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30 Minute Thinker – Daily Learning Connections – CAREER TOOLS - 

ENTREPRENEURSHIP 

“Establishing Your Business Structure” Student Activity Sheet  
ENTR 005   

Lesson Objective – To compare and establish a business structure for my business.  

Student Materials List:  Paper, pencil or student computer, USB and access to Learning Connect small business tools. 

 

So, you want to be a business owner? 
 

Once your business name is selected, it needs to be protected.  However, you'll need to choose a business structure before 

you register your business with the state.  Business structure is a legal structure for conducting business.  It describes the 

relationship the business owner has with his business and determines how he/she pays taxes.  For example, if the business and 

the owner are one entity, then only one tax form is required.  All assets and liabilities belong and are responsibility of the business 

owner.  However, if the business structure is established as a corporation, the corporation is a separate entity and must file taxes 

separately.  All assets and liabilities belong to the corporation.  In summary, your business structure affects how much you pay in 

taxes, your ability to raise money, the paperwork you need to file, and your personal liability. For simplicity, we are only sharing 

the most common types of business structure denoting the type of business ownership desired.  The most common 

business structures are a sole proprietorship, partnership, LLC (Limited Liability Corporation) or a Corporation.  

What is a Sole Proprietorship?  

A sole proprietorship is a business of one without corporation or limited liability status. The individual represents the 
company legally and fully. Common proprietorship structures include part-time businesses, direct sellers, new start-ups, 
contractors, and consultants. 

What is a Partnership?  
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A partnership is a legal form of business operation between two or more individuals who share management and profits.  
The federal government recognizes several types of partnerships.  The two most common are general and limited 
partnerships. If your business will be owned and operated by several individuals, you'll want to take a look at structuring 
your business as a partnership. Partnerships come in two varieties: general partnerships and limited partnerships. In a 
general partnership, the partners manage the company and assume responsibility for the partnership's debts and other 
obligations. A limited partnership has both general and limited partners. The general partners own and operate the 
business and assume liability for the partnership, while the limited partners serve as investors only; they have no control 
over the company and are not subject to the same liabilities as the general partners. 

What is an LLC?  
 
A limited liability company, or LLC, is an entity created under state laws which has characteristics of both a corporation 
and a partnership. Like a corporation, the owners of an LLC are not personally liable for the debts of the LLC. Like a 
partnership and sole proprietorship, an LLC has operating flexibility and is a pass-through entity for tax purposes. This 
means that the profits of the LLC are passed through and taxable to the owners of the LLC. 
 

What is a Corporation?  

 

A corporation is a distinct legal entity created under state laws which can open a bank account, purchase property, enter 

into contracts and operate a business. One of the most important features of a corporation is that generally, its owners are 

not personally liable for the debts of the corporation.  

 

My Business Structure Selection 

It is best to understand the advantages of disadvantages of each structure before making a final business decision.  It is 

recommended that an attorney explain and discuss the impact of more complicated partnerships and corporate business 

structures, if needed.   Each structure will have a strong impact on taxes, liability protection and financing options. 

Conversely, there are advantages and disadvantages to each business structure.  The following table is not a legal document 

and the statements made may change or differ from state to state.  Consulting with local business counselors, attorneys, and 

accountants can prove helpful.   
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Business 
Structure 

Advantages Disadvantages 

Sole 
Proprietorship 

1. Has complete control and decision-making 
power on business decisions. 

2. Can still get a trademark to protect your 
business name and product/service. 

3. Your social security number can serve as 
your EIN – Employee Identification Number 
for income tax purposes. 

4. Profits and losses get passed through personal 
income without facing corporate taxes, 
allowing allocated profits to be taxed only 
once on each member’s individual income 
tax return.   

5. Sale or transfer can take place at the 
discretion of the sole proprietor. 

6. Minimal legal costs to forming a sole 
proprietorship. 

 
 

1. Extensive personal unlimited liability 
responsibility, including home and personal 
assets. 

2. Must pay self-employment tax contributions 
towards Medicare and Social Security.  (This is 
done to adjust your net income downward by 
the total employment tax that would have been 
paid by an employer, had you not been self-
employed. If the result is less than $400.00, you 
do not owe any self-employment tax on this 
income.) 

