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1. Executive Thesis
The core answer is simple but often misunderstood: Delaware is not merely a place to register a 
company. It is the dominant legal infrastructure for American corporate governance. A Delaware 
corporation gives founders, boards, investors, acquirers, lenders, underwriters, and courts a common 
operating system for authority, equity, fiduciary duties, shareholder rights, M&A processes, and 
remedies.

The Delaware Division of Corporations reports that Delaware remains the legal home for more than 
two-thirds of the Fortune 500 and that nearly 70 percent of U.S.-based IPOs in 2025 chose Delaware as 
their corporate home; it also reported 334,461 entity formations in 2025. [1] Those numbers are not 
driven only by filing speed or tax advantages. They reflect a self-reinforcing platform: flexible 
statutes, an expert equity court, a large body of case law, and professional networks that have 
standardized around Delaware.

For a small local business, this platform may be unnecessary. For a venture-backed startup or public-
company candidate, it can reduce transaction friction. Investors do not prefer Delaware because it is 
mysterious. They prefer it because it makes important risks more legible: board authority, preferred 
stock rights, conversion mechanics, fiduciary duties, mergers, appraisal, indemnification, exculpation, 
and litigation standards.

Figure 1. Delaware is valuable because law, courts, capital markets, and professional routines reinforce each other.

Practical rule: choose Delaware when legal standardization and investor acceptance are more 
valuable than the extra compliance layer. Do not choose Delaware just because someone says it is tax-
free. It is not a universal tax-saving device.
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2. Delaware Entities: C-Corp, LLC, and S-Corp
A Delaware entity is an entity formed under Delaware law. The state of formation governs the entity's 
internal affairs: board powers, shareholder rights, fiduciary duties, voting, mergers, amendments, 
and dissolution. The operating state still matters for tax, employment, licensing, consumer protection, 
payroll, and foreign qualification.

Figure 2. The C-Corp, LLC, and S-Corp election solve different problems.

2.1 Delaware C-Corp
A Delaware C-Corp is a corporation organized under the Delaware General Corporation Law and 
taxed as a C corporation unless it makes a different valid tax election. It has stockholders, a board of 
directors, officers, bylaws, stock, and corporate separateness. It can issue common stock, preferred 
stock, options, warrants, convertible notes, SAFEs, and multiple economic classes of securities.

The C-Corp is the default vehicle for VC-backed startups because institutional venture capital expects 
preferred stock, liquidation preferences, anti-dilution protection, board seats, protective provisions, 
option pools, and clean conversion into public-company stock. It is also the default public-company 
form because securities markets, underwriters, transfer agents, and institutional investors 
understand it.

2.2 Delaware LLC
A Delaware LLC is more contract-based. Its operating agreement can define management, voting, 
economics, transfers, distributions, fiduciary-duty modifications, deadlock resolution, and exit rights 
with high flexibility. For federal tax purposes, the IRS treats LLCs according to elections and number 
of members: a domestic multi-member LLC is generally classified as a partnership unless it elects 
otherwise, and a single-member LLC is generally disregarded unless it elects corporate treatment. [6]

LLCs are powerful for closely held companies, real estate vehicles, investment funds, holding 
companies, joint ventures, and tax-pass-through structures. They are less common for VC-backed 
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operating startups because pass-through tax allocations, membership interests, profits interests, and 
transfer restrictions are less standardized for institutional venture rounds and public-market exits.

2.3 S-Corp
An S-Corp is not a separate state-law entity type. It is a federal tax election available to eligible 
domestic corporations. The IRS requirements include allowable shareholders, no partnerships or 
corporate shareholders, no non-resident alien shareholders, no more than 100 shareholders, and only 
one class of stock. [5]

These restrictions are often fatal for institutional venture financing. VC funds are commonly 
partnerships or LLCs, startups usually need preferred stock, and founder/investor economics often 
require more than one class of equity. S-Corp status may be useful for closely held service businesses, 
but it is usually not the right structure for a startup seeking VC, M&A optionality, or IPO readiness.

