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One point two describes the various types of business organizations and their advantages and disadvantages
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The main forms of business organization are the sole proprietorship which is a business owned by one person, a partnership which is a business owned by two or more people and a corporation which is a business organized as a separate legal entity and is owned by a group of people called stockholders. 
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Over the past few years another form of business called a Limited Liability Corporation or LLC has gained favor in the business world. Many think this is a great way to organize a business. LLC’s essentially have both corporation and partnership characteristics. 
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The advantages of a sole proprietorship is that it is easy to form and gives the owner complete control of the business. There are some significant disadvantages to organizing your business as a sole proprietorship.  The one that concerns the most is the “unlimited personal liability” business owner’s shoulder under this business structure. If the business incurs a liability it cannot cover with the business’ assets then the owner must cover it with personal assets like their personal home. Another issue is that sole proprietorships have a limited life.  If the owner sells, retires or dies the sole proprietorship ceases to exist. It can be difficult to transfer ownership of the business to another. One of the most important things a person can do when planning to enter a business is to also plan on how to exit the business. Many individuals have built up successful businesses but had not made any plans as to who they might pass the reins of the business to once they were ready to retire.
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The advantages of a partnership are that it too is easy to form and partners can bring different skills and resources to the business. As with the sole proprietorship there are some significant disadvantages to organizing as a partnership.  The biggest concern is the “unlimited liability”. If a partner files for bankruptcy the creditors can come after the entire partnerships assets, and not just the partners share.  Ultimately, the bankruptcy will dissolve the partnership, which is another disadvantage. Partnerships have a limited life.  Any change in the number of partners will result in the old partnership dissolving and a new partnership emerging.  Retirements, adding a new partner or a partner dies are all changes that will result in the partnership ceasing to exist. When partners retire they are usually bought out by the other partners, it can be hard to come up with the funds to make that buy out.
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There are several advantages to using the corporation form of business organization.  First, it has “unlimited life. Corporations are broken up into several shares which can be easily transferred between individuals.  The transfer of these shares does not impact the day to day business of the corporation.  Owner’s liability is limited to the value of those shares and not their personal assets. And, corporations often find it easier to raise capital or money to expand the business over partnerships and sole proprietors.  Corporations have their disadvantages too. First there tends to be more government oversight which can be get expensive and there is the issue of double taxation.  That is were the profits of the corporation are taxed and if there is any dividends paid out to the owners those monies are taxed at the owner level as well.  
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The Limited Liability Corporation or LLC is essentially a combination of the good things about a corporation and the good things about a partnership.  First like a partnership the profits are only taxed once. In addition it still maintains the limited liability of a corporation. It is not without its problems though. It depends on the state as to whether it enjoys “unlimited life” and members or partners are required to pay Social Security and Medicare taxes on the profits. Many businesses today choose to organize as this form of business.