3. Must file a DBA (Doing Business As) with the 
local and state level, if doing business under a 
name other than name on social security file. 

4. Must comply with licensing requirements, local 
regulations and zoning ordinances. 

5. Finance Institutions are hesitant to serve as 
lenders. 

  

LP - Limited 
Partnership 
 
(However, an 
LLP - Limited 
Liability 
Partnership can 
operate similar to 
a LLC – Limited 
Liability 
Corporation) 

1. By combining resources, more skills, 
experience and finances are available to 
launch a business. 

2. Can still get a trademark to protect your 
business name and product/service. 

3. Your social security number can serve as 
your EIN – Employee Identification Number 
– for income tax purposes. 

4. Profits and losses get passed through personal 
income without facing corporate taxes, 
allowing allocated profits to be taxed only 
once on each member’s individual income 
tax return.   

5. General partnerships require very little 
paperwork.  

1. One partner has unlimited liability responsibility, 
including home and personal assets. 

2. One partner has more company control and 
must pay self-employment tax contributions 
towards Medicare and Social Security. (If LLP – 
Limited Liability Partnership – Both partners 
must pay self-employment tax contributions.) 

3. Must create an operating agreement spelling out 
each partner’s respective roles, obligations and 
measures of control in business decision-
making. 

4. Must comply with licensing requirements, local 
regulations and zoning ordinances. 
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6. Unlike corporations, partnerships can 
operate in multiple states without getting a 
new permit for each state. Usually, general 
partnerships must abide by fewer 
regulations and are under less government 
supervision than corporations. 

 

LLC – Limited 
Liability 
Corporation 

1. Limited Personal Liability Responsibility for 
business owner(s), meaning that the 
business operates as a separate entity, 
preventing loss of personal home and assets 
to resolve business debt. 

2. Less complex to establish than other 
corporate entities. 

3. Less paperwork than a regular corporation. 
4. Less meeting and reporting requirements 

than a regular corporation in most states. 
5. Lower tax rates than a regular corporation. 
6. If a single member LLC with no employees, 

your social security number (as opposed to 
applying for an EIN) can be used for federal 
tax purposes, unless required otherwise by 
lenders 

7. Profits and losses get passed through personal 
income without facing corporate taxes, 
allowing allocated profits to be taxed only 
once on each member’s individual income 
tax return.  

8. The operating agreement can provide 
flexibility on how profits are allocated, as 
opposed to proportion of ownership. 

 

1. Must pay annual fees and have more filing 
obligations. (An LLC registers its business by 
filing articles of organization and paying a fee to 
the relevant state office, which is the secretary 
of state in most states. The form request 
business name, business location, member 
name, planned duration of the business, etc.) 

2. Members of an LLC are considered self-
employed and must pay self-employment tax 
contributions towards Medicare and Social 
Security. 

3. Profits cannot be distributed if the business is 
not deemed solvent or the liabilities are greater 
than the assets. 

4. Must comply with licensing requirements, local 
regulations and zoning ordinances. 

 
 

Corporation 
 
(Advantages and 
Disadvantages is 

1. More abundant amount of financial 
resources available to business for growth 
and expansion. 

1. Must pay dividends based upon each 
stockholder’s proportion of ownership interest. 

2. Must file articles of incorporation with the 
appropriate state division. 
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based upon type 
of corporation 
established.) 

3. Must abide by other statutory limits and 
requirements. 

4. Must hold organizational meeting to elect 
corporate officers. 

5. Must determine authorized classes of shares. 
6. Must draft and enact bylaws that details the 

company’s internal management. 
7. Must meet regularly to discuss and finalize 

business strategy, finances and policies. 
8. Required to convene annual shareholders 

meeting. 
9. Standard corporations typically face the burden 

of double income taxation. The corporation’s 
profits are taxed as income and shareholders 
must pay income taxes on any dividends. 
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MY SMALL BUSINESS PORTFOLIO 

 

PORTFOLIO SECTION – Executive Summary – (1 – 2 sentences per item) 

 
Business Structure 

 
The legal structure of my business is a:  

 
 

PORTFOLIO SECTION – General Company Description – (1 paragraph) 

 
Business Description 

As mentioned, the legal form of operation selected for my business is a:  
This business structure was selected because (advantages): 
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