﬁli %-_rLE.:.' i%%‘
as persF)naI tax * Liable fc’)r other . N2 290 . CI2 EQIX}O
deductions partner’s actions Ztotsta SH = 0f| CHi5H

* Simple and * Any partner can H|20| X 245t xHol2 x| A =
inexpensive to enter into a contract « OEH Z=UXE
create and operate A= M Ze =

ol
YT =]
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* At least one general partner and one limited
partner

* General partner: responsible and liable for
business

* Limited partner: silent investor

* Best suited for: two or more owners, with a
passive investor

* Tax Considerations:
* Pass-through taxation

* Partnership agreement sets income,
deductions and credits

« $800 yearly CA franchise taxes

A oF HO| Fot Ml = AKXt oF FHO|
F ot = AKX}

FotM ol = AKXE: AL O CHoF 2 & af B A
A0 K=

Tt A AR A H EXFAL

7P Metel: 201 O| &b o] A7 F2t
=S80l EXpX}

M= 12{Are:

» O|SIA| &
- SEAAMIAS ATt SHE 28
(=

« A7Fs8002| ZZ|EL|OF ZEIXIO|=AM| (TS M))
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Xk
(=
* Partners can claim e Same as General - SBA=s &AL - 2HIAR ST
. ) Al.O-I |:||_9_2 7HO|_|
losses and business Partnership E5c = N
expenses as personal Mz sHz 3872
A Ol
tax deduction ) gg;;ﬁ'm = oixtol
R ’ T 10O od =
* Limited partner’s ol = oixto
- .- o 1O od —
liability can be limited EXIHOL2
to extent of partner’s HSteE & 9l

investment



e LEGAL AID
FOUNDATION

or LOS ANGELES
Justice - Equity « Hope

e One or more owners

* Managed by the members or a board of
managers

* Best suited for: single or multiple-owners;
pass-through taxation; and limited liability

e Tax Considerations:

* Pass-through taxation; with the option to
be taxed as a corporation

* $800 yearly minimum franchise tax fee
e Self-employment taxes

IV HBtek 19l EE Ch40 ARF,
x - .
O|ZTHA 2, 2 R34
HZ DA,
» O|SIHN| ZH; FH2ALZ M| HE S 2
ol

et $8002| =& ZHIXLO| = A (FoiA)
S A
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* Personal assets ¢ Exception to %ﬂﬁ%oﬁgu ) ) ﬁﬂjlc;'H;If x':i o
are generally personal assets wsE asstooE
shielded from being shielded for . 815137:1; 3!;:” N (;153[1::5'12&'&5}2 ot
Zablllty 'sltuatl.ons of i% =0l a EE If‘“ﬂ 310

* Any person or intentional _IQr'é;jc_IOIQlAI. i PNV TN TR
entity can negligence IONE-IPNES))
become a * Any member can
member (foreign bind LLC to
citizens, LLCs, contract or
limited business
partnerships, transaction

etc.)
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 One or more owners. Owners are shareholders « SFHE=0HHO ARFT ARTE
T
* Best suited for: Single and multiple-owners;
limited liability; and outside funding R s = e e
opportunities RO, & 2R Xtg =F V(2

 Tax Considerations:

“ . : « “O|Z M7 OOl ot utA| (SH =) 2
* “Double taxation:” taxed on profits (after Z=Zo| H{=H=0f| CHSH TtA|

deductions) and shareholders taxed on e S TAIB|ALEES ¢ TAIS|AFQIX|Of [OH2FA]

dividends M=0| FatE

* Taxation depends on S-Corp or C-Corp ’
* minimum $800 franchise tax 213 0| DA &l

* Owners who are also employees salaries
taxed on individual tax returns
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* Corporations are
legal entities
separate from the
individual
members

* Easier to get
funding from large
investors

Burdensome
administrative duties
(follow corporate
rules, issuing stock,
electing officers,
holding regular
meetings, keeping
minutes of all
meetings, etc.)
Must comply with
securities laws