Entity Best for Capital raising fit Tax posture Core weakness
Delaware C-Corp VC-backed startups, 

scalable tech/media 
companies, public-
company candidates

Excellent: preferred 
stock, options, 
underwriter 
familiarity

Entity-level tax plus 
shareholder tax 
possible

More formalities and 
possible double 
taxation

Delaware LLC Closely held 
businesses, holding 
companies, funds, real 
estate, JV structures

Good for private 
negotiated capital; 
weaker for standard 
VC

Pass-through by 
default for many LLCs 
unless election 
changes treatment

Less standardized for 
VC, employee options, 
and IPO

S-Corp election Closely held domestic 
businesses with 
eligible shareholders

Poor for VC due to 
shareholder/class 
restrictions

Pass-through federal 
tax treatment

100-shareholder limit, 
one class of stock, 
investor eligibility 
limits

3. Why Startups and Public Companies Prefer Delaware C-Corps
Startups prefer Delaware C-Corps because the structure matches the financing stack. Founders 
receive common stock, investors receive preferred stock, employees receive options or restricted 
stock, and the board governs under rules investors already know. That reduces negotiation costs and 
due-diligence uncertainty.

 Preferred stock architecture: Venture investors need liquidation preferences, conversion rights, 
anti-dilution protection, consent rights, dividends, redemption features, and board rights. 
Delaware C-Corps are the standard container for this architecture.

 Employee equity: Stock option plans, 409A valuation practice, restricted stock, 83(b) elections, 
and public-company transition planning are built around corporate stock.

 QSBS planning: Qualified Small Business Stock under Internal Revenue Code Section 1202 
generally requires C corporation stock. This is tax-driven, but it is a federal tax planning issue, not 
a Delaware-only advantage.

 Exit compatibility: Acquirers, underwriters, auditors, and securities counsel prefer a familiar 
corporate record: charter, bylaws, capitalization table, board approvals, stockholder approvals, IP 
assignments, option plans, and merger approvals.

 Governance credibility: Investors want rules they can price. Delaware gives them a known 
vocabulary for fiduciary duties, board process, conflicts, protective provisions, appraisal, and 
stockholder litigation.
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Large corporations prefer Delaware for similar reasons at a higher scale. Board decisions, 
acquisitions, defensive measures, stockholder litigation, controlling-stockholder issues, and director 
liability questions all arise repeatedly in public-company life. Delaware offers a thicker map of those 
risks than most states.

4. DGCL: Flexible Statute as Legal Operating System
The Delaware General Corporation Law, located in Title 8, Chapter 1 of the Delaware Code, is the 
statutory core of Delaware corporate law. [2] Its significance is not only the text. Its power comes 
from the interaction of statutory flexibility, expert judicial interpretation, and professional drafting 
routines.

Delaware is an enabling corporate-law jurisdiction. Instead of prescribing every governance detail, it 
supplies a framework that allows the certificate of incorporation, bylaws, stockholder agreements, 
investor agreements, and board approvals to allocate many rights and procedures. This flexibility is 
valuable because a seed-stage software company, a media startup, a private equity portfolio company, 
and a public multinational corporation need different governance designs.

Key DGCL functions include:
 Formation: certificate of incorporation, registered agent, name, authorized shares, par value, and 

corporate purpose.
 Board authority: corporate business and affairs are managed by or under the direction of the 

board, unless the charter provides otherwise.
 Equity design: common stock, preferred stock, blank-check preferred stock for public companies, 

voting and non-voting classes, conversion rights, and series design.
 Corporate actions: charter amendments, board consents, stockholder approvals, mergers, asset 

sales, dissolution, and appraisal rights.
 Liability architecture: indemnification, advancement, director and officer exculpation where 

permitted, and insurance planning.
 Conflict transactions: statutory and common-law frameworks for interested directors, officers, 

and controlling stockholders.

