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GENERAL BUSINESS STRUCTURES AND ISSUES

If you’re a business owner, it’s important to employ the services of a qualified business
attorney, today! One legal issue without good legal representation could significantly
affect the success of your business.

This area of laws and regulations are constantly changing.  Further, the below
information is not intended to be an exhaustive treatment of the subject matter, but
rather an overview of some of the pertinent elements of such subject.  There are no
substitutes for detailed discussions with your attorney and their staff.

Whether you’re starting a business or your current business is facing a potential lawsuit,
we can assist you.

CONTRACTS
Successful businesses leverage strong business contract agreements prepared by a
skilled contract attorney. Strong legal contracts enhance asset protection, limited
liability, cash flow security, and empower you to enforce contract rights in contract
disputes and breach of contract litigation. Our firm can help you negotiate business
contracts, resolve contract disputes and pursue breach of contract lawsuits if
necessary.

BUSINESS LITIGATION
Litigation can have a significant impact on a company’s ability to protect itself in a
competitive market and to achieve its business objectives. Our attorneys can assist
companies involved in business litigation assess their options and make decisions
consistent with their goals.

CHOICE OF ENTITY
When starting a new business, an owner may choose one of several different options
as to the type of entity that can be used:

Sole Proprietorships
Sole Proprietorships are businesses owned and operated by a single person.
This is the simplest form of organization. The proprietor is responsible for all
business debts and liable for any actions by the company or its employees.
Profits pass directly to the owner without any business income taxes.

General Partnerships and Joint Ventures
General partnerships and joint ventures involve two or more partners who agree
to share equally in all profits and losses. All partners are personally liable for
everything done by any partner, the partnership, or its employees. Many
partnerships fail when a partner dies or becomes disabled. A partnership
agreement should therefore contain provisions for how the partnership will be
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terminated. All profits pass directly to the partners without any business income
taxes.

Limited Partnerships
Limited partnerships involve at least one general partner that is personally liable
for the company and responsible for its debts. They are liable for only the
amount of their investment in the business, but may receive bonuses, dividends,
profit sharing, or other payments.

Limited Liability Companies
Limited liability companies are relatively new business entities in most states.
LLCs limit the liability of their members, but can enjoy the same tax benefits as
sole proprietorships and partnerships.

Subchapter S Corporations
Subchapter S corporations allow small businesses to insulate shareholders from
many corporate debts and liabilities. Nevertheless, S corporations are limited in
the number and types of shareholders they may have. Profits pass directly to
shareholders without any business income taxes.

Subchapter C Corporations
Subchapter C Corporations include most large, publicly held businesses.
Shareholders are protected from most corporate debts and liabilities. Profits are
distributed to shareholders as dividends, and therefore are subject to double
taxation. C Corporations must pay business income taxes, and shareholders
must pay personal income taxes on dividends.

The kind of business structure one chooses will carry consequences affecting
several key business areas:

Management– Who manages the business
Liabilities– Who is ultimately liable for actions of the business
Succession– How ownership can be transferred by sale, gift, dissolution or
death
Taxes– What amounts and types of taxes are owed and by whom
The type of business organization should be chosen carefully and thoughtfully.
Although revocable, the ability to switch between different types of organization
as the business changes may be limited.

TEXAS FRANCHISE TAX.
Although labeled a “franchise tax,” the tax on “net taxable earned surplus” is really a
income tax levied at the entity level. Currently, Corporations and LLCs are subject to
the Texas franchise tax, which is equal to the greater of (i) 0.25% of its “taxable capital”
(generally owners’ equity) and (ii) 4.5% of its “net taxable earned surplus.” “Net taxable
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earned surplus” is computed by determining the entity’s reportable federal taxable
income, adding to that amount the compensation of officers and directors. The add-
back is not required if the corporation has not more than 35 shareholders or is an S
corporation for federal tax purposes with no more than 75 shareholders, or the LLC has
not more than 35 members. Limited and general partnerships (including the LLP) are
not presently subject to the franchise tax, but there have been, and likely again will be,
proposals to subject them to the franchise tax or some other measure of tax on their
income.

Remember, this area of laws and regulations are constantly changing. Further, this
information is not intended to be an exhaustive treatment of the subject matter, but
rather an overview of some of the pertinent elements of such subject. All persons and
or entities should seek independent tax advice from a qualified tax professional.

NOTE: This information is not intended to be legal advice or a legal
opinion or tax advice and should not be relied on in making legal,
business or tax decisions.

IF WE CAN ASSIST PLEASE CONTACT OUR OFFICE
817-335-9600 -INFO@THEMAYNARDLAWFIRM.COM
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