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what is a incorporated business is a term that refers to a specific type of
business structure recognized by law as a separate legal entity from its
owners. This distinction provides various advantages, such as limited
liability protection, tax benefits, and enhanced credibility. In this
article, we will explore what an incorporated business entails, the types of
incorporation, the benefits and drawbacks of incorporating, and the steps
required to incorporate a business. We aim to provide a comprehensive
understanding of incorporated businesses to help entrepreneurs make informed
decisions.
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Understanding Incorporated Businesses

An incorporated business is a legal entity that is distinct from its owners.
This means that it can own property, enter contracts, and be held liable for
its actions. The incorporation process allows individuals to establish a
business that is recognized by the state, granting it certain rights and
privileges. This separation between the business and its owners is one of the
primary reasons many entrepreneurs choose to incorporate. By doing so, the
owners can shield their personal assets from business liabilities, thus
minimizing financial risk.

The incorporation process typically involves registering with a state or
national government, where the business must adhere to specific regulations
and guidelines. Once incorporated, the business is often required to follow
formalities such as holding annual meetings, maintaining minutes of meetings,
and filing annual reports. These requirements help ensure transparency and
accountability within the business structure.



Types of Incorporated Businesses

Incorporated businesses can take several forms, each with its unique
characteristics and implications for owners. The most common types include:

e Corporation: A corporation is a legal entity that is separate from its
owners (shareholders). It can issue stock, and shareholders have limited
liability for the corporation’s debts.

e S Corporation: This is a special type of corporation that allows income
to be passed through to shareholders, avoiding double taxation. It is
limited to 100 shareholders, all of whom must be U.S. citizens or
residents.

e C Corporation: A C corporation is the standard corporation and is
subject to corporate income tax. It allows for an unlimited number of
shareholders and can issue multiple classes of stock.

e Limited Liability Company (LLC): An LLC combines the benefits of a
corporation and a partnership. It provides limited liability protection
to its owners while allowing for pass-through taxation.

Each type of incorporated business has its advantages and disadvantages,
making it essential for entrepreneurs to consider their specific needs and
goals when choosing the appropriate structure.

Benefits of Incorporating a Business

Incorporating a business offers a range of benefits that can enhance its
operations and growth potential. Some of the key advantages include:

e Limited Liability Protection: One of the most significant benefits of
incorporation is that it protects the personal assets of the owners from
business liabilities. This means that creditors cannot pursue personal
assets to settle business debts.

e Tax Advantages: Incorporated businesses may benefit from various tax
deductions and credits that are not available to sole proprietorships.
Additionally, corporations can retain earnings and may pay lower taxes
on retained profits.

e Credibility: Incorporating can enhance a business's credibility and
reputation. Customers, suppliers, and investors often view incorporated
businesses as more stable and trustworthy.



e Access to Capital: Corporations can raise funds more easily than
unincorporated businesses by issuing stock. This access to capital can
be vital for growth and expansion.

e Continuity: An incorporated business can continue to exist independently
of its owners. This continuity can be beneficial for succession planning
and long-term stability.

These benefits make incorporation an attractive option for many entrepreneurs
looking to mitigate risks and enhance their business operations.

Drawbacks of Incorporating a Business

While there are many advantages to incorporating a business, there are also
potential drawbacks that entrepreneurs should consider:

e Cost: The process of incorporation can be costly, involving state filing
fees, attorney fees, and ongoing compliance costs. These expenses can be
a barrier for some small businesses.

e Complexity: Incorporating a business introduces additional regulatory
requirements, such as maintaining corporate records and filing annual
reports. This complexity can be burdensome for small business owners.

e Double Taxation: In the case of C corporations, profits may be taxed at
both the corporate level and again as dividends to shareholders, leading
to double taxation.

e Loss of Control: If a business incorporates and issues stock, the owners
may lose some control over decision-making, as shareholders may have a
say in business operations.

