Business Start-Up Guide
More and more people are choosing to start their own business. This guide, while not meant to be exhaustive, will give guidance on some of the common questions involved in this process. Please do not hesitate to contact us if you have further questions!
1. Choice of Entity 
The first step in operating your new business is to choose a type of legal entity to operate under. The five major types are Sole Proprietorship, Partnership, C Corporation, Subchapter S Corporation, and Limited Liability Company. The following is a brief discussion of each. 
Sole Proprietorship. This form of business can only be used when there is a single owner. It is the easiest to form and requires the fewest regulatory filings of all the entity types, but does not protect you from your creditors. From a tax standpoint, an additional tax return is not required. The business is reported on Schedule C, “Profit or Loss From Business,” on the individual income tax return. Losses from the business can offset other sources of income. However, because it is not incorporated, a sole proprietorship is not an entity separate from its owner and does not afford liability protection. In addition to income tax, self-employment tax is due on the net income. 
Partnership. This business entity allows an unlimited number of partners. It is more flexible than some other forms of business, because it allows profits to be allocated in any ratio the partners agree on (not necessarily ownership percentages). A general partner will have unlimited liability, but a limited partner is treated as a passive investor and has liability protection above the amount of its investment. Like subchapter S corporations, the partnership’s income (or loss) flows through to the partners’ individual income tax returns. Individual general partners are subject to self-employment tax in addition to the income tax. While the partnership is not taxed at the federal level, it is taxed at 1.5% by Illinois.
Another advantage of the partnership is that there are fewer regulatory filings required than for corporations or limited liability companies, but a separate return (Form 1065) is required every year. 
C Corporation. Incorporated entities provide liability protection to their owners. A corporation can have an unlimited number of owners. Also, shareholders’ fringe benefits are deductible on the corporation income tax return. However, not only is the corporation taxed on its net income, but, if the corporation distributes the income as after paying the tax, the shareholders pay tax on the income again (double taxation). In the case of personal service corporations, there are no graduated tax rates; the entire net income is taxed at the highest corporate rate (35% in 2010). 
There are more regulatory filing requirements than for a sole proprietorship or partnership. A separate tax return (Form 1120) is required every year and Illinois taxes net income at 7.3%.
Subchapter S Corporation. This type of corporation keeps the traditional liability protection of a corporation, but eliminates double taxation. All profits or losses flow through to the shareholders and are reported on their individual tax returns. Profits and losses must be allocated according to shareholder ownership percentage. The S corporation has certain restrictions that a C corporation does not, including a limit of 100 on the number of shareholders, permitting only one class of stock, and limits on the kinds of shareholders permitted.
The regulatory filing requirements are similar to those of a C corporation. A separate tax return (Form 1120S) is required to be filed annually. Illinois taxes pass-through entities such as S corporations at the rate of 1.5%.
Limited Liability Company. This entity is formed under state law.  It avoids double taxation of profits and has the liability protection of a corporation. This pass-through entity is most often taxed as a partnership, but can elect to be taxed as an S corporation. It requires an attorney to draft the operating agreement. Unlike a partnership, which must have at least one general partner, the LLC offers liability protection for all its members.
The regulatory filing requirements are similar to those of corporations, but more costly in Illinois (see below). A separate tax return (Form 1065 or 1120S) is required. The LLC is subject to the Illinois income tax on pass-through entities of 1.5% on its net income.
Each entity has advantages and disadvantages. The attached chart gives a side-by-side comparison of each entity type.

2. Filing Requirements

After you have decided what form your new business will take, you will want to make the appropriate filings at the federal, state, and local level. If you plan to do business in states other than Illinois, there may be additional filing requirements. 

Internal Revenue Service. 
Most entities should file Form SS-4, “Application for Employer Identification Number,” with the IRS. This number is similar to a social security number for individuals and will be used to identify your business when it files its tax return or wage reports. The exception is sole proprietorships, which do not need an EIN unless they hire employees. An EIN can also be applied for online at www.irs.gov. There is no fee to file this form.
Subchapter S corporations and LLC’s electing to be taxed as subchapter S corporations should file Form 2553, “Election by a Small Business Corporation”. The LLC should also file Form 8832, “Entity Classification Election” if it elects subchapter S corporation status. There is no charge to file these forms.
Illinois.
Form REG-1. Every Illinois business must file Form REG-1, “Illinois Business Registration Application.” This can be filed online at tax.illinois.gov. There is no fee to file either the paper or online form.
Form BCA 2.10. Both subchapter C and subchapter S corporations must file Form BCA 2.10, “Articles of Incorporation.” For most corporations, the initial filing fee is $175 ($285 to file online) and an additional $100 each year to file the Annual Report. Form BCA 2.10 and the Annual Report can be filed online at www.cyberdriveillinois.com, but additional fees apply.
Form LLC-5.5. Limited Liability Companies must file Form LLC-5.5, “Articles of Organization.” The initial filing fee is $500. The Annual Report filing costs $250 each year. Both Form LLC-5.5 and the Annual Report can be filed online at www.cyberdriveillinois.com, but additional fees apply.

