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Legal Considerations and 

Common Mistakes Entrepreneurs 

Should Avoid When Starting a 

New Business 

   

 

 

About Legal Documents AI: 

 

Legal Documents AI™ represents the perfect blend of human expertise and AI sophistication. Our AI technology 

streamlines the review process, cross-checking each line of text against a vast repository of legal regulations, prior 

case studies, and potential risk factors. Simplify Your Legal Needs with AI-Powered, Attorney-Reviewed 

Documents! Welcome to the future of legal services - where precision meets efficiency, and complexity meets 

simplicity.  
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Do-it-yourself options like LegalZoom and Rocket Lawyer have become successful. However, what’s lacking in 

these offerings is the oversight of a real lawyer with a full understanding of the nuances of law along with each 

client’s unique situation. Our smart AI algorithms work relentlessly, scanning your documents for loopholes, 

risky phrasings, and anything that could potentially put you or your interests at risk. Each document is further 

reviewed by an attorney, ensuring utmost precision, and minimizing risks. 

 

 

 
 

 

 
As both attorneys and AI entrepreneurs, we know the 

importance of proper legal documents. 
 

 

  

info@legaldocuments.ai 

www.legaldocuments.ai 
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You have poured blood, sweat, and tears into building your business, turning it into a legacy 

that is not just an income source, but a part of your identity. Isn't it time to make sure that legacy 

is bulletproof? Imagine running your business with the confidence that, no matter what happens, 

the empire you have built is safeguarded for future generations or ready for a profitable exit 

strategy. From ironclad contracts to meticulous corporate structuring, we lay the legal foundation 

that stands up to scrutiny and challenges. Do not leave the future of your business to chance. Secure 

it with a personalized business asset protection and succession plan. Because you are not just 

running a business; you are building a legacy. Legal Documents AI is here to guide you through 

this essential journey.  

 

Starting a new business is both an exciting and challenging endeavor. While you may be 

focused on your business plan and marketing strategy, it is essential not to overlook the legal 

aspects that provide the foundation for any successful business. This guide will walk you through 

five core areas where entrepreneurs commonly make mistakes and offer advice on how to avoid 

them. 
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1. Failure to Select and Utilize the Proper Legal Structure 

 

The Problem: 

Choosing an incorrect legal structure for your business is not just a minor administrative error; it 

is a high-stakes mistake that can cost you in many ways. The wrong structure can leave you 

personally liable for business debts and legal disputes, or land you in a convoluted tax situation. It 

can also hamper your ability to attract investment or limit how you can distribute shares. In short, 

this decision touches every aspect of your business, from your pocketbook to your operational 

freedom. 

 

The Consequences: 

• Taxation Troubles: Different business structures are subject to different taxation rules. 

Selecting the wrong one could lead you to miss tax benefits or incur additional taxation 

burdens. 

 

• Liability Issues: Depending on your business structure, your personal assets may be at risk 

in the event of a business failure or legal challenge. 

 

• Investment and Funding: Investors have preferences for certain types of business 

structures. You may find it difficult to attract investors if your business is not structured in 

an appealing manner. 

 

• Flexibility and Control: Some structures require more ongoing paperwork and offer less 

control over the business. Make sure your structure does not bog you down in red tape or 

compromise your ability to pivot your business strategy. 

 

The Solution: 

It is crucial to consult with a legal advisor who can provide insights tailored to your specific 

industry, business model, and long-term objectives. This is not a one-time-only decision either; as 

your business evolves, its legal structure may need to evolve too. Do not just set it and forget it; 
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make regular assessments, especially during significant transitions like mergers, acquisitions, or 

major shifts in your business model. 

 

Action Steps: 

1. Educate Yourself: Before you even meet with a legal advisor, get a basic understanding of 

the different business structures available—sole proprietorships, partnerships, LLCs, S-

corporations, and C-corporations—and what they mean in terms of taxation, liability, and 

management. 

 

2. Conduct a Needs Assessment: What are your business's specific needs? Do you need to 

attract venture capital? Is limiting personal liability a major concern for you? 