Recent development: Delaware Senate Bill 21, enacted in 2025, amended the DGCL to create or clarify 
safe harbor procedures for certain transactions involving interested directors, officers, controlling 
stockholders, and control groups. The official synopsis describes safe-harbor approval routes 
involving disinterested directors or disinterested stockholders, with stricter treatment for going-
private transactions. [16] Reuters reported that the Delaware Supreme Court upheld the 2025 
corporate-law overhaul in February 2026. [17]

The practical lesson is that Delaware is not frozen. It evolves. But it evolves through statutes, court 
opinions, bar commentary, and market practice in a way the corporate bar can track. That dynamic 
stability is one of Delaware's strongest advantages.

5. Court of Chancery and the Predictability Premium
The Delaware Court of Chancery is the institutional reason Delaware matters. The court describes 
itself as the nation's preeminent forum for disputes involving the internal affairs of thousands of 
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Delaware corporations and other business entities, with unique competence and exposure to 
business-law issues. [3]

What makes it different?
 Specialized judges: The Chancellor and Vice Chancellors handle corporate and equity disputes 

repeatedly. They develop expertise that generalist courts may not have.
 No juries in equity matters: Corporate cases are decided by judges who write reasoned opinions. 

This helps create doctrine that lawyers, boards, and investors can study.
 Speed and remedies: M&A and governance disputes often require preliminary injunctions, 

expedited discovery, and transaction-sensitive remedies. Chancery practice is built for that tempo.
 Direct appellate path: Appeals go to the Delaware Supreme Court, which reinforces a coherent 

body of corporate law.
 Predictability premium: Parties are not guaranteed to win, but they are better able to estimate 

how a dispute is likely to be analyzed.

Predictability does not mean pro-plaintiff or pro-management in every case. It means investors, 
boards, and lawyers can price risk before capital is committed or a transaction is signed. That is why 
Delaware law is infrastructure: it lowers uncertainty in high-value transactions.

6. Governance Doctrines: Fiduciary Duties, Derivative Suits, and the 
Business Judgment Rule
Delaware corporate governance is board-centered but not lawless. The default architecture gives the 
board authority, then disciplines that authority through fiduciary duties, disclosure obligations, 
stockholder voting, litigation standards, and equitable remedies.

6.1 Fiduciary duties
Directors and officers are generally analyzed under duties of care, loyalty, and good faith. The duty of 
care asks whether decision-makers used an informed process. The duty of loyalty asks whether 
fiduciaries put the corporation and stockholders ahead of personal interests. Good faith polices 
intentional misconduct, conscious disregard, and bad-faith conduct. The exact application depends on 
context, charter provisions, statutory changes, and case law.

6.2 Business judgment rule
The business judgment rule is the default judicial posture of deference to disinterested, independent, 
informed board decisions made in good faith. It is vital for capitalism because courts are not 
supposed to second-guess every failed business decision. A bad outcome is not automatically a breach 
of duty. Process, independence, disclosure, and conflict management matter.

6.3 Derivative lawsuits
A shareholder derivative lawsuit is brought by a stockholder on behalf of the corporation, typically 
alleging harm to the corporation by directors, officers, or controllers. Delaware doctrine makes 
derivative litigation possible but gated. Stockholders often must satisfy demand requirements or 
plead demand futility, and the court scrutinizes whether the stockholder is truly asserting a corporate 
claim rather than an individual claim.
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6.4 Conflict transactions and cleansing
Transactions involving interested directors, officers, or controlling stockholders receive more judicial 
attention. Good practice includes independent committees, informed disinterested-stockholder 
approval, full disclosure, careful minutes, independent advisers, and a record showing real 
negotiation. SB21 changed important details of this landscape by codifying safe-harbor procedures in 
Section 144, so companies should not rely on outdated templates. [16]

Doctrine Practical meaning for founders and 
boards Investor implication

Business judgment rule Courts defer to independent, informed, 
good-faith board decisions

Investors care about board process, 
minutes, conflicts, and advice of 
counsel

Duty of care Decision-makers must use an informed 
process

Process can be as important as 
outcome

Duty of loyalty Conflicts must be disclosed and 
managed

Controller and insider transactions 
need careful structuring

Derivative suit Stockholder sues on behalf of the 
corporation

Provides accountability but also 
litigation risk

Entire fairness A strict review for conflicted/control 
transactions unless standards are 
cleansed

Independent committee and minority 
vote can be decisive

Exculpation/indemnification Charter/bylaw/contract/insurance 
planning can reduce personal-liability 
risk within legal limits

Helps recruit directors but does not 
excuse all misconduct

7. M&A, VC, and IPO Mechanics

Figure 3. Delaware standardization supports the company lifecycle from formation to exit.

