If you plan to raise outside funding, the business structure you choose can affect who can invest, how ownership is
divided, how profits are taxed, and how much paperwork your company must manage. For many venture-backed
startups, a C corporation—often a Delaware C corp—is the familiar choice. But “investors prefer it” is not a

complete decision rule. Your funding plan, tax situation, state, and timeline all matter.

It also helps to look beyond the formation filing. Hiring employees, running payroll, and replacing people who
leave can cost far more than founders expect. Free small business calculators can help you sketch those costs, but

they are estimates—not a substitute for tax, legal, or state-specific advice.

Start with the kind of funding you expect

“Raising funding” can mean several different things: taking a loan, accepting money from friends and family,
bringing in angel investors, or pursuing institutional venture capital. The right equity structure depends in part on

which path you are pursuing.

* Loans: A lender usually cares about repayment ability, business finances, and collateral more than whether

you are an LLC or corporation. Personal guarantees may still be required.

* Friends-and-family or angel funding: An LLC may work for some investors and arrangements. Others may

prefer corporate stock or a standard convertible instrument.

* Venture capital: Many institutional funds expect a C corporation, commonly a Delaware corporation, because

it fits familiar stock, option, and governance practices.

* Grants or strategic investment: Requirements vary by program and investor. Check eligibility before

choosing a structure around an assumption.

Investor preference is real, but it is not universal. Ask prospective investors what entity and investment documents

they will accept before you reorganize or issue ownership interests.

C corp vs. LLC: the practical differences

Consideration C corporation LLC Ownership Shares of stock; familiar to many startup investors and employees
receiving options Membership interests; flexible, but ownership terms can be more customized Tax treatment
Generally pays corporate income tax; shareholders may also owe tax on dividends Often pass-through by default
for federal tax, though elections and exceptions apply Fundraising fit Often a straightforward fit for institutional
venture capital and standard equity plans Can suit some investors, but may add tax and administrative complexity
for others Administration Corporate records, board governance, stock issuance, and required filings Operating

agreement, membership records, and state-specific compliance

Why investors often prefer a C corporation

A corporation can issue different classes of stock, document ownership in a familiar way, and establish an
employee stock option plan. Those features make it easier for many funds to compare deals and manage
investments. A corporation may also be better suited to the standard financing documents institutional investors

use.

There can be a potential tax benefit for some eligible shareholders through the federal qualified small business
stock (QSBS) rules. Eligibility is technical and depends on the company, stock, holding period, and other conditions.



It is not automatic, and it should not be the sole reason to incorporate. Ask a tax professional to assess your

specific situation.

When an LLC may make sense

An LLC can offer management flexibility and pass-through taxation by default. It may be a sensible fit for a closely
held business, a company funded by owners or loans, or a startup that is not pursuing institutional equity. But an
LLC with multiple owners can create tax reporting obligations for members, and some investors may not want

pass-through income or a K-1.

Converting an LLC to a corporation later is possible, but it can involve legal work, tax analysis, revised contracts,
and investor consent. The conversion is not always a simple paperwork swap. If you already expect to raise a

priced venture round, discuss the structure with counsel before issuing interests or promising ownership.

Make the equity structure understandable before you fundraise

Investors will want to understand who owns what and what happens when new shares are issued. Before

approaching them, organize the basics:

® Record founder ownership and any vesting terms in signed documents.
® List options, warrants, convertible notes, SAFEs, and other promises of future ownership.
* Keep an accurate capitalization table, including the effect of a proposed financing.
® Document board or member approvals and store formation and tax records together.
* Agree how decisions, departures, and transfers of ownership are handled.
Founders sometimes focus on the percentage an investor will own today and overlook dilution from an option

pool or future financing. Ask an attorney or qualified finance professional to model the post-funding ownership

rather than relying on a quick percentage calculation.

Budget for hiring before you hire

A salary is only one part of an employee’s cost. Employers may also pay payroll taxes, unemployment insurance,
workers' compensation, benefits, recruiting costs, and payroll or HR administration. These amounts vary by state,

employee, industry, and benefit choices.



For a quick planning example, suppose an employee earns $80,000 a year. If you use a rough 10% placeholder for
employer-side payroll taxes and insurance, that adds $8,000. If benefits cost another $8,000 and recruiting and
equipment add $3,000, the estimated first-year cost is about $99,000—not $80,000. This is a planning illustration,
not a universal payroll rate: workers’ compensation, state unemployment rates, benefit premiums, and employer

tax limits differ.

