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T IS PERHAPS STATING THE OBVIOUS THAT THE HORSE INDUSTRY CAN BE RISKY

business for some horsemen. Those individuals that choose to limit their personal liabili-

ty can do so by either setting up a traditional corporation or by forming a Limited Liability

Company (LLC). The choice depends on personal needs and tax strategy. The following

brief list of advantages and disadvantages should be considered in making your decision.
CORPORATIONS

Corporations are recognized in every state and have a long history of acceptance as a legal enti-
ty. On the other hand, LLC’s are relatively new and some states place certain restrictions on them.

Abeneficial feature of the corporate structure is the ability to limit self employment taxes to salary
only. Profits of the corporation are not subject to self employment tax. LLC’s are required to pay self
employment taxes on both salary and profits.

Traditional corporations (C-corps) allow shifting of corporate income to minimize overall tax.
You may choose to deduct your own salary as an expense, thereby lowering the corporation’s tax.
Also, you can choose to retain corporate profits for future expenses or choose to distribute them as
dividends to the shareholders.

C-corps can be taxed twice. First, the corporation pays taxes on its income, and then the share-
holders pay taxes on their dividends. To avoid this double taxation, a C-corp can elect to be treated as
an 5-corp. In effect, the corporation is treated as a “pass through” entity, much like an LLC.

LIMITED LIABILITY COMPANIES

Probably the biggest advantage that an LLC has over a C-corp is its simplicity. LLC’s require
much fewer formalities than corporations. C-corps are required to hold regular meetings of the board
of directors and shareholders. In addition, corporate minutes must be maintained and annual reports
must be filed with the state. Most states do not require LLC’s to do so.

An LLC is treated as a “pass through” entity for tax purposes. In other words, all of the LLC’s
profits are passed directly to its members, who then pay taxes at their individual tax rate. The LLC
itself pays no taxes. Similarly, as stated above, a C-corp can avoid the potential for double taxation by
electing to be treated as an S-corp.

Since company profits and losses are passed through to the members of the LLC, operating
expenses are deductible against the individual’s income. In a traditional C-corp, operating expenses
are deducted against corporate income, not dividends. Also, a member of an LLC is not required to
pay unemployment insurance taxes on income. Corporations however, are required to pay unem-
ployment tax.

On balance, given the ease and simplicity of forming and operating an LLC, it is probably a bet-
ter choice for most horsemen. However, the final decision should be made only after consulting with
an experienced attorney as well as an accountant. No matter which form of business you decide to use
you should have the documents drafted, or at least reviewed, by an attorney so that you can be con-
fident that the documents appropriately fit you circumstance.
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