7.1 Venture capital
VC investment structures are repeat games. Investors want speed, comparability, and enforceable 
rights. Delaware C-Corps enable preferred stock with standardized terms, board governance, 
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protective provisions, drag-along mechanics, option plans, information rights, ROFR/co-sale 
arrangements, and clean cap-table records. A non-Delaware corporation can raise VC, but 
sophisticated investors often request a Delaware conversion before or at financing.

7.2 M&A
M&A buyers want confidence that approvals, fiduciary processes, merger mechanics, appraisal rights, 
and stockholder consents will withstand scrutiny. Delaware gives the buyer, seller, board, 
stockholders, and financing sources a known legal vocabulary. In contested or conflicted deals, the 
Court of Chancery can move quickly enough to matter before closing.

7.3 IPOs
IPO readiness is not only an SEC disclosure project. It is a governance project. The company needs 
public-company charter provisions, bylaws, board committees, director independence processes, 
indemnification, D&O insurance, equity plans, capitalization records, and predictable takeover-
governance design. Delaware is familiar to underwriters, auditors, institutional investors, and 
plaintiffs' firms, which reduces friction even though it does not eliminate litigation risk.

8. Network Effects and Professional Standardization
Delaware's dominance is a network effect. Lawyers draft Delaware documents because investors ask 
for them. Investors ask for them because acquirers, underwriters, and courts understand them. 
Courts produce opinions because so many companies are there. Those opinions give lawyers better 
guidance. Better guidance attracts more companies.

The professional network includes:
 Startup law firms drafting charters, bylaws, stock purchase agreements, investor rights 

agreements, voting agreements, ROFR/co-sale agreements, and option plans.
 Venture capital and private equity firms using familiar economic and governance rights.
 Investment banks and underwriters reviewing governance structures for IPOs and follow-on 

offerings.
 Accounting and tax advisers handling equity compensation, financial reporting, and state tax 

nexus.
 Registered agents, filing services, cap-table platforms, payroll providers, and compliance tools 

built around Delaware workflows.
 Judges and litigators who refine the rules through repeated corporate disputes.

This network effect explains why Delaware remains strong even when other states advertise lower 
fees, more privacy, or stronger management protections. Delaware is not just cheaper or faster. It is 
more interoperable with the capital markets.



The American Newspaper | https://americannewspaper.org    |    AmericanTV | https://americantv.org

9. Administration, Anonymity, Franchise Taxes, and Foreign 
Qualification

9.1 Ease of registration and fast processing
Delaware formation is administratively efficient. A corporation files a certificate of incorporation 
with the Division of Corporations, appoints a Delaware registered agent, and then completes internal 
organization: bylaws, incorporator action, board consent, stock issuance approvals, founder IP 
assignments, capitalization records, tax registrations, EIN, and required securities-law compliance. 
Fast filing matters, but it is not the main reason sophisticated investors prefer Delaware.

9.2 Privacy and anonymity
Delaware formation documents generally do not require public listing of every stockholder. This 
creates a privacy advantage compared with some state filing systems. But it is not absolute 
anonymity. Banks, tax authorities, litigation, securities laws, KYC/AML procedures, payroll systems, 
investor diligence, and beneficial-ownership rules can require disclosure. Founders should treat 
Delaware privacy as reduced public-record exposure, not invisibility.

