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LEARNING OBJECTIVES
 Identify the most commonly used business 

structures
 Explain the importance of liability being matched 

to the business endeavour
 Discuss how to set up different business 

structures
 Recognize the tax implications of various 

business structures

2



Case Study: Is Cone Crazy a Sole 
Proprietorship?

Willa knows that if a lawsuit exceeds 
her insurance policy, her private assets 
(car, personal savings account, 
furniture and more) could be used to 
cover the shortfall.

It’s time to learn about sole 
proprietorships vs. other forms of 
business structures.
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Business Structures: Options for 
Entrepreneurs

Sole proprietorship
 An informal business 

structure
 Easy to start
 Taxes are filed on personal 

tax return (T1)
 No liability protection
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Business Structures: Options for 
Entrepreneurs (cont.)

Partnership
 Sometimes considered an informal business structure
 Startup is similar to that for sole proprietorship
 Profits filed on a personal tax return (T1) for individual 

partners and a corporate tax return (T2) if the partner 
is a corporation (a T5013 may be required)

 Profits and liability are split per partnership terms
 Three kinds of partnerships: GP, LP and LLP
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Business Structures: Options for 
Entrepreneurs (cont.)
Corporation
 Formal business structure
 Limits liability to company assets
 Taxed on corporate earnings

and dividends paid on those
earnings

 Can raise capital via sale of 
pieces of ownership called 
stock

 Run by shareholders who
elect board members
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Managing Liability Through the 
Business Structure
 Liabilities are related to:
 Suppliers
 Credit payments
 Wages
 Taxes
 Asset management

 How to deal with 
liability depends on the 
business’s structure.

• Must be paid within the year

Current Liabilities

• Can be paid after one year or one operating cycle

Noncurrent Liabilities

• Depend on the outcome of an event

Contingent Liabilities

• Company holdings required for normal operations

Business Assets

Types of liability

7



Business 
Structures 
Based on 
Business Needs
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Setting Up a Sole Proprietorship, 
Partnership or Corporation
Sole proprietorship
 Select a name and register it.
 Determine if you will need a CRA business number 

(BN) for employee payroll tax filings, GST/HST and a 
provincial sales-tax account.

 Do you need municipal licences or permits?
 Are there other licensing requirements your business 

may need?
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Setting Up a Sole Proprietorship, 
Partnership or Corporation (cont.)
Partnership
 Decide on the type of partnership (GP, LP or LLP).
 Select a name and register it.
 Have a partnership agreement in place.
 Determine if you will need a CRA business number 

(BN) for employee payroll tax filings, GST/HST and a 
provincial sales-tax account.

 Do you need municipal licences or permits?
 Are there other licensing requirements your business 

may need?
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Setting Up a Sole Proprietorship, 
Partnership or Corporation (cont.)
Corporation
 Select a name.
 Decide whether to register federally or in a specific 

province/territory.
 Prepare articles of incorporation.
 A CRA business number (BN) may be set up for corporate 

taxes when you register your business, but determine if 
you will need a BN for employee payroll tax filings, 
GST/HST and a provincial sales-tax account.

 Do you need municipal licences or permits or to meet 
other licensing requirements?

 Prepare corporate bylaws, a minute book and resolutions.
 File an annual return each year.
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Business Taxes: File on Personal or 
Business Return?
Tax Implications
 CPP:

 As a proprietorship or partnership, you will pay 100% of the CPP yourself.
 As a corporation, the business pays 50% and the employee pays 50%.

 Tax reporting:
 As a proprietorship or partnership, profits are reported on the owners' 

tax returns.
 As a corporation, profits are reported on a Corporate Income Tax Return 

(T2).
 Corporate payments to shareholders:

 As a shareholder, profits may be paid to you in the form of dividends 
(after tax profits) reported on a T5.

 As an employee of your corporation, you may also receive a salary or 
wages that are reported on a T4.
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CHAPTER SUMMARY
 The most commonly used business structures 

are proprietorships, partnerships and 
corporations.
 Considering risk and liability is critical when 

choosing a business structure. 
 Considering tax compliance is critical when 

choosing a business structure.
 The processes for setting up proprietorships and 

partnerships are somewhat similar, but setting 
up a corporation has different requirements.
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