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DOING BUSINESS IN NEW YORK:  

LIABILITY AND TAX 

CONSIDERATIONS TO CHOOSE FROM (SLIDE 2) 

There are several entity types recognized in New York State.  Deciding which entity is right for 

your business idea is a personal decision between founders.  Liability and tax matters play a role 

in that conversation.  Liability here refers to an owner’s obligation to pay the business debts.  

Owners face different liability obligations depending on the company’s legal form.  How income 

or profits are taxed vary between entities as well. Let’s take a look at liability issues in corporate 

formation. 

LIABILITY (SLIDE 3) 

There are three types of liability a founder can face when choosing a company form: full 

liability, joint and individual liability, or limited liability.   

An entity that subjects an owner to full liability means the owner is 100% on the hook for all 

debts of the company.1  This liability can extend into personal assets, meaning if the company 

does not have enough money to pay its debts, the owner will have to pay out of his or her pocket.  

Joint and individual liability exists if there is more than one business owner.  As an entity that 

subjects its owners to joint and individual liability, each owner is personally responsible for the 

full debts of the business.2  This means that even though there are multiple owners, the debts 

must be paid fully whether debts are paid equally by all owners or disproportionately by the 

owners.  Joint and individual liability allows a creditor to seek full reimbursement from any 

owner.  Like full liability, joint and individual liability can extend to the personal assets of a 

business owner.   

Entities that offer owners limited liability protect owners’ personal assets.  Only the capital an 

owner invests in a limited liability organization, whether money or otherwise, is at risk of being 

lost to pay for the debts of the company.3  Limited liability organizations protect the owners from 

personal responsibility to pay company debts. 

TAX (SLIDE 4) 

                                                                 
1 See Forming a Business in New York: An Overview, N.Y. ST. DEP’T OF ST.: DIV. OF CORP., ST. RECORDS & UCC 2, 

http://www.dos.ny.gov/corps/pdfs/formingbus.pdf (last visited Oct. 31, 2016). 
2 See Unlimited Liability, INVESTOPEDIA, http://www.investopedia.com/terms/u/unlimited-liability.asp (last visited 

Oct. 31, 2016). 
3 See Limited Liability, INVESTOPEDIA, http://www.investopedia.com/terms/l/limitedliability.asp (last visited Oct. 31, 

2016). 
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There are two categories of taxation in this area: pass-through taxation and double taxation. If the 

business is a pass-through entity the profits are passed through to the owners and those monies 

are reported on the owners’ personal tax return.4  Entities subject to double taxation are taxed 

first on company profits and any monies left over and distributed to the owners are reported as 

personal income on the individual tax returns.5 

Next we will landscape the entity options available to entrepreneurs in New York. 

NEW YORK ENTITIES (SLIDE 5) 

 

                                                                 
4 See Kyle Pomerleau, An Overview of Pass-through Businesses in the United States, TAX FOUNDATION (Jan. 21, 

2015), http://taxfoundation.org/article/overview-pass-through-businesses-united-states. 
5 See Double Taxation, INVESTOPEDIA, http://www.investopedia.com/terms/d/double_taxation.asp (last visited Oct. 

31, 2016). 
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Here is a table outlining the different entity types available for entrepreneurs in New York.  This 

table outlines the tax and liability obligations that coincide with each entity type as well as a 

brief description of the formation process.   

Both sole proprietorships and general partnerships expose individual owners to full liability.  

Profits are passed through to the owners of both entity types.  Limited partnerships have one 

general partner and at least one limited partner designated in the partnership agreement.  

The general partner is fully liable for 100% of the business debts while limited partners only risk 

losing the capital they invested in the company.  Profits secured in the operation of a limited 

partnership face pass-through tax treatment.   

Limited liability companies and corporations both receive limited liability.  Owners only risk 

losing the capital they have invested in the company.  Limited liability companies may choose to 

be taxed as a pass-through entity or face double taxation.   

Corporations generally face double taxation.  Owners that elect to form a benefit corporation and 

complete the formation requirements may elect either pass-through treatment or double taxation.  

S-corporations, which are another special kind of corporation, may be taxed as a pass through 

entity, but there are strict ownership requirements in order to receive the designation of an S-

corporation.  

Click on the entity type to learn more about formation. 


