Wendy Byford

The $10K Run - Episode 005 - Do I Need an LLC Now for My Business?
Hello there and welcome to the $10K Run. I'm Wendy Byford and in this
podcast we'll explore what it takes to make the rst $10,000 per month in
your business and beyond. Whatever business you're in, however long you've
been struggling, in this podcast you're home. So settle in and let's get
started.
Welcome to Episode 005 of the $10K Run. Hope you’re having an awesome
day and that you’ve enjoyed our previous episodes. I’m still blown away by
Gloria MacDonald’s tidbit that everything starts in thought and feeling,
especially when building a business. If you missed that episode you may
want to go back and listen to it. It’s episode 004.
If you listened to Episode 001 you may remember I said that I was going to
talk about building a business infrastructure around what you love to do.
It’s not enough to be a Superstar in your particular eld. You need to put
systems and processes in place to grow your business so you don’t kill
yourself trying to get to your dream life. The last thing you want to do is end
up like the circus plate spinner trying to keep everything going and not let
anything drop – and do it all by yourself.
If you don’t build the infrastructure I’m talking about, you’ll wake up one day
to nd you’ve build yourself a fantastic job - one that you’re starting to hate
and one you can’t get out of because you earn just enough to pay the bills
but not enough to have the lifestyle you want.
And you’re stuck at that level – exhausted, angry, disappointed and
wondering what went wrong. Often that happens when you’re approaching
that $10K per month.
I know because I’ve been there, done that, and yes I got the T-shirt.
But you don’t have to do the same thing. You can build systems around your
business that you can teach other people to run so you can concentrate on
what you love and what you do best.
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In this episode I want to talk about the rst question that most
entrepreneurs face when they start building the foundation for their
business. It’s the question “Do I or Don’t I set up a corporation or a Limited
Liability Company to put my business into. “
If you’re from outside the US you may not have Limited Liability Companies,
so you might want to substitute some other type business organization like
a limited partnership.
Now if you’re not familiar with what a Limited Liability Company - an LLC - is
or what it can do, don’t worry. We’ll get to that at a later time.
Right now, what I want to address is the question of why would you or why
wouldn’t you set up an LLC when you get started with your business.
The reason I want to deal with this question now is because most
entrepreneurs have heard people on stage talk about setting up an LLC or a
corporation. They may have a coach saying the same thing or friends in
business who say “You have to do this – you have to set up an LLC.”
You may even nd yourself in a seminar with someone trying to sell you a
package of corporations and LLCs for one price plus ongoing fees, of course.
And you may be wondering – do I really need to do this now?
First, let me remind you I am not an attorney or CPA. The information I’m
about to give you is for education purposes only and is not meant to be
advice. You can use what I say to plan out your conversations with your own
legal and tax professionals and make sure you speak to them before moving
forward.
And for ease of understanding what I am saying, I’m going to use the term
LLC to cover Limited Liability Company, corporation and limited partnership.
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OK – that having been said, there are a number of reasons why you might
want an LLC. For almost every business it’s more a matter of timing than if
you should set one up.
The main reason most new entrepreneurs are told to get an LLC is for
protection.
Think of an LLC as a box. Inside the box is your business – the business bank
accounts, equipment like your desk and computer, your business cell phone,
your website – pretty much anything to do with the business. Depending on
what business you’re in, you may have inventory in the box, tools, contracts
with suppliers or customers. The LLC owns everything in that box.
OK. Outside the box is your personal life and your personal assets – your
home, your car, your investment accounts, your personal bank accounts.
These are things owned by you.
When you set up your box – your LLC – the walls of that box are strong. And if
you run your LLC correctly, those walls will stay strong.
You want those walls to be strong enough to keep everything in the box
inside, and everything out of the box outside.
Why?
Well let’s say everything in your business is going well – you’re growing,
you’ve got money in the bank, maybe some assets in the box like inventory,
emergency funds or real estate. Things are looking good.
Then you get served with a lawsuit. It’s serious. If you lose, the amount of
money you’ll have to pay the person who wins will far exceed what your
insurance will pay.
You don’t want to lose everything you’ve worked so hard for – your kids’
college fund, your vacation savings, your retirement savings, your home…
What’d you do?
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Well, if you are running the business in your own name – that is, if you’re
someone who simply registered a business name as a ctitious name for
you – for example, John Smith doing business as Mr. Fixes Everything - then
you are the business. There’s no distinction between what’s owned by the
business and what’s owned by you.
So, if you lose the lawsuit – yes, everything you own – business and personal may have to be sold and the money given to the person who wins.
However, if your business is in an LLC – remember that box we talked about and you have been running the business correctly – we’ll get into how you
do that at a different time – then the lawsuit stays inside the box. If you lose
you may have to sell everything in the box, even down to the name plate on
your desk, and give the money to the person who wins.
But everything you own outside the box is safe.
Your LLC gives you something called liability protection, as long as you look
after it.
Another type of protection the LLC may give you is asset protection for the
business itself
Let’s say you have a business with a partner in that LLC box. And one day you
have a car accident. You’re the driver, so you’re sued. The accident is serious
so any award given to the person suing you is likely to be bigger than the
amount your insurance will pay.
If you and your partner just registered your business as a ctitious business
name, as I just talked about, then you and your partner are the business and
everything you both own as well as everything the business owns is at risk.
And when I say everything the business owns I mean the client list, any
intellectual property – everything.
