Best state to form an LLC (and when it actually matters)

Overview

This concise guide is written for non-US residents considering a U.S. LLC. It focuses on
practical tradeoffs: where you form affects fees, privacy, and litigation rules, but it rarely
changes your federal tax obligations. Choose based on where you actually do business, investor
expectations, and whether you need privacy or estate-planning features.

Quick comparison

State Best for
South Holding companies;
Dakota trust planning
Delaware Startups seeking VC;

complex governance

. Privacy and low
Wyoming ongoing cost
New Low upfront cost for
Mexico simple LLCs

When the state choice matters

Taxes

No personal or corporate
income tax

No tax on out-of-state
income for many entities

No state income tax

Privacy / asset protection
Strong privacy; favorable
trust law

Predictable corporate law;
investor familiarity

High anonymity; strong
charging-order protections

Low filing fees; minimal Allows anonymous ownership

reporting

options

« Raising institutional capital: Delaware is the default for investors because of its
well-developed corporate law and familiarity among VCs and lawyers.

e Privacy and asset protection: Wyoming and South Dakota are popular for anonymous
ownership, low fees, and favorable protections for holding companies and trusts.

e Operating in a specific state: If you have U.S. customers, employees, property, or a
physical presence, you will likely need to register (foreign-qualify) in the state where you
operate; that often makes forming in your home state the simplest option.

Practical checklist before you choose

e Where will you transact? Sales, employees, or property usually trigger registration and

local taxes.

e Will you seek investors? If yes, prioritize Delaware.
« Do you need anonymity or estate planning features? Consider South Dakota or

Wyoming.

o Calculate total annual cost: formation fee + registered agent + foreign qualification +

state taxes + compliance filings.

Risks and tradeoffs

Forming out of state can create double compliance: annual reports, registered-agent fees, and
extra filings where you actually do business. Marketing claims about “tax-free” states often
ignore these practical costs. Let the nature of your operations and legal needs drive the decision.
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