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Star ting a Business - Legal FAQs

Q: What business licenses does a small business need?

A: The following are just some of the business licenses/permits that a small business might need: "doing business as"

(DBA) registration (usually filed at the county level), city and/or county business license, fire department permit, sign per-

mit, health department license, and liquor, wine, and beer licenses.

Q: Where do I get a business license?

A: Your state and local (city and/or county) government usually provides business licenses.

Q: What legal aspects do I need to consider?

A: Licenses required, zoning laws, and other regulations var y from business to business and from state to state. Your local

Small Business Administration (SBA) office and/or chamber of commerce will provide you with general infor mation, but

you will most likely need to consult an attorney for advice specific to your enterpr ise and area. You also must decide about

your for m of organization (corporation, partnership, or sole proprietorship) and tax status (e.g., should you opt for Sub-

chapter "S" status?).

Q: What is a "Fictitious Business Name"?

A: Businesses that use a name other than the owner’s must register the fictitious name with the county as required by the

Tr ade Name Registration Act. This does not apply to corporations doing business under their corporate name or to those

practicing any profession under a partnership name. For more infor mation, contact your state or local government.

Q: If I operate my business under my personal name, is it necessar y to register it someplace?

A: In most states you do not need to register your own name if you are using it as your business name. To deter mine what

the requirements are in your particular state, go to State Guide: Obtaining Licenses & Per mits and find the specific laws

related to registering your business.

Q: What are the advantages of forming a limited liability company?

A: The LLC is generally considered advantageous for small businesses because it combines the limited personal liability

feature of a corporation with the tax advantage of a partnership or sole proprietorship. Profits and losses can be passed

through the company to its members, or the LLC can elect to be taxed like a cor poration. LLCs do not have stock and are

not required to observe cor porate for malities. Owners are called members, and the LLC is managed by these members or

by appointed managers.

Q: What should I know about forming a corporation?

A: This is a complex business structure with more start-up costs than many other for ms. A cor poration is a legal entity

separate from its owners, who own shares of stock in the company. It can be created for profit or nonprofit purposes, and

may be subject to increased licensing fees and more government regulation than other for ms. Profits are taxed both at the

cor porate level and again when distributed to shareholders. Shareholders are not personally liable for corporate obliga-

tions unless corporate for malities have not been observed. Observing such for malities provides evidence that the corpora-

tion is a separate legal entity from its shareholders. Failure to do so may open up the shareholders to liability of the corpo-

ration’s debts. Cor porate for malities include: issuing stock cer tificates, holding annual meetings, recording the minutes of

the meetings, and electing directors or ratifying the status of existing directors. You are advised to always use the assis-

tance of a qualified attorney when for ming a cor poration.

Q: What is the advantage of forming an "S" Corporation?

A: The structure of an "S" Corporation is identical to the "C" Corporation in many ways, but offers avoidance of double tax-

ation. If a corporation qualifies for S status with the IRS, it is taxed like a par tnership: the corporation is not taxed, but the

income flows through to shareholders that report the income on their individual returns.

http://smallbusiness.findlaw.com/starting-a-business/state-guide-obtaining-licenses-permits.html


Q: Can you give me plain English definitions for the following: (1) a closely held corporation and (2) a personal
ser vice corporation?

A: Generally, a closely held corporation is a corporation that, in the last half of the tax year, has more than 50% of the

value of its outstanding stock owned (directly or indirectly) by 5 or few er individuals. Generally, closely held corporations

are subject to additional limitations in the tax treatment of items such as passive activity losses, at-r isk rules, and compen-

sation paid to a corporate officers. A personal service corporation is a corporation where the main wor k of the company is

to perfor m ser vices in the fields of health, law, engineer ing, architecture, accounting, actuarial science, the perfor ming

ar ts, or consulting. Examples are law firms and medical clinics. Also, most all of the stock is owned by employees, retired

employees, or their estates.

Q: Are partners considered employees of a partnership or are they self-employed?

A: Partners are considered to be self-employed. If you are a member of a partnership that carries on a trade or business,

your distributive share of its income or loss from that trade or business is net earnings from self-employment. Limited part-

ners are subject to self-employment tax only on guaranteed payments, such as salary and professional fees for services

rendered.
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