Yes, this is the worst of all possible worlds and the best way to lose a good
partner.
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However, if your business is in an LLC, it may be safe. The laws in some states
will stop the person who wins the lawsuit from breaking into the LLC – that
box we talked about - to get at the business assets. You can continue to work
the business with your partner – you may even be able to take a salary with
no problem. When you make a distribution of the pro t to the business
owners – that is you and your partner - the money that would have gone to
you now goes to the person who won the lawsuit until everything is paid.
But you don’t lose the business or anything in it. You have the ability to pay
off the debt as fast or as slowly as you wish. And, unlike the previous scenario,
the personal assets of your partner are safe.
OK – protection is a big deal. But let’s say you’re just starting out in life, you
have very few assets, you aren’t making much money, and you don’t have a
partner. Many network marketing folks are in this position.
Why would you want an LLC in this case?
Well, there are still some reasons why you would want to consider setting up
an LLC.
The rst might be branding.
If you are determined to make your business successful -and you probably
are – you may want to establish a brand that you can build into the future.
The last thing you would want, in that case, is to nd that while you’re out
building your brand under the name you want, someone else has set up an
LLC in your state with the same name and taken the domain name as well.
If you don’t want to set up an LLC with your business name immediately, you
will want to at least reserve the name with the state so no one else gets it.
And secure the domain name.
Another reason you may want to set up an LLC is to establish credibility.
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There are lots of people out there who might want to work with you or refer
you to their clients. However, no one wants to risk their good name and
reputation by referring their clients to someone who might not be around
for very long.
It’s easy to put your name out and say “Hey, I’m a consultant.” But it’s just as
easy to say “Man, this is hard work. I’m going to be an af liate and sell
someone else’s work instead”, leaving all your consulting clients hanging.
Setting up an LLC shows that you took the time, put in the effort and spent
the money to be serious about what you’re doing. So people are more likely
to take you seriously and be willing to work with you to help you grow your
business faster.
Another reason you might want to consider setting up an LLC when you’re
just getting started is mindset.
For many new entrepreneurs it takes a bit to develop a business mindset –
one where you look at everything you do through the eyes of a
businessperson.
When you spend money - asking yourself if this purchase bene ts the
business and keeping the receipt. Keeping your personal and business funds
separate. Looking at people as possible partners or referral sources. Seeing
opportunities.
For some people it’s much easier if they have an entity – an LLC – set up.
Somehow the business seems more concrete then, and they think
differently even if they don’t need the other bene ts at this time.
OK, one of the big reasons you might want to set up an LLC is for the tax
bene ts.
Now, I don’t want to mislead you. Your CPA may tell you not to set up an LLC
until you’re making $100,000 or $10K per month.
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Why? Because he or she is only thinking of the tax bene ts – not any of the
other reasons I mentioned – and they know you can deduct the same
expenses whether or not your business is in an LLC.
However, there comes a point in the US when it makes sense to change the
way your business is taxed, and you can only do that when you have an LLC
or corporation.
It’s called electing to be taxed as a small business under sub-chapter S of the
tax code. Big mouthful, but don’t worry – if you have a good CPA they’ll tell
you all about this.
In fact, if you’ve gone to seminars you may have heard people on stage talk
about an S corp.
They usually make it sound as though everyone should start out this way.
However, this tax election makes the most sense when you have traction
and are moving towards that $10K per month.
Now, an S election won’t save money for everyone, so check with your CPA
before you make the change. And if you don’t have a good CPA, I’ll put a
referral for you in the show notes on BizEngaged.com.
One more thing I’d like you to think about is this: if you’re serious about
growing your business and working hard on it every day, if you’re starting to
get traction and have solid plans for the future, you may want to set up your
LLC sooner rather than later.
The reason I say this is because if you delay, you may nd your business has
taken off and you’re now trying to set up the LLC, change over the bank
accounts and merchants accounts, rebrand your business and redo any
contracts all while
you’re up to your armpits launching marketing campaigns, releasing
products and onboarding new customers.
It’s kind of like changing the tires on your car while you’re speeding down
the highway. Just something to think about.
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Last thing – If you’re in a business where someone is likely to sue you and the
company so you carry E&O – error and omissions - or malpractice insurance,
and you aren’t at a point where you need to change your tax election, is
there a reason to have an LLC?
Well, apart from branding, credibility and mindset, there might be an
additional reason. If you work from home, you need to be aware that your
homeowner’s insurance will not cover incidents that are business related.
For example, if you’re having a home party and someone falls, you may nd
that you need general business liability insurance to cover the incident. And
if the lawsuit award exceeds what that insurance will pay – well you know the
rest.
So having an LLC is a good idea for most businesses and sooner rather than
later.
Ok, if you have questions, post them under the show notes on
bizengaged.com. And good luck with your business.
If you already have an LLC, I encourage you to go to www.bizengaged.com
and pick up a copy of The 7 LLC Mistakes that Most Entrepreneurs Make.
You’ll nd that there are a number of ways for you to weaken the walls of
your LLC that you may not even be aware of. So I encourage you to go pick
that up, have a read and follow the instructions – the Action Items in that ebook.
Take care everyone. We’ll see you next time.
Okay, that's it for this episode of The $10K Run. Please remember to go to
www.bizengaged.com to see the show notes there. You'll nd the links for
any products or programs that we've discussed. Take care of everyone and I
will see you next time. Bye, Bye.
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