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Legal Disclaimer

No Legal Advice or Attorney-Client Relationship. These materials have been
prepared by Mayer Brown LLP for informational purposes only and are not
legal advice. This information is not intended to create, and receipt of it does
not constitute or create, an attorney-client relationship. You should not act
upon this information without first seeking advice from a lawyer licensed in
your own state or country.

To ensure compliance with the requirements imposed by the IRS, we inform
you that any tax advice contained in this document (including any
attachments) is not intended or written to be used, and cannot be used, for
the purpose of (i) avoiding penalties under the Internal Revenue Code or (ii)
promoting, marketing or recommending to another party any transaction or
matter addressed herein.
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Our Goals

•Discuss basic forms of business 
structures

•Learn the importance of the legal 
structure



Types of Legal Entities
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Entity Selection and Formation

• Sole Proprietorship

• Partnership (General and Limited)

• Limited Liability Partnership (LLP)

• Limited Liability Company (LLC)

• Corporations

• Social Enterprises – L3Cs or Benefit Corporations

https://www.bing.com/images/search?view=detailV2&ccid=tiSDlYic&id=941D5D0D91042E851FCA9AC3169D1D9CFF025D3F&thid=OIP.tiSDlYic-tEgsnITTiWBXQHaFd&mediaurl=http%3a%2f%2fpblu.org%2fassets%2fupload%2fphotos%2fchoose_HiRes.jpg&exph=3688&expw=5000&q=what+to+choose&simid=607992327437487312&selectedIndex=2
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Key Considerations in Selecting a Form of 
Entity

• Liability

– Limited liability vs. general liability

• Ownership

– Voting and economic control/flexibility

– Raising capital

– Transferability

• Governance

– Decision making

– Internal controls and compliance

• Taxes

– Entity level tax or “pass – through” 
treatment

• Initial Formation / Ongoing 
Administration Requirements

– Choice of State of 
Incorporation/Organization

– Cost

– Recordkeeping

• Life-Span of Entity

– Perpetual vs. limited duration
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Sole Proprietorship

• Individual doing business under their own name or a “trade name” 

– Lemonade Stand 

• Exposed to unlimited personal liability, even if liability arises from 
business  

• No filing / reporting requirements 

– Doing Business As (DBA) filing 

• Personal Taxation 

• Not advisable for most businesses
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General Partnerships

• Involves two or more persons doing business together

• No formal agreements required – Everything is equal  

• Unlimited liability for partners’ acts 

• Joint and several liability for all partners

• ALWAYS have a “Partnership Agreement” 

– Governs internal relations

– Minimal filing requirements (“Default Presumption”) 

• Personal Taxation (pass-through)

https://www.bing.com/images/search?view=detailV2&ccid=cEOwTSlX&id=BDE403DFB9AB9DD83E1EF40A789CAEBE2032167E&thid=OIP.cEOwTSlXATt6iVuKIhrVVAHaE8&mediaurl=http%3a%2f%2fsmartcity.eletsonline.com%2fwp-content%2fuploads%2f2015%2f07%2fpartnership.jpg&exph=3456&expw=5184&q=partnership&simid=608008424991622586&selectedIndex=1
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General Partnerships (cont’d)

• Choose a Partnership Name

• File an Assumed Business Name Certificate

• Draft and Sign a Partnership Agreement

• Obtain Licenses, Permits, and Zoning Clearance

• Obtain an Employer Identification Number

https://www.bing.com/images/search?view=detailV2&ccid=e8L6y%2f1C&id=C39D69088627F4EDF456A9A73226B48D4B1DF62C&thid=OIP.e8L6y_1CC2KvrJJGg8Fi_wHaDP&mediaurl=http%3a%2f%2fcuratti.com%2fwp-content%2fuploads%2f2016%2f02%2fBusiness-Partnership.jpg&exph=438&expw=1000&q=partnership&simid=608050438375015353&selectedIndex=15
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Assumed Business Name

• https://www.cookcountyil.gov/service/assumed-business-name-registration

• The Clerk's office registers business names known as "assumed names" (or 
DBA) for new businesses in accordance with Illinois law.

• An assumed name is issued to any business entity that uses a name other than 
the name(s) of the individual(s) who own or operate the business. For example, 
a business called "John Jones, P.C." (i.e. owner's full name and title) does not 
have to file an assumed name, but "Jones Wrecking" does.

