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Why Not Protect
- * Your Assets by
* Transferring Them
i to Your Spouse?

Q: I am just about to go into business for myself.
['ve always dreamt of opening my own bookstore
and now that I've taken early retirement, I'm making
all the arrangements to pursue my dream. I met with
my accountant the other day about my new business
and I asked him whether I should form a corporation
or other entity for my new business. He told me not
to bother with all that and that I should just transfer
the house and all my other assets to my wife. But |
wonder what you think about this advice. If it's that
simple, why doesn't everyone follow this route?

A: Congratulations on your new career as a small
business owner! Perhaps you'll want to stock AOB
News in your bookstore! You are smart to ask your
accountant for bookkeeping and tax advice to start
up your business. In addition, you should meet with
an experienced business attorney to help you with
the legal aspects of starting your business. You're
obviously aware that running a business can €xpose
you to potential liability. Maybe it's a customer who
slips and falls while in your store. Or perhaps one of
your part-time employees gets into a car accident
while picking up supplies for the store. These are
just two examples of potential liability you might
face in your new business.

If you do not form a limited liability entity, there
1S no legal distinction between you and your
business. This means that if a judgment is obtained
against your business, your personal assets can be
seized to satisfy the judgment. On the other hand, if
you operate your business as a corporation or other
limited liability entity, then it 1S the assets of the
business that are at risk, not your personal assets.
Your accountant has suggested that you protect your
assets by transterring them to your wife. At first
blush that may seem a simple solution to your
problem but let's take a closer look at what might

happen.
Remember that employee of yours who got into a

car accident. Let's assume the accident was his fault

and he only carried minimal car insurance. Not only
1S the employee sued as the driver of the car, you are
sued as well, as his employer. (You didn't know that,
as an employer, you have strict liability for your
employees’ acts while they are on the job?) There's
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no defense to the action and the injured plaintiffs
obtaina judgment against you for $600,000.

You transferred the house and all your other
assets to your wife before you started the business so
there's nothing to worry about, right? But you do
have at least one asset: your bookstore. All of the
assets of the bookstore can be seized to satisfy the
judgment including the cash in the cash register. So
much for your dream of running your own business.

Now maybe you decide to shut up shop, thinking
that will solve your problems. But a judgment lasts
a long time (over fifteen years in most states). Any
income or assets that you acquire in the future can be
seized to satisty the judgment. Personal bankruptcy
may be the only avenue open to you and that's not a
step to be taken lightly.

As you can see, any assets that you have or
acquire i1n the future can be seized to satisfy the
personal judgment against you. In addition, your
creditor may be able to recover against the house and
other assets that you transferred to your wife before
you started the business. Under a law that dates back
to sixteenth-century England, your creditor may be
able to recover the assets that you transferred to your
wife if she didn't pay you for those assets.

Where does that leave you? If you want to
protect yourselt from the risks of your business,
youll want to form a corporation or other limited
liability entity. And one other thing, don't rely on
your lawyer for tax advice and never rely on your

accountant for legal advice.
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Judy Gedge is a business attorney with Svonkin & Gedge, P.C.,
iIn West Hartford, CT. Attorney Gedge is the author of the
upcoming book A Legal Road Map for Consultants (Oasis Press)
which will be available in bookstores this fall.

- Full-time Job Openings at ARI .,

§ﬁj ARI has two full-time job openings in its media department f
Media Relations Manager and Media Department Assistant

The Media Relations Manager is responsible for placing

stories, writing press releases, and promoting ARI to the §

media. The Media Department Assistant supports the

# Director of Communications and Media Relations Manager '
§ (database experience is a plus). Please send a résumé to:  §

| Julie Repass , ARI, 4640 Admiralty Way, Ste 406,
- Marma del Rey, CA 90292 ;5

Mass Production
vs.

Individual Thinking

There is a philosophical
question facing the investment world.

Mass production vs. Individual thinking.

The investment brokers of
J.C. Bradford & Co. are not rewarded
for putting investors into convenient
categories to benetit the firm.

Instead they are recognized for
delivering insight, wisdom and service
to investors whose aspirations and
goals are uniquely different.

Sometimes the differences are subtle,
but that in itself can mean the diftterence
in satisfaction and disappointment.
Thus the power of individual thinking.

Fredric T. Macholz

6337 Morrison Boulevard
Charlotte, NC 28211
704-362-8269 ¢ 800-776-4848
www.jcbradford.com
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