7= Al 3| At TH 0l :
B ob= HTH o
0l 1| 2
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* Matter of Generally a closely held, for-profit
entity for federal tax law purposes

» 7P Hotoh: A ELE 7HS ALY, O|SHA| & H

* Best suited for: smaller or family businesses;
pass-through taxation; limited liability

. M2 DR

« O|34M &
. . . ZH it
 Tax Considerations: 7:7:$|80C|)0I EIiZIO{fiArolli)g:l .
. o| 0|2l S5t H [z
H o= e T = T =
e Pass-through taxation Hi £ 5] (S o H ol o] AbS} I E L4 Al 9fl &2 Ohel)
 CA franchise taxes $800 yearly . XIQIO| AOZL «Sta|ROl» 20{ 2 HIS

* Shareholder profits allocated according to
percent stock owned (not the case with
LLCs and partnerships)

* Owners who are employees paid
“reasonable” salaries
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Ck

Cons: J.5'.':

(=) 5 L
 Pass-through taxation  May not have more . O|=1M| ZH « FF7t100YS =1t M
Ol| I Z=Al AFEFQ| OF &
than 100 e LI, e
* _|_7|-_|__|_OI_IX|OII| EH‘?J
shareholders and mloko| Ol
_ {12F0| UAS
cannot be publicly - HXHEHE
traded - REAZHRV|IEAEE
o O
* Restrictions on who is =T

a shareholder
* Expensive to create
 Burdensome
corporate
administrative duties
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Basic Start-Up Steps
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* Sole Proprietorship « 7 2I2[A}
° I * H'I'EL_H:I
Partnership e
* General Partnership . SHR}S|A}
* Limited Partnership « ZAIS|AL
* Corporation e “Q” FAIG|A} XA
o T AD[AL

» “S” Corporation Status
 Limited Liability Company
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* You cannot have the same name of . ZTQUSHEIXN 1XO|CH2 2| L L|O} B OIK| | S Bt
another California legal entity of the same [AtH S ARSI CHE
legal structure . ZEOHIIAISE 2030} St
 Secretary of State must approve it name o« FotMAD|AL SEX2[AF R F=A D A0 = 2[AHEH O
Ciot | &H QI 2740 HE &

» Specific naming requirements apply to
LLCs, LPs and corporations
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Sole Proprietorships: your birth name
(“Aida’s Cafe”) or register a fictitious name
with the City

General Partnerships: no naming
requirements

Limited Partnerships: must include “Limited
Partnership,” “LP,” or L.P.”

Corporations: must include “Corporation,”
“Company,” “Incorporated,” “Incorporation,”

llLimited,” llcorp’” IICO’” Illnc’” IILTD’II IIPC’" OI"
“Professional Corporation”

Limited Liability Company: must include
“Limited Liability Company” or the
abbreviations “L.L.C.” or “LLC”

Jd
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SEXIZ| AL “Limited Partnership,” “LP,” EE&= “L.P.” 7t
2| O] OF B

42| A}: “Corporation,” “Company,”

“Incorporated,” “Incorporation,” “Limited,” “Corp,”
“Co,” “Inc,” "LTD,” "PC,” EEE:Professional
Corporation” O| I3t Z|0{OF ot

[ SHA Q1 3| A}: “Limited Liability Company” Lt
OFO{OI “L.L.C.” & “LLC” 7} Z3HE| 0 OF 8t

~
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* Do you have a Fictitious Business Name? | ML U MLN?
° 1. Yes e 1. I:Il
* 2. No 2,048

3. A #7172

3. What’s that?
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- Sole Proprietorships & General « QN3 AL & BHBEI|AL:
Partnerships: . 7H°|M°*XH—P FotM Y SBAE 72 El S7I-
» Sole proprietor or general partner must file a ArT-=r (County Reco der-Clerks Qe ol A2