• Required Business Registrations

• Under state law, three classes of businesses are required to register assumed 
names with the local county clerk's office. The business classifications listed 
below are defined fully in the Illinois Compiled Statutes.

https://www.cookcountyil.gov/service/assumed-business-name-registration
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Assumed Business Name (cont’d)

• Businesses required to register:

– Sole proprietorships

– General partnerships

– Professional services corporations

• Businesses not required to register:

– Limited partnerships

– Limited liability partnerships

– Limited liability companies
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Limited Partnerships

• Limited partners’ liability limited to their investment

• One or more partners not involved in day-to-day business 
management

• At least one general partner

• Limited partners’ liability limited to their investment

• Personal Taxation (pass through)
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Limited Partnerships (cont’d)

• Certificate of Limited Partnership (IL fee - $150 / DE fee - $90)

• Choose a Registered Agent within the State ($0-$350)

• Draft and Sign a Partnership Agreement

• Obtain Licenses, Permits, and Zoning Clearance

• Obtain an Employer Identification Number (EIN)
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Limited Liability Partnerships (LLPs)

• Hybrid between a company and a partnership

• Similar to LPs but all partners are limited partners (no GP)

• Separate legal entity, liable to the full extent of its assets 

• No liability for independent or un-authorized actions of other partners

• Taxed as an LP (pass through)

• Filing requirements

– Same as LPs plus Statement of Qualification ($100 per partner)
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Limited Liability Company (LLC)
Flexibility of a Partnership + Protection of a Corporation 

• Liability

– Strong liability protections

• Ownership (by members)

– Highly flexible, multiple classes of interests allowed

– Transferable, subject to securities laws

• Governance

– Highly flexible, set forth in the LLC operating agreement

– Can be member-managed or manager-managed

• Business Taxes

– Pass through taxation or corporate tax structure

– Flexible allocation of income, loss and other tax items

https://www.bing.com/images/search?view=detailV2&ccid=ZSzlvSIg&id=F9985429F69E8B37FD74134F4134FE010C565147&thid=OIP.ZSzlvSIgKjdeDLOyd95ylwHaEs&mediaurl=http%3a%2f%2fmarketbusinessnews.com%2fwp-content%2fuploads%2f2015%2f08%2fLimited-Liability-Company.jpg&exph=422&expw=666&q=limited+liability+company&simid=608025952696602446&selectedIndex=0
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Limited Liability Company (LLC) (cont’d)

• Initial Formation

– Formation expenses include registered agent appointment charges (about $380), state 
formation document certification charges (about $100) and service company fees 
(approximately $250)

• Articles of Organization / Certificate of Formation (IL fee - $150 / DE fee - $90)

– Operating Agreement and (if necessary) organizational consents

– Ongoing Administrative Requirements

– Less onerous than for a corporation, but recordkeeping requirements are important

• “Life”

– May be for a designated period or perpetual
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Corporations

• A separate entity – Like a living breathing person 

– Made up of shares owned by individuals 

– Shareholders’ Personal Assets Insulated from Business Liability

• Formation requirements:

– File Articles of Incorporation with the Secretary of State 

– By-laws 

– Organizational meeting 

– Stock certificates to initial owners

• Formal reporting requirements

• Corporation pays its own tax - “Double Taxation”

https://www.bing.com/images/search?view=detailV2&ccid=Hw%2facSlR&id=340D32A5CC86C1ED2A478E90B64B4D4FC8381C60&thid=OIP.Hw_acSlR_6wkBOuX3KoIGQHaD4&mediaurl=https%3a%2f%2fgust-marketing-production.herokuapp.com%2fmarketing_assets%2flaunch%2fblog%2fs-corporation-llc-startup-tax-savings-og-c8e441f92df29876a8e241b4bdd8fee8973be63504b91588b9c4607f45521fd7.png&exph=630&expw=1200&q=+an+s+corporation+&simid=607987736146153213&selectedIndex=10
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Corporations (cont’d)

• Very formal reporting requirements

– Annual Report filed with the Secretary of State 

– Annual Meetings  

– Only Board of Directors and Officers can act on behalf of the company

• Corporation pays its own tax (“Double Taxation”)

– Can elect to be taxed as an “S-Corporation” to have pass through taxation, 
provided certain requirements are met

– Difference between a “C-Corporation” and “S-Corporation” is for tax purposes only

– Also, “S-Corporations” have limitations on the types of shares that may be issued
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Benefit Corporation

• Corporation with purpose of creating general public benefit

• Benefit corporation status provides legal protection to balance financial and non-
financial interests when making decisions

• Same corporate formalities as C or S Corp

• Must consider company’s ability to accomplish purpose and the environment in 
addition to being profitable

• Can be taxed as S or C Corp
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S-Corp v. LLC

• LLC can elect S-Corporation Taxation 

• Tax Consideration 

– Difference in Taxation principle 
(Owner vs. Owner/Employee) 

• Owner Identity Consideration 

– Foreign Shareholders? 

