
Essential Legal Considerations for 
Small Businesses

Starting and running a small business involves navigating a complex landscape of legal considerations. This 
comprehensive guide outlines key steps and considerations to ensure your business is legally compliant and protected. 
From choosing the right business structure to developing exit strategies, these essential legal aspects will help position 
your company for long-term success and minimize potential risks.



1. Choose the Right Business Structure
Options: Sole Proprietorship, Partnership, Limited Liability Company (LLC), Corporation.

Why It Matters: The structure you choose affects your liability exposure, tax obligations, and management flexibility. 
Selecting the appropriate entity is crucial for both legal protection and operational efficiency.

Considerations:

Liability Protection: LLCs and corporations offer personal liability protection, shielding your personal assets from 
business debts and lawsuits.
Tax Implications: Different structures are taxed differently. For instance, sole proprietorships have pass-through 
taxation, while corporations may face double taxation.
Management and Ownership: Corporations have a formal structure with shareholders and a board of directors, 
while LLCs offer more flexibility.

Tip: Consult with a legal professional or accountant to determine which structure best suits your needs. An expert can 
help you weigh the pros and cons based on your specific situation and long-term goals.

2. Develop Shareholder and Partnership 
Agreements
Importance: Clearly defined agreements among owners prevent disputes and ensure smooth business operations.

Why It Matters: Many businesses fail due to conflicts between owners. A well-crafted agreement outlines each owner's 
rights, responsibilities, and expectations, reducing the risk of misunderstandings.

Ownership Percentage
Define how much of the business 
each person owns.

Roles and Responsibilities
Clarify the duties of each owner in 
the daily operations.

Profit and Loss Distribution
Specify how profits and losses will 
be shared.

Decision-Making Processes
Establish how decisions will be made and what 
requires unanimous consent.

Exit Strategy
Outline what happens if an owner wants to leave, 
becomes incapacitated, or passes away.

Tip: Have a lawyer draft or review your shareholder or partnership agreement. This ensures that the document is legally 
sound and covers all necessary aspects.



3. Register Your Business
Action: Officially register your business name and entity with state and local authorities.

Why It Matters: Registration legitimizes your business, allows you to operate legally, and prevents others from using 
your business name.

Steps to Take:

1 Choose a Unique Name
Ensure your desired business name isn't already in use. Most states have an online database for name 
searches.

2 File the Necessary Documents
Depending on your structure and the jurisdiction that you choose to form your entity, this could be 
Articles of Organization (Virginia LLC), Articles of Incorporation (Virginia Corporation), Certificate of 
Formation (Delaware LLC), or Certificate of Incorporation (Delaware Corporation).

3 Obtain an Employer Identification Number (EIN)
Required for tax purposes, even if you don't have employees.

4 Will you be Conducting Business in any of other States
Your business activity may implicate the laws of states beyond where you formed your business entity. 
The laws of the states vary widely as to how they define what constitutes “doing business” in a state. 
Operating a brick and mortar customer facing location, a warehouse, or an office within a state almost 
universally qualifies as doing business within a state. Depending on the state, activities such as hiring 
workers that will be physically working within the geographic boundaries of a state (including remote 
workers), selling products or services across state lines (including traditional mail order and internet 
based businesses) may also be considered doing business in a state. This would typically require what is 
often termed “Foreign Registration” or “Foreign Qualification” which requires a business to register a 
business entity (LLC, corporation or partnership) with the secretary or department of state, division of 
corporations, etc. with annual fees or taxes due to the state, as well as, but not limited to, that state’s 
department of labor, and taxation and revenue agenc(ies). Unfortunately, conducting business that 
implicates the laws of other states can be complex.

Tip: Check for trademark conflicts with the U.S. Patent and Trademark Office, state governments, and other database 
searches in order to avoid future conflicts. This step can prevent costly legal disputes down the line. We recommend 
consulting with a law firm experienced with trademark law or at the very least engaging a reputable vendor to secure a 
comprehensive third party search report especially if your business’ future will rely on branding.



4. Obtain Necessary Licenses and Permits
Types: Local business licenses, state permits, federal licenses (if applicable), industry-specific certifications.

Why It Matters: Operating without the required licenses and permits can result in fines, penalties, or even the closure of 
your business.

Steps to take:

1 Research Requirements
Licensing requirements vary by 
location and industry.

2 Apply Early
Some permits take time to 
process, so start the 
application process well before 
your opening date.

3 Stay Compliant
Keep track of renewal dates to 
ensure continuous compliance.

Tip: Use the SBA's guide to identify which licenses you need. The U.S. Small Business Administration provides valuable 
resources to simplify this process.



5. Understand Employment Laws
Focus Areas: Fair Labor Standards Act (FLSA), Occupational Safety and Health Administration (OSHA) regulations, anti-
discrimination laws.

Why It Matters: Compliance with employment laws protects your business from lawsuits and fosters a fair, safe 
workplace.

Key Considerations:

Wage and Hour Laws
Ensure employees are classified 
correctly and receive appropriate 
overtime pay.

Workplace Safety
Implement safety protocols in line 
with OSHA standards.

Equal Opportunity 
Employment
Familiarize yourself with laws that 
prohibit discrimination based on 
race, gender, age, and other 
protected characteristics.

Tip: Keep up-to-date with local and federal labor laws to avoid penalties. Regular consultations with a legal 
professional can help you navigate the complexities of employment regulations.