Understanding these drawbacks is essential for entrepreneurs to make informed
decisions about whether to incorporate their businesses.

Steps to Incorporate a Business

The process of incorporating a business typically involves several key steps.
Here is a general outline of the incorporation process:

1. Choose a Business Name: The name must be unique and comply with state
regulations regarding business names.



2. Select the Type of Incorporation: Decide whether to form a standard
corporation, S corporation, C corporation, or LLC based on your business
needs.

3. File Articles of Incorporation: Submit the necessary paperwork to the
appropriate state agency, which usually includes the Articles of
Incorporation and a filing fee.

4. Create Corporate Bylaws: Establish rules and procedures for the
management of the corporation, including the rights and responsibilities
of shareholders and directors.

5. Obtain Necessary Licenses and Permits: Ensure that the business complies
with all local, state, and federal regulations by obtaining the required
licenses and permits.

6. Hold Initial Board Meeting: Conduct the first meeting of the board of
directors to adopt bylaws and make initial corporate decisions.

Following these steps can help streamline the incorporation process and
ensure compliance with legal requirements.

Conclusion

Understanding what an incorporated business is and the implications of
incorporation is vital for entrepreneurs. By incorporating, business owners
can protect their personal assets, enjoy tax benefits, and enhance their
business's credibility. However, it is essential to weigh the benefits
against the potential drawbacks and consider the type of incorporation that
best suits their needs. With careful planning and adherence to legal
requirements, incorporation can be a strategic step towards long-term
business success.

Q: What are the main advantages of incorporating a
business?

A: The main advantages include limited liability protection, tax benefits,
enhanced credibility, easier access to capital, and business continuity.

Q: What is the difference between an S Corporation
and a C Corporation?

A: The primary difference is in taxation; S Corporations allow profits to
pass through to shareholders to avoid double taxation, while C Corporations
are taxed at the corporate level and again on dividends paid to shareholders.



Q: How much does it typically cost to incorporate a
business?

A: The cost can vary widely depending on the state and the type of business
structure chosen, but it generally includes filing fees, attorney fees, and
ongoing compliance costs.

Q: Can I incorporate a business without a lawyer?

A: Yes, it is possible to incorporate without a lawyer by using online
services, but consulting with a legal professional can help ensure that all
legal requirements are met.

Q: What are the ongoing requirements for maintaining
an incorporated business?

A: Ongoing requirements typically include holding annual meetings,
maintaining corporate records, filing annual reports, and complying with
state and federal regulations.

Q: Is it necessary to have a board of directors for
an incorporated business?

A: Yes, corporations are generally required to have a board of directors to
oversee the business and make significant decisions.

Q: What happens if I do not follow incorporation
formalities?

A: Failing to follow required formalities can result in the loss of limited
liability protection, potentially exposing personal assets to business
liabilities.

Q: Can a sole proprietorship become an incorporated
business?

A: Yes, a sole proprietorship can choose to incorporate by following the
necessary steps to register as a corporation or LLC.

Q: How long does it take to incorporate a business?

A: The time required to incorporate can vary by state and method of
incorporation but typically ranges from a few days to several weeks.
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administrative side of the business ends up being more than they bargained for. So You Want to
Start a Business takes you through the seven essential elements required to create a thriving
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guide to unleashing one’s inner entrepreneur. With over twenty years’ experience helping people
create successful businesses, Ingrid knows exactly how to help people decide what kind of business
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takes before you start. And learn how to Avoid the Seven Biggest Mistakes that most entrepreneurs
make. It will be easier to prepare your Business Plan and it will deliver better results.

what is a incorporated business: Introduction to Business Law Lucy Jones, 2011-06-23 A
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the learning in context. Comprehensive pedagogy with objectives, review questions, summaries,
discussion questions and a case study exercise to consolidate the learning in each chapter. The
accessible and concise treatment of the issues explored makes the learning easy to follow and more
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to read,with a user friendly layout, Company Law, with the use of case studies and review questions
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