
Along with the rewards of business ownership come the 

risks – including the risk to personal assets (wealth, prop-

erty, etc.) should someone bring an action against your 

business. Insurances, diversification, smart management 

and good hiring are all ways to protect your professional 

assets, but it’s also imperative to understand the ways in 

which you can protect your other assets as well.

Diversification does not guarantee a profit nor protect against a loss.

DIG A MOAT

As far back as Babylon and early Egypt, moats – either dry or 

filled with water – have been used as preliminary lines of defense. 

And like the ancient physical moats, a virtual moat – comprising 

legal instruments specifically designed to provide some defense 

for your personal assets – can be equally formidable.

Virtual moats proactively protect your assets
While there isn’t a single instrument that can be used to 

create a legal moat around personal assets, there are sev-

eral that can be deployed together, along with awareness 
and smart thinking, to create the desired protective effect. 
Here’s what we mean.

BREAKING GROUND ON YOUR MOAT

Begin by separating your personal world from your profes-
sional one by making your business a standalone company. 
This includes choosing the type of entity your business 
will be; it matters.

One of the simplest – and most popular – is a sole propri-
etorship, but that doesn't provide any liability protections. 
Owners are liable for any company debts, judgments and 
lawsuits, and creditors can lay claim to both personal and 

FALL 2016

BUSINESSDIMENSIONS
F I N AN C I A L  S T R AT E G I E S  F O R  T H E  E N T R E P R E N E U R



FALL 2016

business assets. Likewise, a general partnership holds all 
members of the partnership equally liable for claims.

For more rigorous protection of personal assets, busi-
ness owners should consider the primary benefits of an 
S or C corporation or a limited liability company (LLC). In 
an S corporation, shareholders can be held liable only for 
the money they invest in the business, and creditors are 
unable to seize personal assets in the event of a lawsuit or 
other loss. In a C corporation or LLC, there is limited legal 
liability for directors, officers, workers and shareholders. 

In any case, have all the proper corporate documents drawn 
by a qualified attorney and readily available. Also, make 
sure you keep up with annual maintenance such as paying 
the required fees to the state, holding mandatory meetings 
and keeping minutes. This way, if anything is ever called into 
question, the business is viewed as a compliant corporate  
citizen. To further separate your personal life from your 

Virtual moats proactively protect your assets (cont.)

business, maintain separate financial accounts for your 
business and use the company name on all documents.

WIDEN THE MOAT

If your corporation owns property, you can add a second 
layer of separation between your personal assets and anyone 
seeking damages from an injury that occurs on the property 
by having the property owned by a separate LLC. Also, make 
sure the entity has a written procedure in place for taking 
care of hazards when they are identified. Be sure to consult 
an attorney to determine if a strategy like this is right for you.

DEEPEN THE MOAT WITH INSURANCE

Once a corporation is established, add more depth to the 
moat with insurance. Rather than targeting the assets of 
the business, a plaintiff seeking damages in an incident 
can pursue the money available through insurance.

Before purchasing insurance, however, make sure you 
get the right kind – insurance type varies depending 
on whether you rent property, own a rental property, or 
operate a professional practice or retail space. Make sure 
to work with your advisor and a knowledgeable insurance 
agent who can advise you on your options and what cov-
erage you may need. Once insurance is in place, commit to 
an annual review to make sure your insurance keeps pace 
with your growing business.

MAINTAIN YOUR MOAT

Once established, your moat can help provide years  
of protection while you grow your business. But make sure 
you take the proper steps and work with knowledgeable 
professionals, as we’ve discussed, to keep it in shape and 
securely in place between your personal assets and those 
who might bring a legal action against your business.  

Having a corporation in place can 
protect personal assets from  
business liabilities. But there are  
missteps that can strain this barrier.  
Here are ways to avoid them:

  Don’t let your corporation slip from compliance – 
Make sure it is up to date with all state regulations 
and requirements.

  Don’t personally guarantee a loan for your 
business if you can avoid it – A default by your 
business puts personal assets at risk for recovery.

  Don’t use your personal credit card to make  
a business purchase – This shows up as your  
debt not a debt of the business.

  Don’t sign a contract for your business in your 
own name – Make sure you’re identified as a  
representative of the business by using your title 
with your signature.

  Don’t work uninsured – If your actions injure 
someone while you are providing service, you  
can be held liable for negligence or malpractice.

DON’T PUSH BOUNDARIES

NEXT STEPS:

• Decide what business structure works best to 
protect you from actions against your business.

• Ask your professional advisors to help build a 
“virtual” moat around your personal and profes-
sional assets. 

• Talk to an insurance agent to make sure you 
have the right amounts and types of coverage.
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Borrowing beyond means can be harmful, especially high-
interest debt, but there are instances when debt may be 
helpful. The key is to understand and respect the differ-
ence, know your debt-to-income threshold – amount of 
debt versus liquid assets – and use debt wisely. It’s true 
for your personal life, as well as your professional one.