Understanding your specific circumstances can provide a clearer direction for your 

decision. 

 

3. Consult a Legal Advisor: Bring your research and needs assessment to a legal advisor 

familiar with your industry. They can help identify subtleties and guide you toward the 

structure that best protects you and serves your business goals. 

 

4. Register Your Business: Once you have made an informed choice, proceed with the 

registration process, which will differ depending on the structure you have chosen and the 

jurisdiction in which you are operating. Make sure to adhere to all legal formalities and 

timelines. 

 

5. Review Periodically: Laws and business conditions change. Make it a point to review your 

business structure whenever there is a significant change in legislation, or your business 

undergoes a major transition like scaling up, adding a partner, or entering new markets. 

 

6. Ongoing Compliance: Complying with the legal responsibilities of your chosen business 

structure is crucial. This might include specific record-keeping practices, board meetings, 
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or filing annual reports. Ignorance is not an excuse, so keep yourself updated and in 

compliance to protect your business. 

 

By being informed and proactive, you can select and maintain a business structure that enhances 

your operations, minimizes your liabilities, and positions you for sustainable success. 

 

2. Failure to Make the Deal Clear and Memorialize Roles and Responsibilities in Proper 

Governing Documents 

 

The Problem: 

Informal or verbal agreements between co-founders, shareholders, or other stakeholders can seem 

like a quick and easy way to get things moving, but they are a breeding ground for 

misunderstandings, conflicts, and ultimately, costly legal battles. In the absence of written 

governing documents, your business is left vulnerable to interpretive risks and power struggles 

that could potentially derail your enterprise. 

 

The Consequences: 

• Legal Entanglements: Ambiguity leads to disputes, which often lead to litigation. The cost 

of resolving these issues in court can be detrimental to a fledgling business. 

 

• Operational Paralysis: Without clear roles and responsibilities, decision-making can be 

impeded, causing projects to stall and opportunities to be missed. 

 

• Damaged Relationships: Lack of clarity can breed resentment or discord among team 

members, affecting not just business operations but the workplace environment. 

 

• Investor Distrust: The absence of clear governance documents can deter serious investors, 

who may view the oversight as a sign of organizational weakness or instability. 

 

The Solution: 
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Address the issue head-on by drafting comprehensive, legally-sound governing documents. These 

could be shareholder agreements, company bylaws, or operating agreements, depending on your 

business structure. These documents should delineate roles, responsibilities, and the procedures 

for resolving disputes, making decisions, or bringing in new members. 

 

Action Steps: 

1. Identify All Stakeholders: This includes not just founders and shareholders but also key 

team members who have a substantial influence on the business. Make a list so you do not 

overlook anyone. 

 

2. List Roles and Responsibilities: Clearly define what each person's role entails, along with 

associated responsibilities and expectations. This should be as detailed as possible to 

prevent any ambiguities later on. 

 

3. Include Dispute Resolution Mechanisms: How will you handle disagreements or 

controversies? The documents should spell out the process for dispute resolution, be it 

through arbitration, mediation, or court proceedings. 

 

4. Detail Entry and Exit Strategies: Your governing documents should outline the procedures 

for bringing in new stakeholders or handling the departure (voluntary or otherwise) of 

existing ones. This may include first-refusal rights, buy-sell agreements, and so on. 

 

5. Legal Review: Do not rely on DIY templates online. Engage a qualified business lawyer 

to draft or at least review the documents to ensure they are legally sound and 

comprehensive. 

 

6. Obtain Signatures: Once reviewed, have all parties sign the documents in the presence of 

witnesses or a notary. Ensure that everyone has a finalized copy. 
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7. Frequent Updates: As your business evolves, so should your governing documents. Make 

it a habit to review and update them at least annually or during significant corporate 

changes like mergers, acquisitions, or restructuring. 

 

8. Communicate, Communicate, Communicate: Even after these documents are signed, keep 

the lines of communication open. Regular meetings or updates can help ensure everyone 

remains aligned with the stated roles and responsibilities. 