Cost item Example estimate What to check Annual salary $80,000 Role, location, hours, and overtime classification
Employer taxes and insurance $8,000 planning placeholder Federal and state payroll taxes, unemployment,
workers' compensation Benefits $8,000 planning placeholder Health coverage, retirement contributions, paid
leave, and eligibility rules Recruiting and setup $3,000 planning placeholder Recruiting, equipment, software,
onboarding, and training Estimated first-year total $99,000 Replace placeholders with your actual quotes and

rates

Budget for state rules, too. States differ on income tax withholding, unemployment insurance, paid leave
programs, workers’ compensation, wage notices, and final-pay deadlines. Cities may add requirements. Before

hiring in a new state, confirm registration, payroll, and employment obligations there.

Use free calculators as a first pass—not a final answer

Free small business calculators can help founders compare scenarios without building a full financial model. Useful

options include:

* Hiring-cost calculator: Estimate employer taxes, benefits, insurance, and one-time recruiting costs.

* Runway or cash-flow calculator: See how a new hire changes monthly burn and how long available cash

may last.
* Employee-turnover calculator: Estimate the cost of replacing someone who leaves.

* Paycheck or take-home-pay calculator: Estimate employee net pay from gross wages and withholding

assumptions.

* Loan or funding calculator: Compare repayment schedules or model ownership dilution, depending on the
funding type.



QuickBooks offers small business accounting tools and planning resources that can help you organize income,
expenses, and cash flow. Gusto provides payroll services and online paycheck-estimate resources that can help you
explore gross-to-net pay. Check each tool's current features and inputs; calculators, pricing, and included services
can change. A calculator estimate does not file payroll, determine your legal obligations, or guarantee the amount

an employee will receive.

Sanity-check any result with a simple calculation. If monthly loaded cost is around $8,250 for the example
employee, then six months of that role is roughly $49,500. If your calculator says the six-month cost is $20,000,

check whether it included employer taxes, benefits, and setup expenses.

Employee turnover cost math

Turnover costs include more than posting a job again. You may lose productive time while the role is vacant,

spend time interviewing and onboarding, and pay for training before the replacement reaches full productivity.
One simple estimate is:

Turnover cost = recruiting and hiring costs + vacancy cost + onboarding and training + estimated lost
productivity

For example, imagine a role has a monthly loaded cost of $8,250. If the position is vacant for six weeks, the
missing work may cost roughly $12,375 in delayed output if you use that monthly cost as a rough proxy. Add
$4,000 in recruiting and onboarding expenses https://americanbusinesscenter.org/ and $5,000 in ramp-up
productivity loss, and the estimated turnover cost is $21,375. This is not an accounting entry; it is a planning

estimate. Adjust it for the role, time to fill, and actual business impact.

Use the estimate to compare retention investments—such as better onboarding or manager training—with the

cost of repeated replacement. Do not assume every employee’s departure costs the same amount.

Paycheck estimates and take-home pay

Gross salary is not the same as take-home pay. An employee’s net paycheck generally reflects federal income tax
withholding, Social Security and Medicare taxes, applicable state and local taxes, and deductions such as health
premiums or retirement contributions. Withholding depends on the employee’'s Form W-4 and other details; it is

an estimate of tax payments, not a final tax calculation.


https://americanbusinesscenter.org/

For a basic check, divide annual salary by the number of pay periods: an $80,000 salary paid twice monthly is
$3,333.33 gross per paycheck. Take-home pay will be lower after withholding and deductions. A paycheck
calculator can help illustrate that difference, but results depend on work and residence locations, filing information,
pay frequency, benefits, and tax rules. Encourage employees to review their own withholding and consult a tax

professional when needed.

A practical decision checklist

1. Define the funding path. Are you seeking loans, angel investment, or institutional venture capital?

2. Ask likely investors about entity requirements. Confirm their expectations before choosing based on

assumptions.

3. Compare tax and ownership consequences. Review the options with a startup attorney and tax
professional who understand your state.

4. Model dilution and hiring costs. Include option pools, payroll burden, benefits, and expected turnover in

your cash plan.

5. Check state and local rules. Formation, annual filings, payroll, and employment requirements are not

identical across the U.S.

6. Keep records current. Maintain formation documents, approvals, ownership records, accounting data, and

payroll records.

So, what structure is best?

If you expect to pursue institutional venture capital, a C corporation is often the most straightforward starting
point because it aligns with common investor and employee-equity practices. If you are building a smaller, owner-
operated business or raising a different kind of capital, an LLC may be a better fit. The best choice is the one that

matches your actual financing plan and tax situation—not simply the structure that sounds most startup-like.

Before forming or converting an entity, get advice from a qualified attorney and tax professional in the relevant
state. Then use tools such as QuickBooks to keep financial records organized and Gusto’s payroll resources to
estimate payroll scenarios. Treat free calculators as a useful first pass, verify the assumptions, and build enough

cash into your plan to cover the true cost of hiring.