Form UI-1. Business entities with employees must file Form UI-1, “Report to Determine Liability Under the Employment Insurance Act.” An officer or director of a subchapter C or subchapter S corporation is an employee. However, partners and sole proprietors are not considered employees of the sole proprietorship or partnership, respectively. Therefore, the form should be filed by subchapter C and subchapter S corporations and LLC's electing to be taxed as subchapter S corporations. Sole proprietorships, partnerships, and LLC's electing to be taxed as partnerships do not need to file this form unless they plan to hire employees. 
County.

After you have filed the Articles of Incorporation or Articles of Organization with Illinois, and Illinois has assigned your business a File Number, you will need to record the Articles with the County Recorder of Deeds. Generally, the fee is $38 for Cook County and $29 for Lake County. These cannot be filed online.
Other Requirements.
Corporate Minute Book. Subchapter C and subchapter S corporations will need to keep a corporate minute book. Most LLC’s keep one too. The minute book keeps the company’s records. In addition to the corporate minutes, it should include stock and dividend records, a copy of the Articles of Incorporation or Organization, and the bylaws. We suggest ordering from Atlas Corporate & Notary Supply Co. (800-833-7325). Prices vary but are generally under $100. 

Workers’ Compensation Insurance. If you have employees, you may be required to carry worker’s compensation insurance. Most sole proprietors, partners, and officers may exempt themselves from this requirement. Please consult us for details. 
Sales Tax. If your business is a retailer, you will need to collect and remit sales tax. If you are a wholesaler, you will need to apply for a resale certificate number. Please consult us for details.

3. Recordkeeping

Many factors will contribute to the success of your business, but one of the most essential is good recordkeeping. It can minimize disagreements both between owners and with the taxing authorities, financers and investors. It will also give you a clear financial picture of your firm and assist you in making effective planning decisions.

The QuickBooks accounting software program works well for small and mid-size business. The program takes you step-by-step through setting up the books for your business. We will be glad to help with this process.
No matter your type of entity, you should open a checking account to be used exclusively by the business. Do not mingle personal and business expenses in this account. If you do accidentally pay a personal expense from your business’s checkbook, be sure to classify it appropriately in QuickBooks (usually as a draw instead of an expense).
Many start-up businesses rely on loans from their owners. We recommend appropriately documenting these loans to the business with a note, and paying the lender/owner a market rate of interest. This will prevent the IRS from recharacterizing the notes in a way unfavorable to getting the loans paid back.

4. Payroll
If you are a business with employees, you will have quarterly payroll filing requirements. If you wish to file your own payroll reports, QuickBooks is available in a payroll enhanced version. You can also use a payroll service such as ADP or PrimePay (630-570-6400). The following forms are required for the different payroll taxes:

Internal Revenue Service.

Form 941, “Employer’s Quarterly Federal Tax Return.” This form is used to report the combined amount of Federal income tax, Social Security tax, and Medicare tax withheld by the employer from the employee’s wages. Although this form is filed quarterly, electronic deposits of the taxes and withholdings may need to be made monthly or semiweekly depending on the size of the payroll. Payments may be made only electronically through the Electronic Federal Tax Payment System (EFTPS). You were pre-enrolled in EFTPS if you indicated you had employees on you Form SS-4, “Application for Employer Identification Number,” (see step 2 above). Otherwise, you can enroll online at www.eftps.gov.
Form 940, “Employer’s Federal Unemployment Tax Return.” This form is used to report annual Federal unemployment tax. The tax itself is paid electronically using EFTPS. The form must be filed in any quarter in which FUTA exceeds $500. A liability under $500 is carried to the next quarter.

Forms W-2, “Wage and Tax Statement,” and W-3, “Transmittal of Wage and Tax Statements,” must be filed annually. We are happy to discuss them with you.

Illinois Department of Revenue.
Form IL-941, “Illinois Withholding Income Tax Return.” This form is filed quarterly. Employers who make semi-weekly deposits must make their payment electronically. 
Illinois Department of Economic Security.
Form UI-3/40, “Employer’s Contribution and Wage Report.” This form filed quarterly and is used to pay Illinois unemployment tax.
5. Publications
There are many good publications for entrepreneurs. Some we recommend are:

A Guide For Organizing Domestic Corporations, issued by the Illinois Secretary of State’s Office, April 2011. Available at www.cybervilledrive.com.

A Guide For Organizing Domestic Limited Liability Companies, issued by the Illinois Secretary of State’s Office, April 2011. Available at www.cybervilledrive.com.

Small Business Quickfinder Handbook. Published annually by Thomson Reuters.
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