CONSTRUCTIVE VS. DESTRUCTIVE DEBT

It may seem counterintuitive, but “good” debt, like busi-
ness financing, can actually enhance your financial position. 
Additionally, this type of loan often offers a low total cost of 
borrowing. Destructive debt has the opposite effect, eating 
away at your credit rating and putting you or your business in 
a vulnerable financial position. Bad debt is usually associ-
ated with buying things you simply don’t need or can’t afford.

Being overleveraged can derail a business from increasing 
net worth. That’s why it helps to understand debt-to-income 
ratio, the percentage of monthly gross income that goes 
toward paying obligations. Generally speaking, 36% or  
less is considered a healthy debt load for most.

PREPARED FOR ANYTHING

Having ready access to liquidity through a loan also puts 
you in a position to act quickly should opportunity – or an 
emergency – arise. In the first case, cash can be invested, 
potentially earning a much higher return, and you’ll have 
liquidity for other goals. Perhaps you find a perfect new 
location or want to invest in equipment. Instead of liquidating 
assets, tap into a loan and make an all-cash bid for a property.

BUILD CREDIT WITH CREDIT

Borrowing, making payments on time and paying off a 
business loan helps establish an excellent credit rating –  
and can keep you from entangling your own finances by 

“Smart” debt can help build your business
personally guaranteeing business loans. It can also result 
in lower future interest rates and fees for borrowing.

A SMART, POWERFUL TOOL

Borrowing in a smart and efficient way has a place in just 
about any business plan. The key is to consider each facet  
of debt strategically. As you make your decisions, think about:

• How much debt you’re willing to take on

• Whether you prefer to sell assets or borrow

• The anticipated cost of borrowing

•  Borrowing in the name of your business, not your own name

•  What loan structure makes the most sense: traditional, 
adjustable-rate or collateral-based, among others

•  The tax ramifications of a loan compared to cash on hand

• How quickly you need the money

• How long you’ll need the loan

• How you’ll pay off a loan and when

Debt can be a powerful tool that enables you to use capital in 
other ways, thus helping you achieve your goals faster than 
saving might. Remember, too, that taking on some debt is a 
financial decision, one made easier with a little help from 
knowledgeable professionals – like your financial advisor.  

NEXT STEPS:

• Get a good handle on your debt-to-income ratio.

• Ask yourself if low-interest debt can help you 
thoughtfully grow your business or build credit.

• Talk to your advisor to see if smart borrowing 
fits into your business’s balance sheet.
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It’s a day many business owners have experienced – either 
with enthusiasm or anxiety – the day they sell their busi-
nesses. Depending on why or how you plan to sell yours, 
you may experience a meaningful increase in “liquid” 
assets under your direct control. Financial decisions may 
take on more weight. And once the event occurs, there 
almost always arises a seemingly simple question that is 
deceptively complex: What now?

How you answer this question will determine whether the 
wealth ultimately creates new obstacles or enables you to 
achieve other goals. The best advice: be well prepared and rely 
on a professional team you trust to help you respond pragmat-
ically throughout the process. The following steps can help.

BEFORE THE SALE

•  Assemble your financial team – get advice upfront from 
smart people you trust

•  Do your homework – this includes valuation, deal struc-
ture and tax implications

•  Address potential tax consequences and event timing

•  Establish a cash flow budget

•  Anticipate attention – sudden wealth sometimes affects 
people around you

DURING THE SALE

•  Avoid large expenditures based on impulse

•  Work with your advisor to determine an appropriate 
liquid and secure structure in which to hold cash

•  Update your wealth management and retirement income plan

AFTER THE SALE

•  Implement and continuously monitor your plan

•  Anticipate and manage risks of significant increases  
in wealth

•  Reflect on and outline your financial legacy and how  
you would like to benefit others

ENJOY YOUR NEW BEGINNING

Beyond the financial ramifications are emotional ones. Even 
though you’ve met and approved the buyer and settled all 
the major terms, the business you’ve nurtured for years 
will officially belong to someone else. You may alternate 
between elation and sadness, a sort of bittersweet feeling 
as you start a new chapter in your life. Communicate your 
feelings with those closest to you or those who’ve experi-
enced a similar event so they may lend their support. But, 
don't be afraid to enjoy all you’ve earned – think of it as 
the new beginning of a life made better by your own hard 
work and planning.  

Ready or not?

NEXT STEPS:

• Prepare for the emotional challenges of transi-
tioning your business to a new owner.

• Consider a “waiting period” before making any 
large purchases with the sale proceeds. 

• Talk to your advisor about how to best deploy 
this newfound wealth in conjunction with your 
overall financial plan.

Don’t let sudden wealth from selling your business take you by surprise
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