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Choosing the right Business Entity for your business 

Starting a business or being an entrepreneur could be a terrifying thing. Many things are going 

through your mind, your mind spinning around like a roller coaster, thinking about how I go about 

it, how do I start, how do I market my product or service, will I make a profit, who is my market 

audience. Yes, all these are legitimate questions when starting a business. But many people tend 

to focus on all the above questions and forget the one major part of all this. WHAT'S THE 

RIGHT BUSINESS ENTITY FOR MY BUSINESS? 

This road map and guide will introduce the different types of business entities out there. It will 

outline their defining characteristics and describe the other kind of tax liabilities to you. When it 

comes to taxes, investing, and opening a business, it seems as if the terms are never-ending. Being 

a smart business owner, choosing the correct entity for your business or a financially intelligent 

individual takes research and education. The most proficient way of selecting the right business 

entity for your business revolves around matching the business's needs (present and future) and its 

owners in legal, financial, and tax-related areas. 

As you progress through the road map and guide, think of business owners with whom you are 

already acquainted. What category do their businesses fall under? Is the legal form appropriate for 

what the owner wants to achieve? 

The following information is to inform potential, or an active business owners of specific ways 

certain Business Entities can affect your Business and Financial plan (present or future)  

 

 



 

Definition of the Four Major Types of Business Entities 

A good starting point is to have a better understanding of what each entities choice represents:  

SOLE PROPRIETORSHIP  

This entity is the simplest form of business organization or the simplest way to set up a business. 

In this form, the owner is the business. One owner makes all the business decisions and earns all 

the profits that come through the company. Thus, anyone who does business without creating a 

separate business organization has a sole proprietorship. The sole proprietor is responsible for all 

the debts, liabilities, and obligations incurred by the company.  

Advantages of the Sole Proprietorship 

This entity, as we know, is the most accessible type of entity to set up. A significant advantage of 

the sole proprietorship is that the proprietor owns the entire business and receives its profits. In 

addition, starting a sole proprietorship is often more manageable and less costly than creating any 

other kind of business entity; a few legal formalities are required. Terminating the business 

requires no one's permission as well. Record keeping is more manageable than other forms. 

Disadvantages of Sole Proprietorship 

The significant disadvantages of a sole proprietorship are that all the business losses and liabilities 

are on the shoulder of the sole proprietor. It may be challenging to raise capital. The liability of 

the owner is unlimited liability for the business actions.  

 



 

Taxes 

The Sole Proprietorship tax year is usually on a calendar year basis. It has no double taxation 

problems. It enables the sole proprietor to save money on taxes if the owner employs offspring, 

especially those under 18. Sole proprietor is also allowed to establish certain retirement plan  

accounts for themselves and those retirement accounts can be tax-exempt until funds are  

withdrawn. Specific business schedules are included on the tax return filing, Certain business  

schedules are retained on the individual 1040 form, but no independent, stand-alone returns are  

filed. 

PARTNERSHIP  

The UPA defines partnership as "an association of two or more persons to carry on as co-owners 

a business for profit" [UPA 101(6)]. A partnership is a little more complicated than a sole 

proprietor. Running a partnership as an entity, there's usually an agreement between two or more 

participants who carry on a trade or business together and allocate the ownership and profit/loss 

aspects according to their contractual terms. In partnership, two or more owners share the 

management of a business. Each partner is personally liable for all the debts, liabilities, and 

obligations incurred in the business. Each partner is also responsible for and must assume the 

consequences of the other partner's actions (s). 

 



 

LIMITED LIABILITY PARTNERSHIP 

This business form is a hybrid business designed chiefly for professionals who do business as a  

partnership. An LLP allows professionals from different filed to do business together. Such as  

attorneys and accountants, to avoid each professional's liability due to malpractice. A partner in an  

LLP is still liable for his or her wrongdoing in the business. This aspect of the business formation  

allows the partnership to continue as a pass-through entity for tax purposes.          

LIMITED PARTNERSHIP  

We now look at the business organizational form that limits the liability of some of its owners. A  

limited partner consists of at least one general partner and one or more limited partners. The 

partners combine only capital. They are not involved in managing the business and cannot be held  

liable for more than the amount of capital they contribute; This is known as limited liability. 

Advantages of Partnership 

The formation of the partnership is not as complicated as cooperation. The cost of setting up a  

partnership is relatively low. Operational losses in the business can also be uses to offset other  

incomes of the partners. The setting up of partners can be oral or written. It brings an additional  

source of investment capital. The regulation on this entity is regulated.  