=} ==X =5 (=13
Fictitious Business Name (FBN) statement &2 (FBN) sSAME X =5H0F &

with the County Recorder-Clerk’s office
AL, SHXIR] AL & FA|2]AL:
. FEENO MES AR 7|XE 0|21 ChE
= 0| ElCHH, 712 E[ S7|-ArF=0]
=ME XM=5HoF =

* LLCs, Limited Partnerships & 0|2
Corporations: A &=

« If operating under a name different from
what is listed on the documents filed with
the Secretary of State, then must file a
FBN statement with the County Recorder-
Clerk’s office

OII'I
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« All Entities with the exception of Sole | - JHRIBIAME HS 22 V|E2 = SFXO
= oo L o)
Proprietorships, must file documents with the MNEE XN=odlof g
Secretary of State
. Filing Requirements o4
Entity with Secretary of State 71 FEFNNE2Y
Sole Proprietorship None 70 @1=| A e
Partnership Statement of Partnership o} E L A = AHS7FA
Authority (Statement of Partnership Authority)
Limited Partnership Certificate of Limited [SPNX=1IPN; St A S EA
Partnership (Certificate of Limited Partnership)
Limited Liability Company  Articles of Organization & Tt RAD|AL A H2EE (Articles of Organization) S
Statement of Interest O| #H M AN (Statement of Interest)
Corporation Articles of Incorporation =SSEIN; H ol g 2t

(Articles of Incorporation)

®)
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- Entities are also required to produce internal - ot 7|2 XA 2F5t= &40 CHS X[A|St=
organizational documents that dictate how their & =& ZME MHESHE 272

entity governs itself

. Organizational Document 7| oA
Entlty Requirements = MEa#A

|
Sole Proprietorship None 70 Q12| A =
General Partnership Partnership Agreement StHS| A} = A A LA
. : . , (Partnership Agreement)
Limited Partnership Limited Partnership — — —
(Limited Partnership Agreement)

Limited Liability Company Operating Agreement — —

e BRI 2% A% A
Corporation Bylaws (Operating Agreement)

 FAEAL /s

(Bylaws)
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Prepare and File Organizational Documents cont’d/

* General Partnerships:

* File a Statement of Partnership
Authority with the California
Secretary of State

* Prepare a Partnership Agreement:
summarizes obligations of the
partners and controls the operation
of the business

* Without a partnership agreement, use
California’s version of the Revised
Uniform Partnership Act (RUPA)

- S| A

- HE|ZL[O} = ZEKXNO| SN
(Statement of Partnership Authority) = M=
- S AHLM EY: SEA=2| o F

RSN AN 2E= SHE
- Y At O*OE 2| ZL|OoF Q|
N S A B (Revised Uniform
Partnership Act (RUPA) = A&
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* Limited Partnerships: | e ot Xl 2| A}

* File a Certificate of Limited o HB|EL|OF = 20| SHA}S|AF ST A
Partnership with the California (Certificate of Limited Partnership) =
Secretary of State M=

* Prepare a Limited Partnership « 2AER A% A (Limited Partnership
Agreement: Agreement) & A-d¢&

. : . SO HQAMT} QO ME|ZL|OF KO I|A
) WIt.hOUt. ° partn.ershlp agreement, use = gl%“.iiﬁﬁ ' (Revisecllﬁni!‘orrmﬂ-lPartllwerHship
California’s version of the Revised Act (RUPA) & A&
Uniform Partnership Act (RUPA)
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* Limited Liability Company: - oI QD|A}:
 Organizers must file Articles of . %5!7( = ZA2[Z L0t = F5FN 01| Bl*f
Organization with the California ;ﬂ (Ar;lcles of Oozgi”('iat'on) = Mz 2
Secretary of State ¥ gtﬂt aiH 2t ALY 238 &AIE X HHOt_t
. , 2 A2 M (Operating Agreement) &
* Members enter into an Operating S SHRH QI | AL H|2FA] (Limited Liability
Agreement or Limited Liability Company Agreement) & X| ZAgt

Company Agreement which governs
the relationship between the
members and the running of the
business
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Prepare and File Organizational Documents cont’d/

e “C” Corporation:

