
C o r p o r a t i o nC o r p o r a t i o n
Corporations (C Corporation) are probably 

the form of business entity which 
come most readily to mind for most people. They are formed by filing arti-
cles of incorporation with the appropriate state officials. The equity owners 
of a corporation are called shareholders who, in their capacity as share-
holders, have only very basic voting rights. They elect the managers of the 
corporation (called directors), are entitled to vote on most decisions that 
would require an amendment to the articles of incorporation, and must 
approve certain fundamental transactions involving a change in structure 
of the corporation.

Learn more via the recently completed 4-page, 4-color Risk Concepts  
series, covering seven common forms of  business ownership, including the  
C Corporation.

Several Risk Concepts bulletins covering alternative forms of business  
structure were recently posted and are available for download at:  
https://RightRisk.org/riskconceptshttps://RightRisk.org/riskconcepts.H
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absolute. First, a shareholder is liable for the agreed-upon value of his or her contributions. If the contribution has not been fully paid in, 

the corporation or a receiver appointed to run the corporation may recover such amounts. In addition, the agreed-upon contribution must 

be equal in value to the par value of the shares to be issued in exchange therefor. If it is not, the shareholder faces potential liability for 

“watered stock.” Similarly, under the law of some states, there are restrictions on the type of consideration that may legally be paid, and 

failure to comply with these restrictions may result in excess personal liability. Generally speaking, a shareholder will only recover such 

value if all corporate creditors are paid in full. A shareholder may wind up with personal liability in the event that a court elects to “pierce the corporate veil” or, in other words, to dis-

regard the existence of the corporation in order to impose such liability. The courts generally agree that they should pierce the corporate 

veil if there is sufficient proof that the corporation has been used in the furtherance of crime, to facilitate fraud, or to justify a similar 

wrong. Additionally, courts may pierce the veil when shareholder(s) have themselves failed to recognize the separate existence of the 

corporation. Once the corporate veil is pierced, the corporation is no longer viewed as a legal entity. Instead, the corporation is viewed 

as an association of persons, exposing the personal assets of the stockholders, and often the personnel connected with the wrongful 

activity such as corporate directors, to claims by creditors seeking compensation. 
Tax AttributesThere are two basic types of corporations for taxing purposes: S Corporation and C Corporation. The only differences between S and other 

corporations come from rules and restrictions imposed by subchapter S of the Internal Revenue Code. 

The net income at the corporate level (not an S corporation) is subject to an entity level tax. When the corporate income is distributed to 

shareholders in the form of dividends, the dividends become ordinary income to the shareholder and are subject to personal income tax. 

This is referred to “double taxation”. To prevent the corporation from retaining earnings endlessly and thereby deferring the second level 

of tax indefinitely, the Internal Revenue Code imposes a special tax on excess retained earnings. 

If a shareholder is also a primary employee of the corporation, the shareholder/employee may be paid larger salaries or bonuses in lieu 

of dividends. Although the salaries are still taxable at the shareholder level, employee compensation is an expense for the corporation 

and is paid out of pre-tax dollars. Similarly, shareholders may lend money to the corporation. Interest payments by the corporation are 

deductible to the corporation, and so the only tax imposed is at the shareholder level. If the shareholder rents property to the corporation, 

rental payments are also subject only to tax at the shareholder level. 
Corporate losses are not deductible at the shareholder level. Although the corporation can carry forward losses to offset future income, 

and under certain circumstances, a shareholder may be able to declare a loss on the value of his or her shares if the corporation is 

liquidated at a loss. It is not generally possible for a shareholder in a C corporation to utilize corporate losses to offset personal income 

on a yearly basis. 
The right of the corporation to deduct wages and interest is not unlimited. Only reasonable business expenses may be deducted by the 

corporation. This means that there may be disagreements between taxpayers and the I.R.S. as to what constitutes a reasonable business 

expense. 
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H

istorically, farms and ranches were operated as sole proprietorships. The land, machinery, livestock, and other assets 
were owned and used by an individual or couple. Likewise, the individual (or husband and wife) farmer/rancher was 
personally responsible for all debts and financial obligations owed by the business. The farmer or rancher was the busi-
ness, and the business was the farmer or rancher.

There are a number of organizational structures that may better meet the needs of today’s farm/ranch business. A few of the more 
common business entities used by farmers and ranchers include sole proprietorship, general partnership, limited partnership, 
limited liability company (LLC), and corporation. Each U.S. state recognizes most legal entities, while the U.S. Internal Revenue 
Code recognizes all business forms except LLCs. Each organizational structure has its strengths and weaknesses. Before a deci-
sion is made as to the legal entity under which to operate, a person – or person and his or her family and other partners – need 
to determine the goals of and needs for the business and its assets.

The corporation (C Corporation) is probably the form of business entity which comes most readily to mind for most people.  It is 
formed by filing articles of incorporation with the appropriate state officials. A corporation may also have written bylaws that will 
govern day-to-day operations. 

The equity owners of a corporation are called shareholders who, in their capacity as shareholders, have only very basic voting 
rights. They elect the managers of the corporation (called directors), are entitled to vote on most decisions that would require an 
amendment to the articles of incorporation, and must approve certain fundamental transactions involving a change in structure 
of the corporation. Generally, any legal person (including individuals, associations of persons, and legal entities) can be a corpo-
rate shareholder. In most states, investment in a corporation can be in the form of property, cash, or services. A number of states 
exclude promises to provide property or perform services in the future from the list of permissible contributions. 
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