9.3 Franchise taxes and annual reports
Delaware corporations must file annual reports and pay franchise taxes. The Division of Corporations 
states that active domestic corporation annual reports and franchise taxes for the prior year are due 
on or before March 1 and must be filed online; failure results in a $200 penalty plus 1.5 percent 
monthly interest on tax and penalty. The non-exempt domestic corporation annual report filing fee is 
$50. The minimum franchise tax is $175 under the Authorized Shares Method and $400 under the 
Assumed Par Value Capital Method, with a $200,000 maximum unless the company is a Large 
Corporate Filer, for which the amount is $250,000. [4]

This is why a Delaware startup may receive a frightening franchise-tax notice if it authorizes many 
shares and uses the wrong calculation method. Founders should understand authorized shares, par 
value, issued shares, gross assets, and the assumed par value method. The right answer is usually not 
panic; it is correct calculation and timely filing.

9.4 Delaware income tax reality
Delaware's corporate income tax rate is 8.7 percent of federal taxable income allocated and 
apportioned to Delaware under its formula, according to the Delaware Division of Revenue. [7] A 
company incorporated in Delaware but operating elsewhere may not owe Delaware income tax on 
non-Delaware operations, but it can still owe Delaware franchise tax and taxes in the states where it 
actually does business. Delaware is therefore not a universal tax shelter.

9.5 Foreign qualification
Foreign qualification means registering a company formed in one jurisdiction to do business in 
another. Delaware itself requires corporations formed elsewhere that do business in Delaware to file 
a foreign qualification form and certificate of existence. [8] The same concept applies when a 
Delaware corporation does business in California, New York, Texas, Wyoming, or another state: the 
operating state may require registration, tax filings, reports, and a local registered agent.
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California is a clear example: the California Franchise Tax Board states that foreign corporations 
qualify to do business by filing with the Secretary of State and that once a foreign corporation 
qualifies, or even does business without qualifying, it becomes subject to the franchise tax; every 
corporation incorporated, registered, or doing business in California must pay the $800 minimum 
franchise tax, subject to limited exceptions. [10]

Obligation Why it matters Common founder mistake
Registered agent Required to maintain service of 

process and good standing in Delaware
Ignoring registered-agent notices

Annual report and franchise tax Required each year for Delaware 
corporations

Missing March 1 or using wrong 
calculation method

Foreign qualification Required where the company actually 
does business

Thinking Delaware replaces 
California/New York/Texas registration

Board and stockholder approvals Creates corporate authority record for 
financings, grants, contracts, and exits

Issuing stock or options without proper 
approvals

Securities compliance Private stock issuances require 
exemptions and records

Treating founder/employee equity as 
informal promises

Tax nexus and payroll State tax, payroll, sales tax, and 
employment law follow operations

Assuming online operations are tax-
free everywhere

10. Delaware vs Nevada, Wyoming, New York, California, and Texas

Figure 4. State selection depends on whether the main problem is capital-market standardization or operating-state 
simplicity.

No state is universally best. State choice is a function of capital strategy, operational footprint, tax 
nexus, privacy preferences, investor expectations, administrative cost, and litigation environment.

State Primary advantage Primary limitation Best-fit use cases
Delaware Deepest corporate-law 

ecosystem, Chancery Court, 
Extra fees and foreign 
qualification if operating 

VC-backed startups, public-
company candidates, PE/VC 
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DGCL flexibility, 
VC/M&A/IPO 
standardization

elsewhere; not always tax-
saving

portfolio companies, 
sophisticated holding 
structures

Nevada Privacy and management-
protection branding; no 
state corporate income tax; 
often marketed as business-
friendly

Less accepted by 
institutional VC/IPO 
markets; annual business-
license/list costs can be 
significant

Some closely held 
companies, privacy-sensitive 
private entities, Nevada 
operations

Wyoming Low annual license tax for 
many entities and strong 
LLC popularity; annual 
report/license tax is $60 or 
$0.0002 per dollar of 
Wyoming assets, whichever 
is greater. [15]

Less public-company/VC 
case-law depth; not the 
standard for institutional 
equity financings

Small private LLCs, holding 
companies, asset vehicles, 
simple online businesses 
after nexus review

New York Prestige, finance/media/legal 
market, local credibility for 
NY operations