– Number of Shareholders?

– Crowdfunding? 

• Distribution of Profits and Losses 

– Desire for flexibility?
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L3Cs

• An L3C is a variation of a limited liability company (LLC), which is a private 
organization where the owners actively participate in management and don’t face 
personal liability for the organization’s debts and obligations.

• Low-profit limited liability company

• Bridges the gap between non-profit and for-profit

– Mission focused for-profit

– Purpose must be for a charitable or educational purpose and not solely profit

https://www.bing.com/images/search?view=detailV2&ccid=wE3wWjbh&id=65FBAFA495724AEA1C59295A523EEDE6FFFC682C&thid=OIP.wE3wWjbhoQyoA5mTFzt7bwAAAA&mediaurl=https%3a%2f%2fcreativeinfrastructure.files.wordpress.com%2f2012%2f11%2fl3c.jpg&exph=288&expw=288&q=l3c&simid=608009816595369075&selectedIndex=29
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State Formation: Delaware versus other States

Advantages of Forming in Delaware

• Delaware Court of Chancery / established case 
law

• Delaware statutes are business-friendly

• Delaware LLCs can reserve certain fiduciary 
duties

• Limited disclosure requirements – (Delaware 
Certificate of Formation discloses only the 
name of the LLC, the name and address of the 
commercial registered agent and the name of 
the “authorized person”)

• Outside investors (investment banks, venture 
capital) prefer companies formed in Delaware

Disadvantages of Forming in Delaware

• If business is not physically located in Delaware, 
additional costs and obligations will apply, such 
as:

– Foreign qualification fees in home state

– Cost associated with hiring a 
commercial registered agent in 
Delaware (about $380 annually)

– Additional LLC taxes (DE annual LLC tax 
- $300 / IL annual tax - $75)

– Additional reporting requirements
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Thinking of Changing Your Entity

• Know what you are first!

• How much corporate requirements can you handle? 

• Consider both your business and personal tax liabilities

• Do you want to be or are you an employee of your company? 

• Are you considering bringing on investors or other owners?

– Some entity structures are more desirable for investors than others

• What is your succession plan?

– Is your business prepared to keep going if something happens to you or a 
partner?
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To recap

Corporations LLCs LPs LLPs

Management Board of Directors Members/
Managers

General 
Partner(s)

Designated 
Partners

Liability No personal 
liability

No personal 
liability

GP personally 
liable

No personal 
liability

Formation and 
Gov. 
Documents

Articles of 
incorporation + 
Bylaws + Consents

Certificate of 
formation + 
Operating 
Agreement

LP Certificate + 
LP Agreement

Same as LP + 
Statement of 
Qualification

Taxation Double/Pass 
through

Double/Pass 
through

Pass through Pass through
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Illinois Laws
Business Organizations

• City of Chicago Small Business Resources

– Business Affairs/Consumer Protection

– Small Business Center Hours: 312-74-
GOBIZ M-F 8-5pm

– Helps with startups, licenses, zoning, city 
business resources and guidance

• Illinois State Bar Association

– A Guide for Organizing Domestic 
Corporations 

– A Guide for Organizing Domestic 
Limited Liability Companies

– Filing Forms and Fees 

• Chicago Lawyers’ Committee for Civil Rights –
pro bono legal clinic; transactional assistance

• CARPLS – pro bono legal aid hotline (Cook 
County)

• Justice Entrepreneur Project (private attorneys 
with flexible rates)

• Illinois Legal Aid Online



Questions
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Disclaimer

• These materials are provided by Mayer Brown and reflect information 
as of the date of presentation.

• The contents are intended to provide a general guide to the subject 
matter only and should not be treated as a substitute for specific 
advice concerning individual situations.

• You may not copy or modify the materials or use them for any purpose 
without our express prior written permission.

27
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