Advantages and Disadvantages of Sole Proprietorships

The most common and simplest form of business is a sole proprietorship. Many small businesses operating in the United States are sole proprietorships. An individual proprietor owns and manages the business and is responsible for all business transactions. The owner is also personally responsible for all debts and liabilities incurred by the business. A sole proprietor can own the business for any duration of time and sell it when he or she sees fit. As owner, a sole proprietor can even pass a business down to his or her heirs. 

In this type of business, there are no specific business taxes paid by the company. The owner pays taxes on income from the business as part of his or her personal income tax payments. As the sole proprietor, the owner keeps all profits after taxes on income have been paid.

Sole proprietors need to comply with licensing requirements in the states in which they're doing business, as well as local regulations and zoning ordinances. The paperwork and formalities, however, are substantially less than those of corporations, allowing sole proprietors to open a business quickly and with relative ease — from a bureaucratic standpoint. It can also be less costly to start a business as a sole proprietor, which is attractive to many new business owners who often find it difficult to attract investors. 

Most sole proprietors rely on loans and personal assets to initially finance their business. Some will elect to incorporate once the business has started to grow, while other business owners maintain their sole proprietorship for many years. 

Key Terms to Apply: Unlimited Liability, Limited Life
Advantages and Disadvantages of General Partnerships

General partnerships consist of two or more partners who are both (all) responsible for the business. They share assets, profits, liabilities, and management responsibilities for running the business. 

General partnerships are formed by individuals. They are taxed in the same manner as a sole proprietorship, meaning that each partner includes business income on his or her personal income tax return. Each partner can also deduct losses from the business on his or her own individual tax return. 

General partnerships provide a means of raising capital quickly, and can also allow several people to combine resources and expertise. However, several problems can occur as well. Partners may have different visions or goals for the business. There may be unequal commitment in terms of time and finances. There may also be personal disputes. Partners are personally liable for business debts and liabilities. Each partner may also be liable for debts incurred, decisions made, and actions taken by the other partner or partners. At some time, there most certainly will be disagreements in management plans, operational procedures, and future vision for the business. You may encounter difficulty in attracting investors. 

General partnerships can be less expensive and require less paperwork and formalities than a corporation, but the partnership agreement is a key element and should be drawn up with due diligence on the part of all parties. 

General partnerships can thrive when each partner brings a specific strength to the business. If each partner takes on a defined role and there is general agreement on the business plan, goals, and visions from the outset, a partnership can be advantageous. Work can get done more quickly, and having several partners involved will increase the potential of acquiring resources and attracting backers. In the end, the success of such an endeavor depends largely on the personalities of the parties involved. 

Key Terms to Apply: Unlimited Liability, Limited Life
Advantages and Disadvantages of Forming a Corporation

A corporation is defined as a legal entity or structure created under the authority of a state's laws, consisting of a person or group of persons who become shareholders. The entity's existence is considered separate and distinct from that of its members. Like a real person, a corporation can enter into contracts, sue and be sued, pay taxes separately from its owners, and do the other things necessary to conduct business. Incorporation can be a complicated process. You may choose to hire an attorney to guide you through the process. 
One of the key reasons for forming a corporation is the limited liability protection provided to its owners. Because a corporation is considered a separate legal entity, the shareholders have limited liability for the corporation's debts. The personal assets of shareholders are not at risk for satisfying corporate debts or liabilities. 
Since a corporation is a separate legal entity, it pays taxes separate and apart from its owners. Owners of a corporation only pay taxes on corporate profits paid to them in the form of salaries, bonuses, and dividends. The corporation pays taxes, at the corporate rate, on any profits. 
The built-in stock structure of a corporation makes it attractive to investors. The stock structure also allows corporations to attract key and talented employees by offering them an ownership interest in the form of stock options or stock. 
Corporations have a set management structure. The owners of a corporation are shareholders, who elect a Board of Directors, which then elects the officers. Other than the election of directors, shareholders do not participate in the operations of the corporation. The Board of Directors is responsible for managing and exercising the rights and responsibilities of the corporation. The Board sets corporate policy and the strategy for the corporation, and elects officers — usually a CEO, vice president, treasurer, and secretary — to follow the policies set by the Board, and manage the corporation on a day-to-day basis. 

A corporation continues to exist until the shareholders decide to dissolve it or merge with another business.  Shares of corporations are freely transferable, because as a separate entity, the existence of a corporation is not dependent upon who the owners or investors are at any one time. A corporation continues to exist as a separate entity, and is not terminated or dissolved even when shareholders die or sell their shares. 

Corporations have some negative aspects as well. The start-up costs are more expensive because of incorporation. The proper corporate formalities of organizing and running a corporation must be followed, to receive the benefits of being a corporation. Paperwork is a huge component of the corporate formalities that must be followed. Corporations have double-tax consequences — once when the company makes its profit, and a second time when dividends are paid to shareholders. 

Key Terms: Unlimited Life, Limited Liability, Double Taxation, Separation of Ownership and Management