 

By being thorough and proactive in memorializing roles and responsibilities in proper governing 

documents, you solidify the foundation of your business and significantly mitigate the risks of 

internal conflict and legal complications. This proactive governance fosters a culture of 

transparency and mutual respect, which can only benefit your business in the long run. 

 

3. Failure to Utilize Proper Employment Documentation 

 

The Problem: 

Neglecting to draft comprehensive employment documentation when hiring new team members is 

not just a managerial oversight; it is a legal risk. Without proper documents, your business could 

face lawsuits or regulatory penalties related to issues such as wrongful termination, workplace 

discrimination, wage disputes, and even occupational safety. 

 

The Consequences: 

• Financial Loss: Legal fees and penalties from employment law violations can cripple a 

small business. 

 

• Reputational Damage: Legal battles can tarnish your business reputation, impacting your 

ability to attract top talent and customers. 

 

• Operational Hurdles: An absence of clear employment terms can result in 

misunderstandings, affecting productivity and morale. 
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• Loss of Business Assets: Inadequate non-disclosure or non-compete clauses could mean 

losing valuable proprietary information or trained employees to competitors. 

 

The Solution: 

Foresee these challenges by investing in proper employment documentation from the outset. Key 

documents include, but are not limited to, employment contracts, employee handbooks, non-

disclosure agreements (NDAs), and non-compete agreements. 

 

Action Steps: 

1. Create a Standard Employment Contract: Draft a clear and comprehensive employment 

contract, outlining everything from role descriptions and salary to benefits and termination 

clauses. Consider including an arbitration clause for dispute resolution. Each contract 

should be tailored to the specific job role. 

 

2. Develop an Employee Handbook: This essential document should cover all company 

policies, including work hours, dress code, sick leave, and other general employment terms. 

Make sure it is updated in line with local, state, and federal employment laws. 

 

3. Implement Onboarding Procedures: Make it a part of your onboarding process to go 

through these documents with new hires. Do not just hand them a stack of papers to sign; 

take the time to explain what each section means to ensure they are fully informed. 

 

4. Keep Records of All Employment Documents: Maintain a secure digital or physical filing 

system that holds all signed employment agreements, handbooks, and other 

documentation. Make sure they are easily accessible for legal scrutiny or internal reviews. 

 

5. Include Other Necessary Forms: Depending on your industry or the nature of work, you 

may also need other forms like NDAs, non-compete agreements, or intellectual property 

agreements. 
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6. Legal Review: As with any other legal documents, have a specialized employment lawyer 

review your employment contracts and employee handbook to ensure they are compliant 

with current labor laws. 

 

7. Regular Updates: Laws change. Keep your documentation up to date by revising it 

periodically. Notify employees of any changes and ask them to acknowledge these updates 

in writing. 

 

8. Training & Compliance: Periodically, conduct training sessions on employment policies 

and ethical practices. This not only ensures compliance but also demonstrates your 

commitment to a fair and transparent work environment. 

 

9. Open Door Policy: Encourage employees to speak up about any confusion or concerns 

related to their employment terms. Transparency can often prevent minor issues from 

escalating into major problems. 

 

By taking a proactive and thorough approach to employment documentation, you not only protect 

your business but also create a structured, fair workplace. Good documentation practices can be a 

solid defense in legal disputes and can also play a key role in fostering a transparent and 

accountable work culture. 

 

4. Failure to Consider Intellectual Property Protection 

 

The Problem: 

Many entrepreneurs concentrate so heavily on operations, marketing, and fundraising that they 

overlook the crucial component of intellectual property (IP). The neglect of safeguarding your IP 

could be a catastrophic mistake, leading to unauthorized use or outright theft of your proprietary 

assets like technology, brand name, or even business methods. 
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The Consequences: 

• Loss of Competitive Edge: Failure to secure IP rights means that competitors could use 

your innovations to their advantage, diminishing your market share. 

 

• Legal Complications: If someone else registers your IP before you do, not only do you lose 

control, but you could also face legal penalties for infringement. 