Higher tax/compliance 
burden; foreign 
corporations doing business 
in NY are subject to Article 
9-A franchise tax rules. [12]

NY-based local businesses, 
media businesses with NY 
operations, professional 
firms, finance/real estate 
businesses

California Unavoidable legal/tax 
relevance for California 
operations and workforce; 
deep tech ecosystem

Minimum franchise tax and 
extensive compliance; 
Delaware companies doing 
business in CA still face CA 
obligations. [10]

California operating 
companies, especially when 
DE C-Corp is paired with CA 
foreign qualification

Texas Large market, no 
personal/corporate income 
tax, business-friendly brand; 
2026-2027 no-tax-due 
franchise threshold is $2.65 
million. [9]

Corporate-law network not 
as deep as Delaware for 
national VC/IPO practice

Texas operating businesses, 
growth companies with 
Texas nexus, some 
companies seeking 
alternative domicile

10.1 Nevada
Nevada competes on privacy, asset-protection rhetoric, and management-friendly statutes. It may be 
attractive to some privately held businesses. But for VC-backed startups and public-company 
candidates, the issue is not only management protection. The issue is whether investors, 
underwriters, acquirers, and plaintiffs' counsel can predict the governance consequences. Delaware 
generally has the deeper network.

10.2 Wyoming
Wyoming is a serious LLC state for low-cost private entities and holding structures. The Wyoming 
Secretary of State explains that active business entities must file annual reports, with license tax 
generally based on assets located and employed in Wyoming or a flat amount; the FAQ states the fee 
for profit corporations, LLCs, limited partnerships, and registered LLPs is $60 or $0.0002 per dollar of 
Wyoming assets, whichever is greater. [14][15]

10.3 New York
New York is not usually chosen for VC standardization, but it is often appropriate when the business 
is physically, operationally, and commercially centered in New York. New York's Department of State 
lists a $125 incorporation fee for business corporations and a $9 biennial statement fee; it also lists 
foreign application fees. [11] New York tax law requires domestic corporations and foreign 
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corporations doing business, employing capital, owning or leasing property, maintaining an office, or 
deriving receipts from activity in New York State to file and pay Article 9-A franchise tax. [12]

10.4 California
California illustrates why Delaware is not a tax escape hatch. Many Silicon Valley companies are 
Delaware C-Corps but still qualify and pay taxes in California because their people, offices, payroll, 
and customers create California obligations. For California-operating companies raising VC, the 
common structure is Delaware C-Corp plus California foreign qualification.

10.5 Texas
Texas is a major competitor because it combines a huge economy, strong operating-state brand, and 
no personal or corporate income tax. But Texas still has a franchise tax system. The Texas Comptroller 
lists the 2026-2027 no-tax-due threshold at $2,650,000, with a 0.375 percent retail/wholesale rate and 
0.75 percent rate for other taxable entities above applicable thresholds. [9] Texas is increasingly 
important, but for national VC/IPO standardization Delaware remains the default.

11. Entity and State Recommendations by Company Type

Figure 5. A practical decision map for founders.

Company type Usually appropriate 
structure Why Watch-outs

Small local business Home-state LLC or S-Corp 
election if tax adviser 
recommends

Simpler, cheaper, matches 
local tax/licenses

Delaware may create 
duplicate annual fees and 
foreign qualification

Online bootstrap business Home-state LLC, or 
Delaware LLC if 
investor/privacy/IP reasons 
justify it

Avoid unnecessary 
complexity unless cross-
state strategy matters

Nexus, sales tax, platform 
income, payroll, and owner 
state tax still matter

VC-backed startup Delaware C-Corp Investor standard, preferred 
stock, option pool, M&A/IPO 
path

Annual franchise tax, 
securities compliance, board 
records, foreign 
qualification

Company aiming to go 
public

Delaware C-Corp Public-market governance 
standard and underwriter 

Public-company 
governance, D&O insurance, 
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familiarity stock exchange rules, SEC 
compliance

Holding company Delaware LLC/LP or 
Wyoming LLC depending on 
assets, investors, and tax 
advice

