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 Distinguish between informal and formal 
business structures
 Explain the importance of liability being matched 

to the business endeavor
 Recognize the tax implications of informal and 

formal business structures
 Discuss how to establish an LLC and a 

corporation 
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LEARNING OBJECTIVES



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. formal business 
structures.
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Business Structures: Options for 
Entrepreneurs
Sole proprietorship
 An informal business 

structure
 No legal filings required in 

state of operations
 Taxes are filed on personal 

tax return
 Schedule C

 May obtain an EIN if desired
 No liability protection
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Business Structures: Options for 
Entrepreneurs (cont.)
Partnership
 Informal business structure
 Startup is similar to that for sole proprietorship
 Taxes filed on personal tax return
 Form 1065

 Profits and liability are 
split per partnership 
terms
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Business Structures: Options for 
Entrepreneurs (cont.)
Limited Liability Company (LLC)
 Formal business structure 
 Liability is limited to company’s assets
 Required documentation
 Articles of organization
 Operating agreement

 Tax-filing options:
 Sole proprietorship
 Partnership
 Corporation
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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
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 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



Business Structures Based on 
Business Needs
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Business Taxes: File on Personal or 
Business Return?
Sole proprietorship
 Requires an EIN for employee payroll tax filings
 A pass-through entity 
 Earnings of the company are “passed through” to the owner

 Sole proprietor pays 100% of self-employment tax
 FUTA and FICA (Social Security and Medicare)
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Business Taxes: File on Personal or 
Business Return? (cont.)
Limited liability company
 Requires an EIN if more than one person is in the LLC
 Can deduct salary from LLC earnings if filing as a 

corporation
 Can elect to be a pass-through entity
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Business Taxes: File on Personal or 
Business Return? (cont.)
Corporation
 Has an EIN due to its separate entity status
 No pass-through taxation
 Deducts salaries from corporate earnings
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Setting Up an LLC and a Corporation

LLC process:
1. Select a name. 
2. Choose a registered agent (often the secretary of 

state).
3. File articles of organization.

Rules and responsibilities for how the LLC will be run
4. Create an operating agreement.
5. Obtain an EIN. 

13



Setting Up an LLC and a Corporation 
(cont.)
LLC articles of organization
 Specifies name/location
 Designates registered agent
 Identifies period of 

operation
 Stipulates whether
 Member managed
 Manager managed
 Director managed
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Setting Up an LLC and a Corporation 
(cont.)
LLC operating agreement
 Specifies name/location
 Specifies all members
 Specifies rules and policies 

for the LLC and its members
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Setting Up an LLC and a Corporation 
(cont.)
Corporation requirements
 Issue stock
 Be named 
 Include Corporation/Corp. or Incorporated/Inc.

 Select a registered agent
 Be incorporated 
 By an individual over the age of 18

 Create articles of incorporation 
 Create bylaws
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 Formal (legal) and informal business entities 
have different rules and requirements.
 Considering risk and liability is critical when 

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

choosing the business structure.
 There are requirements for establishing LLCs and 

corporations that can include obtaining an EIN, 
filing documentation, or issuing stock.
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