6. Draft Contracts and Agreements
Types: Employment contracts, vendor agreements, client service contracts, non-disclosure agreements (NDAs).

Why It Matters: Well-drafted contracts protect your interests, define expectations, and provide legal recourse in case of 
disputes.

Steps to Take:

1 Standardize Your 
Contracts
Develop templates for 
common agreements to 
ensure consistency.

2 Include Essential 
Clauses
Clearly outline terms, payment 
schedules, confidentiality 
clauses, and termination 
conditions.

3 Customize When 
Necessary
Tailor contracts for unique 
situations or significant 
partnerships.

Tip: Always have contracts reviewed by a legal professional. An attorney can identify potential issues and ensure your 
contracts are enforceable and comprehensive.



7. Implement a Privacy Policy
Importance: Protecting customer data is not only ethical but often a legal requirement under laws like the General Data 
Protection Regulation (GDPR) and the California Consumer Privacy Act (CCPA).

Tip: Clearly outline how you collect, store, and use customer data. Consider consulting with a lawyer to ensure your 
policy meets all legal requirements and is easily understandable to your customers.Privacy Policy

Data Collection Practices
Explain what data you collect and 
how.

Data Usage
Detail how you use, share, and 
protect customer information.

Customer Rights
Inform customers of their rights 
regarding their personal data.

8. Prepare for Taxes
Steps:

1 Understand Your Tax 
Obligations:
This includes federal, state, and 
local taxes, such as income tax, 
sales tax, and employment 
taxes.

2 Keep Accurate Records:
Document all financial 
transactions to simplify tax 
preparation and audits.

3 File on Time:
Mark your calendar with 
important tax deadlines to 
avoid penalties.

Why It Matters: Proper tax planning avoids penalties, saves money, and keeps your business in good standing with tax 
authorities.

Tip: Consult with a tax professional to ensure compliance with federal and state tax laws. An accountant can help you 
take advantage of deductions and credits while ensuring you meet all filing deadlines.



9. Protect Your Intellectual Property
Types: Trademarks (logos, brand names), copyrights (original works), patents (inventions).

Why It Matters: Intellectual property (IP) is a valuable asset. Protecting it prevents others from profiting off your hard 
work and creativity.

Steps to Take:

1 Identify Your IP Assets
Make a list of what needs 
protection.

2 Choose the Right 
Protection Method
Understand whether a 
trademark, copyright, or patent 
is appropriate.

3 Register Your IP
File the necessary applications 
with the U.S. Patent and 
Trademark Office or the U.S. 
Copyright Office.

Tip: Consider registering your intellectual property to safeguard your business ideas. Legal professionals specializing in 
IP can guide you through the registration process.

10. Review Insurance Needs
Types: General Liability Insurance, Professional Liability Insurance, Workers' Compensation, Property Insurance, Cyber 
Liability Insurance.

Why It Matters: Insurance protects your business from financial losses due to lawsuits, property damage, or other 
unforeseen events.

Steps to Take:

1 Assess Your Risks:
Identify potential vulnerabilities 
based on your industry and 
operations.

2 Compare Policies:
Look at coverage options, limits, 
and exclusions.

3 Stay Informed:
Regularly review and update 
your policies as your business 
evolves.

Tip: Consult with an insurance agent to determine the best coverage for your business. An experienced broker can tailor 
policies to fit your specific needs and budget.



11. Establish Record-Keeping Practices
Importance: Accurate records are essential for financial management, legal compliance, and operational efficiency.

What to Keep:

1 Financial Statements:
Income statements, balance 
sheets, cash flow statements.

2 Legal Documents:
Contracts, permits, licenses, tax 
filings.

3 Employee Records:
Payroll records, employment 
contracts, performance 
reviews.

Tip: Use accounting software to streamline record-keeping to keep track of your finances and legal documents.

12. Create an Exit Strategy
Focus: Planning for the future, whether it's selling the business, passing it on, or closing it down.

Why It Matters: An exit strategy ensures that you maximize the value of your business when you're ready to move on 
and provides a clear plan for stakeholders.

Considerations:

1 Succession Planning:
Identify potential successors or 
buyers.

2 Valuation:
Understand how much your 
business is worth.

3 Legal Agreements:
Prepare buy-sell agreements 
or partnership dissolution 
terms.

Tip: Having a clear exit strategy can maximize your business's value and ease the transition. Consult with legal and 
financial advisors to develop a strategy that aligns with your personal and business goals.



Conclusion
Addressing these legal considerations is an investment in your business's future. By proactively managing legal 
responsibilities, you reduce risks, prevent costly disputes, and position your company for long-term success. This 
checklist serves as a starting point but remember that the complexities of business law often require professional 
guidance.

Taking Action: Don't navigate this journey alone. Legal professionals can provide personalized advice tailored to your 
unique situation, ensuring that every aspect of your business is compliant and protected.
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By utilizing this checklist and the resources provided, you're taking significant steps to enhance your small business's 
legal standing. Proactive legal planning empowers you to focus on what you do best—growing your business—while 
having the peace of mind that you're well-prepared for future challenges.

Need personalized legal assistance? Our law firm specializes in helping small businesses like yours navigate these 
complexities. Contact us today to ensure your company is fully protected and positioned for success.

Contact us today to schedule your low-cost consultation and turn your 
innovative vision into a commercial reality.

To learn more about Dunlap Bennett & Ludwig and how we can help you, call today at 888-306-4030 or email 
us at clientservices@dbllawyers.com.

Schedule A Call Today
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