Contract flexibility and pass-
through treatment can be 
useful

Substance, tax residency, 
asset location, and creditor 
issues

Media company Local LLC for small owner-
operated outlet; Delaware C-
Corp if raising institutional 
capital or building scalable 
media platform

Choice depends on capital 
strategy more than editorial 
mission

Defamation insurance, IP 
ownership, employment, 
subscriptions, data privacy, 
ad revenue nexus

For The American Newspaper or AmericanTV-style media ventures, the practical decision turns on 
financing and ambition. If the venture is a local, owner-managed publication with modest outside 
capital, an LLC in the operating state may be simplest. If it seeks venture capital, institutional 
investors, stock option incentives, acquisition optionality, or a public-company path, a Delaware C-
Corp becomes more compelling. If it operates in New York, Tennessee, California, or Texas, Delaware 
formation does not remove operating-state registration and tax analysis.

12. Costs, Obligations, and Founder Checklist
A Delaware C-Corp should be formed with a financing and governance plan, not as a generic internet 
filing. The cost is not only the filing fee. The real cost is maintaining a clean legal record that investors 
can diligence.

12.1 Formation checklist
 Choose entity: Delaware C-Corp, Delaware LLC, home-state LLC, or other form.
 Reserve/clear name and appoint Delaware registered agent.
 File certificate of incorporation with appropriate authorized shares and par value.
 Adopt bylaws, appoint directors/officers, and approve initial corporate actions.
 Issue founder stock with board approval, stock purchase agreements, vesting if applicable, and 

83(b) election where applicable.
 Assign IP from founders/contractors to the company.
 Obtain EIN, open bank account, set up bookkeeping, payroll, cap table, and tax filings.
 Adopt equity incentive plan before granting options or restricted stock units.
 Qualify as foreign corporation in states where the company is doing business.
 Calendar Delaware annual report and franchise tax deadline, registered-agent renewals, and 

operating-state filings.

12.2 Investor-readiness checklist
 Clean capitalization table with authorized, issued, reserved, and fully diluted shares.
 Board and stockholder consents for all major issuances and contracts.
 Founder IP assignments and invention-assignment agreements for employees/contractors.
 No informal equity promises outside the cap table.
 Tax adviser review of QSBS, 83(b), 409A, payroll, and state nexus.
 Well-drafted charter/bylaws and investor documents using current Delaware law.
 Conflict-management process for insider transactions and related-party arrangements.
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 D&O insurance and indemnification planning before institutional financing or public-company 
transition.

12.3 When Delaware is not worth it
 A single-location restaurant, store, trucking business, or professional service firm with no outside 

investors.
 A business whose owners need pass-through taxation and do not need preferred stock.
 A company that will operate only in one state and wants the lowest compliance burden.
 A founder who is choosing Delaware solely for perceived tax avoidance.
 A regulated business whose licensing regime effectively dictates state structure.
 A company unwilling to maintain board minutes, stock records, tax filings, registered agents, and 

foreign qualifications.

13. Conclusion: Delaware Is Legal Infrastructure, Not a Tax Trick
The essence of a Delaware corporation is not tax avoidance. It is legal predictability, investor-
friendliness, and corporate governance infrastructure. Delaware became the standard platform 
because it solved a coordination problem for American capitalism. Founders, boards, investors, 
lawyers, banks, acquirers, underwriters, auditors, and courts needed a common legal language for 
equity, authority, duties, conflict transactions, mergers, and remedies. Delaware supplied that 
language.

For founders, the decision is practical. If the business is local, owner-managed, and unlikely to raise 
institutional capital, Delaware may be unnecessary. If the business seeks venture capital, preferred 
stock financing, employee equity, M&A optionality, or IPO readiness, Delaware C-Corp formation 
often becomes the default because the market already understands it.

Delaware is therefore best understood as a governance and capital-markets platform. It does not 
eliminate taxes. It does not eliminate litigation. It does not replace operating-state law. It does make 
corporate law more legible, scalable, and financeable. That is the real reason investors prefer it.
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