 



 

Disadvantages of Partnership 

The disadvantages are similar in scope to a sole proprietorship: No limited liability protection  

exists; the partnership usually ends upon the termination of a majority partnership interest. So,  

continuity is limited, earnings cannot be retained, and tax-free fringe benefits are limited. It can  

also be challenging to find a suitable partner.  

Taxes 

For federal income tax purposes, the partnership is a pass-through entity and not a taxpaying entity.  

A pass-through entity is a business entity that has no tax liability. The entity income is passed  

through the owner's income, who pays income taxes on it. The partner's profits (whether distributed  

or not) are taxed as individual income to the individual partners. The partners can also deduct a  

share of the losses on their individual tax returns.   

LIMITED LIABILITY COMPANY (LLC)  

A limited liability company (LLC) is a hybrid that combines the limited liability aspects and the 

tax advantages of a partnership. To qualify as an LLC, it can't have at least two of the main 

components of a corporation: continuity, centralized management, transferability of ownership. 

Advantages of Limited Liability Company (LLC) 

 A vital advantage of the LLC is that the liability members are limited to their investment. Such as 

foreign investors could be members. The management of business operations is flexible. It has  



 

limited liability protection for its members yet allows the "flow through" of income and losses to 

the partners, so there is less chance for double taxation.  

Disadvantages of Limited Liability Company (LLC)  

The main disadvantages of the LLC are centered around the fact that certain states have varying 

rules and regulations concerning their operations, legal status, and degree of limited liability 

protection available. Therefore, a business that operates in more than one state may not receive 

consistent treatment in these states. 

Taxes 

One of the essential facts to know about this entity is its flexibility when it comes to taxation. The  

choice of the tax year is usually calendar unless the business purpose is met—no double taxation  

problems. Cannot retain earnings; taxable to partners in the year posted, whether they are  

distributed or not. When it comes to the tax return, the entity can file like partnerships, Form  

1065. When it comes to possible tax savings, the entity can create definite possibilities to shift  

income to family members in lower tax brackets. 

CORPORATION 

A corporation is a legal entity created through the state charter. This business entity can have one  

or more members called (shareholders), it is authorized to perform primarily all the business  

activities an individual can, and it operates under a name distinct from the owners' name. The  



 

corporation substitutes itself for its shareholders when conducting corporates business and  

incurring business liabilities. It is formed through the issuance of stock or securities. There are two  

main types: Regular ("C") or Subchapter S ("S"). 

Advantages of Corporation  

The critical importance of a corporation is the limited liability protection it provides to its owners,  

the transferability of ownerships is easy, it has a continuity even if original owners no longer exist,  

No limit for "C" types; maximum of 75 qualified shareholders for "Sub S" types, 

Disadvantages of Corporation    

  There are numerous disadvantages when it comes to a corporation as an entity. Setting up a 

corporation could be very expensive. When it comes to taking money out from the corporation, it 

can be tricky; the recordkeeping can be complicated to preserve the limited liability feature. 

Taxes 

There are tax advantages to incorporating a business. These include lower income tax rates and 

the ability to carry forward losses of previous years to offset profits in subsequent years. Choice 

of the tax year can be calendar or fiscal for most "C" types. Must be a calendar for "Sub S" types 

unless business purpose and special permission are granted. There could  

be tremendous estate tax planning opportunities, tax-free fringe benefit plans, and more flexible 

pension plans.         

 



 

What to take away from this information  

As mentioned earlier in the introduction, many ways are choosing a business entity can affect a 

business owner, such as taxes, income, and plans. Most of those highlights are for potential or 

active business owners. There are possibilities regarding your tases and business. Here at Cre8tive 

Global Consulting, we want to provide financial literacy education and inform our readers. 

However, everyone's position is different. We highly recommend speaking to a specialist, such as 

an Accountant, Tax strategies, or Business consultant, who can take time to go through your 

business, financial history, and business plan to determine the best course of action to take.     

 

 

 

 

 

 

 

 

 

 

 



 

BOOK YOUR CALL TODAY 

 Suppose you are a potential or active business owner and looking to speak to a tax professional 

or a business consultant about which entity is best for you. In that case, we could help you save 

money on your taxes and provide business management tips.  

Book your Free call here today.          

 

https://app.squarespacescheduling.com/schedule.php?owner=24690377