 

• Revenue Loss: IP assets can be lucrative. You miss the opportunity to monetize your IP 

through licensing or franchising. 

 

• Investor Relations: Investors often look at IP portfolios when evaluating the value of a 

startup. Lack of IP protection could result in reduced valuation or loss of investment 

opportunities. 

 

The Solution: 

The solution is twofold: first, identify all your intellectual property; second, take legal steps to 

protect them. This often involves filing for patents, registering trademarks, and securing 

copyrights. Additionally, use contractual agreements like NDAs to protect sensitive information. 

 

Action Steps: 

1. Conduct an IP Audit: Identify all assets that can be considered intellectual property. These 

can include product designs, logos, company name, proprietary software, and even unique 

business processes. 

 

2. Consult an IP Attorney: Once you have identified your IP, consult with an IP attorney to 

decide on the best strategy for protection, whether it be through patents, copyrights, 

trademarks, or trade secrets. 
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3. File for Patents, Trademarks, or Copyrights: Depending on your assets, you may need to 

file patents (for inventions), trademarks (for brand names and logos), or copyrights (for 

creative works like content or software). 

 

4. Draft and Implement NDAs: Anytime you enter into discussions where sensitive 

information will be shared, use a Non-Disclosure Agreement (NDA). This could be with 

potential business partners, investors, or even new employees. 

 

5. Employee Training: Make sure your employees understand the importance of protecting 

intellectual property and what steps they need to take to maintain this protection, such as 

not sharing certain information without an NDA. 

 

6. Periodic Review: Intellectual property is not a one-time affair. Periodically review your 

portfolio, especially when new IP is created or laws change. 

 

7. Global Protection: If your business is or could become international, consider filing for IP 

protection in other jurisdictions. 

 

8. Licensing and Monetization: Once you have secured your IP, look for ways to monetize 

these assets either through licensing agreements, joint ventures, or other commercial 

arrangements. 

 

9. Defensive Measures: Be prepared to defend your IP rights through cease-and-desist letters, 

negotiations, or, as a last resort, legal action. 

 

10. Documentation: Keep all documentation related to your IP organized and easily accessible. 

This includes filing receipts, maintenance fees, any correspondence related to your IP, and 

evidence of usage and creation dates. 
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By taking these action steps seriously, you are not merely avoiding risk; you are also adding value 

to your business. Intellectual property can offer a long-term competitive advantage and serve as a 

critical asset in your business development strategy. 

 

5. Failure to Identify and Select Experts for Your Core Team 

 

The Problem: 

Starting a business often means wearing multiple hats. However, you cannot be an expert in 

everything. Failing to enlist professionals with the expertise you lack can lead to costly mistakes, 

from tax errors and compliance issues to ineffective marketing strategies and product development 

delays. 

 

The Consequences: 

• Operational Bottlenecks: Without subject matter experts, you may find yourself stuck at 

various decision-making junctures, delaying your go-to-market strategies. 

 

• Legal Risks: In areas like taxation, employment law, or intellectual property, lack of 

expertise can result in non-compliance, leading to severe penalties or even business 

shutdown. 

 

• Wasted Resources: Poor decision-making due to a lack of expertise can lead to wasted 

time, effort, and financial resources. 

 

• Loss of Competitive Edge: Companies that invest in expertise are often more agile, make 

data-driven decisions, and can adapt to market changes more efficiently. 

 

The Solution: 

Build a well-rounded team of experts in crucial areas like legal, financial planning, marketing, 

operations, and technology. If full-time hires are not feasible, consider part-time consultants, 

advisors, or board members. 



 

14 

 

Action Steps: 

1. Identify Gaps in Your Current Team’s Expertise: Perform an audit of your existing team's 

skills and competencies. Highlight areas where you are strong and identify glaring gaps 

that need to be filled. 

 

2. Define Roles and Responsibilities: For each gap identified, define what roles and 

responsibilities will be needed to fill that void. Create detailed job descriptions if you are 

looking for full-time roles, or a scope of work for consultants. 

