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4.6: Business Structures and The Business Plan

4.6.1 Choosing the Right Business Structure

One of the first and most crucial decisions an entrepreneur must make when starting a business is selecting the appropriate business
structure. This legal decision will impact various aspects of the business, including liability, taxes, and operational procedures. For
instance, a sole proprietorship offers simplicity and full control to the owner but also means personal liability for business debts. In
contrast, forming a corporation can limit personal liability but involves more complex regulations and tax requirements.
Additionally, a partnership allows for shared responsibilities and resources but requires clear agreements to manage potential
conflicts. The choice of business structure is not static and can evolve as the business grows; entrepreneurs may start with a simpler
structure like a sole proprietorship or partnership and later transition to a more complex structure like a corporation or LLC to
better suit their expanding needs and goals. This flexibility allows businesses to adapt to changing circumstances and opportunities,
ensuring long-term sustainability and success.

4.6.2 Types of Business Structures

Entrepreneurs have several options when it comes to structuring their business, each with its own set of characteristics and
requirements. Common structures include corporations, partnerships, sole proprietorships, and hybrid entities such as limited
liability companies (LLCs) and limited liability partnerships (LLPs).

4.6.3 Corporations

Corporations are legal entities separate from their owners, known as shareholders. They are created by filing articles of
incorporation with the state. Corporations can sue and be sued, own property, enter into contracts, and perform many functions
similar to an individual. They offer limited liability protection to their owners, meaning shareholders are not personally responsible
for the corporation’s debts and liabilities. However, corporations must follow strict regulatory requirements, including maintaining
bylaws, holding annual meetings, and keeping detailed records.

4.6.4 C Corporations, S Corporations, and B Corporations

e C Corporations: Subject to taxation at the corporate level. Dividends paid to shareholders are taxed again on their personal
income tax returns, leading to double taxation. They are ideal for businesses that plan to reinvest profits and potentially go
public.

e S Corporations: Allow business income to pass directly to shareholders, who report it on their personal tax returns. This avoids
double taxation. S Corporations are limited to 100 shareholders and typically offer more straightforward tax reporting and
liability protection.

e B Corporations: For-profit entities certified to meet rigorous standards of social and environmental performance, accountability,
and transparency. They can be structured as either C or S corporations and are committed to balancing profit with broader social
and environmental goals.

4.6.5 Partnerships and Joint Ventures

o General Partnerships: Created by two or more individuals who share profits, losses, and management responsibilities. All
partners are personally liable for the partnership’s debts and obligations, meaning their personal assets are at risk.

o Limited Partnerships (LPs): Include at least one general partner with unlimited liability and one or more limited partners whose
liability is limited to the amount of their investment. General partners manage the business, while limited partners typically do
not participate in day-to-day operations.

o Joint Ventures: Established as temporary partnerships for a specific project or purpose. Participants share costs, risks, and
rewards of the venture. Joint ventures are not considered separate taxable entities by the IRS, so profits and losses are reported
on the partners' individual tax returns.

4.6.6 Sole Proprietorships

Sole Proprietorship is the simplest and most common business structure, owned and operated by a single individual. Setting up a
sole proprietorship is straightforward and requires no formal registration with the state, though some local permits or licenses may
be necessary. The owner has complete control over all business decisions but is also personally liable for all debts and obligations,
meaning personal assets are at risk if the business incurs debt or legal issues. Business income and expenses are directly reported
on the owner's personal tax return using Schedule C, making tax filing relatively simple. Additionally, sole proprietors are
responsible for self-employment taxes, which cover Social Security and Medicare contributions.

@ 0 g @ 4.6.1 https://biz.libretexts.org/@go/page/119122


https://libretexts.org/
https://creativecommons.org/licenses/by-nc-sa/4.0/
https://biz.libretexts.org/@go/page/119122?pdf
https://biz.libretexts.org/Courses/Coalinga_College/Digital_Entrepreneurship_(CIS_028)/04%3A_Online_Presence_and_Business_Strategies/4.06%3A_Business_Structures_and_The_Business_Plan

LibreTextsw

4.6.7 Limited Liability Companies (LLCs)

Limited Liability Companies (LLCs) offer a business structure that blends the liability protection of a corporation with the tax
advantages and operational flexibility of a partnership. This means that the owners, known as members, are shielded from personal
liability for the company’s debts and legal claims, protecting their personal assets. To establish an LLC, the business must file
articles of organization with the state, which includes basic information about the business, such as its name, address, and the
names of its members. Additionally, LLCs typically create an operating agreement, a document that outlines the ownership
structure, member roles, and operational procedures of the business. This agreement helps prevent disputes among members and
provides a clear framework for running the company. LLCs are favored for their flexibility in management and taxation, allowing
members to choose how they wish to be taxed, whether as a sole proprietor, partnership, S corporation, or C corporation, depending
on what best suits their financial needs. This combination of liability protection and flexible tax options makes LLCs a popular
choice for many entrepreneurs.

4.6.8 The Business Plan

A business plan is a formal document that outlines the long-term strategy and operational roadmap for a business. It typically
includes an executive summary, company overview, product or service plan, marketing plan, management plan, operating plan, and

financial plan. The business plan is essential for securing funding from investors and banks and serves as a guide for the company’s
growth and development.

Key Elements of a Business Plan

o Executive Summary: An overview of the business plan, highlighting key points.

e Vision and Mission Statement: The company’s strategic goals and business philosophy.

o Company Overview: Background information on the company, including its structure, location, and objectives.

o Product/Service Plan: Description of the products or services offered and their unique features.

o Marketing Plan: Analysis of the target market, marketing strategies, and competitive landscape.

e Management Plan: Details about the management team and their qualifications.

e Operating Plan: Information on the company’s operations, including facilities, production methods, and quality control.
o Financial Plan Projections of revenues, costs, and profits, and details on financing needs.

4.6.9 Advisors for Entrepreneurs

Building a successful business often requires guidance from various advisors, including:

e Accountant: Helps with financial planning, tax preparation, and financial statements.

o Attorney: Provides legal advice, helps with contracts, and ensures compliance with regulations.
o Banker: Assists with financing needs and provides banking services tailored to the business.

o Insurance Agent: Helps select appropriate insurance policies to protect the business.
o Industry Expert: Provides insights and knowledge about the industry to help navigate challenges and opportunities.

Attributions

This information is adapted from "The Business Plan and Financial Statements" by the NC State Pressbooks. The original source
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