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Business Structures: 
A simple guide to get started

Introduction: 
Choosing the right business structure is a fundamental step in establishing a successful  
venture. Each type of business structure offers unique advantages and disadvantages, 
influencing everything from day-to-day operations to taxes, liability, and your ability to raise 
capital. This guide provides a comprehensive overview of various business structures to help 
you make an informed decision that aligns with your business goals and resources. 

Start with the Basics
1. Sole Proprietorship

Definition: A business owned and operated by a single  
individual. It is the simplest and most common form of  
business structure. 
Key Features: 

•	 Ease of Formation: Minimal legal requirements and costs.
•	 Control: Complete control and decision-making power rest 

with the owner.
•	 Taxation: Profits are taxed as personal income.
•	 Liability: Owner is personally liable for all business debts 

and obligations.

Pros: 
- Simple and inexpensive to establish. 
- Full control over business decisions. 
- Direct claim to all profits. 

Cons: 
- Unlimited personal liability. 
- Difficulty in raising capital. 
- Business continuity is tied to the owner.

When selecting the right business structure, consider the level of personal liability  
protection you need and the tax implications for each option. Additionally, evaluate  
how each structure aligns with your long-term business goals and the ease of  
raising capital.
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2. Partnership

Definition: A business owned by two or more individuals 
who share profits, losses, and management responsibilities. 
Partnerships can be general, limited, or limited liability  
partnerships.

Types of Partnerships: 

•	 General Partnership (GP): All partners manage the  
business and are personally liable for debts. 

•	 Limited Partnership (LP): Includes general partners (with 
management control and unlimited liability) and limited 
partners (investors with liability limited to their investment). 

•	 Limited Liability Partnership (LLP): All partners have 
limited liability and are protected from the debts of the 
partnership and other partners’ actions. 

Pros: 
- Easy to establish with minimal paperwork. 
- Combined skills, knowledge, and resources. 
- Shared financial commitment. 

Cons: 
- Unlimited liability for general partners. 
- Potential for conflicts between partners. 
- Shared profits.

3. Corporation 

Definition: A legal entity separate from its owners, providing 
limited liability protection. Corporations can issue stock to 
raise capital.

Types of Corporations:

•	 C Corporation (C Corp): Standard corporation subject to 
corporate income tax. Shareholders are taxed separately 
on dividends. 

•	 S Corporation (S Corp): Offers pass-through taxation, 
avoiding double taxation. Limited to 100 shareholders. 

Pros: 
- Limited liability protection for shareholders. 
- Ability to raise capital through stock issuance. 
- Perpetual existence, independent of owners. 

Cons: 
- Complex and costly to establish and maintain. 
- Double taxation for C Corps. 
- Regulatory requirements and corporate formalities.

Online Businesses
Definition: A business  
that primarily operates 
on the internet, including 
e-commerce stores, digital 
services, and online  
consulting.

Key Features: 

•	 Global Reach: Access 
to a worldwide  
customer base. 

•	 Lower Overhead:  
Reduced physical  
infrastructure costs. 

Pros:  
- Flexibility and  
  scalability.  
- 24/7 availability  
  to customers.  
- Lower operational   
  costs.

Cons:
- High competition.  
- Dependence  
  on technology  
  and internet  
  connectivity.  
- Cybersecurity  
  risks.



4. Limited Liability Company (LLC)

Definition: A hybrid structure that provides limited liability 
protection to its owners (members) while allowing profits and 
losses to pass through to their personal tax returns.

Key Features: 

•	 Flexibility: Can be managed by members or managers. 

•	 Taxation: Offers pass-through taxation, but can choose to 
be taxed as a corporation. 

•	 Liability: Members are protected from personal liability for 
business debts. 

Pros: 
- Limited liability protection. 
- Flexible management structure. 
- Avoids double taxation. 

Cons: 
- Can be more expensive to establish than a sole  
  proprietorship or partnership. 
- Varying regulations by state. 
- Limited life in some states.

 
5. Cooperative (Co-op)

Definition: A business owned and operated by a group of 
individuals for their mutual benefit. Members share profits, 
decision-making, and responsibilities.

Key Features: 

•	 Democratic Control: One member, one vote. 

•	 Profit Distribution: Profits are distributed among members 
based on their participation. 

Pros: 
- Shared risks and rewards. 
- Democratic decision-making. 
- Benefits to members and community.
 

Cons: 
- Limited capital-raising ability. 
- Potential for slower decision-making. 
- Requires member commitment and participation.

Freelance or  
Independent  
Contractor
Definition: An individual 
who provides services to 
clients on a contract  
basis, rather than being 
employed by a single  
company.

Key Features: 

•	 Autonomy: Control 
over work schedule 
and projects. 

•	 Client-Based: Income 
is derived from  
multiple clients. 

Pros:  
- Flexibility and     
  independence.  
- Potential for  
  higher income.  
- Diverse work  
  opportunities.

Cons:
- Income variability.  
- No employer- 
  provided benefits.  
- Responsibility for    
  self-employment  
  taxes and expenses.



6. Franchise

Definition: A business model where a franchisor grants  
a franchisee the right to operate a business using its  
trademark, brand, and business system.

Key Features: 

•	 Brand Recognition: Operates under an established 
brand. 

•	 Support: Receives training and support from the  
franchisor. 

•	 Fees: Pays franchise fees and royalties to the franchisor. 

Pros: 
- Access to established brand and customer base. 
- Training and ongoing support. 
- Proven business model.
 

Cons: 
- Initial franchise fees and ongoing royalties. 
- Limited operational control. 
- Franchise agreements can be restrictive.

7. Joint Venture

Definition: A business arrangement where two or more 
parties combine resources for a specific project or business 
activity. Typically temporary.

Key Features: 

•	 Shared Resources: Combines expertise, resources, and  
capital.  
Defined Scope: Specific project or limited time frame. 

Pros: 
- Shared risk and investment. 
- Access to new markets and resources. 
- Enhanced innovation through collaboration.

Cons: 
- Potential for conflicts between partners. 
- Shared profits. 
- Limited duration.

Home-Based Business
Definition: A business 
operated from the  
owner’s home, which  
can range from small-
scale operations to larger 
enterprises.

Key Features: 

•	 Flexibility: Operates 
from home, reducing 
overhead costs. 

•	 Variety: Can include a 
wide range of business 
types and industries. 

Pros:  
- Lower startup and    
  operational costs. 
 
- Flexible work  
  environment.  
- Tax benefits for    
  home office  
  expenses.

Cons:
- Work-life balance.  
- Zoning restrictions   
   and regulations.  
- Limited space  
  for growth.
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