* Must file Articles of Incorporation with the
California Secretary of State

* Create Bylaws that establish how the

corporation governs itself and the role of the
Board of Directors

* Hold first meeting where shareholders elect
the Board of Directors

e “S” Corporation:
 Must file an election with the IRS

=X ME ZH|9f H|Z

. “C” FABIAL
. H2|Z Lot = SR Hol M

(Articles of Incorporation) = M &&

« 7|0l 222 S X[HiSH= |

EH
=
O|Atz[e| dets 4ot W/FE5EH
(Bylaws) =2 Tt=
- FFE0| O|AIR|E M =St A 2[2E
7S

.+ 48" FAB|AL
o ZNHO| MEH Al (glection) E M =¢
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* An owner of a sole proprietorship can
use their social security number when
filing taxes, but for other entities, an
EIN is required.

* To obtain, you can either:

* File a Form SS-4 (Application for
Employer Identification Number) with
the IRS via mail, fax or over the phone; or

* Apply online: www.irs.gov

Obtain an EIN (Employer Identification Number)/

NEF A HS HE

- M2 ERE B elsial £RFE
=219 *fﬂE H (Soc:|al Security
Number) = Al"g‘oa T AA | :l- 9' El’%
Jl9le N8F Al MBS (EIN) 7t R 7L

. S uy

- SS-4 %FM (L&
(fax) =
* WWW.Irs.qo

-
1z
%
rE
ot
R
= ozt
i

lo

Ho
re
=

| >

< r_>'L
mu fot



http://www.irs.gov/
http://www.irs.gov/

A FGUNDATION Obtain a Local Tax Registration Certificate/
JusticeO-FIngi?nyslflggi Hl-*.l EEE # E.

* Commonly known as a “business R QlHI X O 2 “ALYI X} SEZ” (business
license”

license) S = Y&

* Most cities require all businesses to - IR E9| TA[OA= AR SE, 7
register with the city’s tax collector, L= S0 2HAH Q0] BE 7|20
regardless of business type, @] M=) e i
structure or size 12| M2 &=¥ (city’s tax collector)

of S22 278
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wiee s - noee Obtain Seller’s Permits/it

* If you will sell physical goods to the public, you
must obtain a seller’s permit from the California
Board of Equalization (BOE)

* Businesses that only provide services are
exempt

* Allows the business to collect taxes from
customers to cover any sales tax that may be
owed to the BOE

* To obtain a seller’s permit, you can either
* Apply online at www.boe.ca.gov; or

* Apply in person at a BOE office

- LHS0A =2™ 4= EHoliot{H,
ZA2|Z L0 ZA|SFE= (BOE) 22 £ H
THOR Xt 3| 7t5 (seller’s permit) 5 SdlOF &
- MH[ATHXSOH= AHRN= BA =
. ZHEBEIO| K| 25H0} E 4 A= BN E
SO E 7[R0l Mo =HEH Ma= &S
UA =

. WOIR}SI7HES S 2

« www.boe.ca.qov O] 2201 MHN E=

+ ZMYE= (BOE) ArF 20 A A CHH MEE +
ol
AN O
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* You may need to obtain additional licenses or
permits, including:

* Zoning permits

* Agency permits from the health department,
police department, fire department or public
works department

e State and federal licenses

e CalGOLD’s interactive website at
www.calgold.ca.gov will show you what licenses
and permits you need

11
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HO{LE 251 7=
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(zoning permits)

AT £ ZFAYZOR
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« www.calgold.ca.gov 2| CalGOLD’s
CHetd ElALO|E 7L 57F OffH HS{LE
SI7t7t He etk 20 = 24 L L.
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Toll Free Line: o5 Ho-
866-375-9511 866-375-9511
LALEGALHELP.ORG LALEGALHELP.ORG

\



Small Business Project
visit LAFLA.ORG

AJ|H Z2NE
LAFLA.ORG & W Ed| FM &

Follow Us On Social Media!
SNS O|A EHELSIM !
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Thank you for joining us
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