 

3. Search for Experts: Utilize networking events, LinkedIn, and industry-specific platforms 

to search for professionals who fit your criteria. Ask for recommendations from people in 

your network whom you trust. 

 

4. Vet Your Choices: Do not just rely on resumes and interviews; check references, and if 

possible, look for proven track records or case studies that demonstrate their expertise. 

 

5. Negotiate Terms and Onboard Them: Whether hiring full-time or part-time, be clear on 

terms, expectations, and compensation. Make them part of your team as smoothly as 

possible by providing proper onboarding. 

 

6. Continuous Assessment: Regularly evaluate the performance and impact of your experts. 

Make sure they are aligned with your business goals and are contributing positively to your 

growth. 

 

7. Adjust as Necessary: As your business evolves, your need for expertise may change. Be 

prepared to adjust your team's composition as required. 
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8. Foster Open Communication: Encourage a culture where everyone, experts or not, can 

openly share ideas and suggestions. Sometimes, the best solutions come from collaborative 

efforts. 

 

9. Invest in Training: Even experts need to update their skills. Provide resources for continual 

learning and professional development. 

 

10. Strategic Planning: Include your team of experts in high-level planning sessions. Their 

input can be invaluable in shaping the future direction of your company. 

 

By intentionally assembling a team of experts in crucial areas, you will be better equipped to 

navigate the complex and often unpredictable terrain of business ownership. The expertise you 

bring in today can save you from costly mistakes tomorrow and pave the way for sustainable 

growth. 

 

Conclusion: Be Proactive, Not Reactive 

 

The Wisdom of Preparation: 

The saying "being forewarned is being forearmed" is especially true in the world of 

entrepreneurship. Business leaders who are aware of the common legal pitfalls they might face are 

better positioned to avoid them. This does not merely equate to cost saving but can often be the 

difference between the success or failure of your venture. 

 

The Costs You Avoid: 

Understanding common legal mistakes in business is not just about preventing a dent in your 

wallet—although that is crucial. It is also about safeguarding your business reputation, ensuring 

smooth operation, and preserving your mental health. Legal hiccups can be a significant source of 

stress, and they can distract you from your core business activities. 

 

The Value of Professional Guidance: 
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Consulting legal professionals does not signify a lack of knowledge or capability on your part. On 

the contrary, it reveals your commitment to doing business the right way. An experienced attorney 

can offer you bespoke advice that aligns with your specific business model, industry norms, and 

long-term vision. 

 

The "Ounce of Prevention" Principle: 

As the age-old adage goes, "An ounce of prevention is worth a pound of cure." This could not be 

truer when applied to legal considerations in business. Being proactive in consulting legal experts, 

reviewing contracts, protecting intellectual property, and documenting employment terms can 

prevent a multitude of problems that might require a "pound of cure" later on—often in the form 

of litigation, penalties, or even business closure. 

 

Action Steps: 

1. Periodic Legal Audits: Regularly review your legal framework to ensure you are up to date 

with current laws and that your contracts and agreements are in good standing. 

 

2. Resource Allocation: Budget for legal consultation and documentation as part of your 

annual business plan. View this not as an expense but as an investment in your company's 

longevity. 

 

3. Continuous Learning: Stay educated about legal developments in your industry. Subscribe 

to legal newsletters, attend webinars, and participate in relevant training. 

 

4. Feedback Loops: Create channels for employees and stakeholders to report concerns that 

may have legal implications. This can be part of a more extensive risk management 

strategy. 

 

Reach Out for Personalized Legal Plan: 

Legal Documents AI is not just any do-it-yourself legal service; it's a sophisticated blend of human 

expertise and advanced AI technology. We provide documents crafted and reviewed by actual 
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attorneys, and further enhanced by AI for precision and efficiency. This ensures that you receive 

comprehensive, legally sound contracts tailored to your specific needs. Make the smart choice for 

your business. With Legal Documents AI, you're not just running a business; you're building a 

legacy. Get your FREE Legal Plan to identify which contracts are right for your business HERE. 

https://legaldocuments.ai/
https://legaldocuments.ai/

