Forms of Legal Ownership

SOLE PROPRIETORSHIP = is a business that is owned & operated by one person.  This person manages the company and receives all of the profits.  A sole proprietorship is simple and inexpensive to create.  
However, a sole proprietor accepts all the risk associated with the business including being personally liable for all the debt and any court judgments.  This means that if the business can’t pay the debt, the creditor can seize any of the owner’s personal assets including their house, car & bank accounts.

PARTNERSHIP = is a business with two or more owners who share the decisions, assets, liabilities, and profits of the business.  There are two types of partnerships: general & limited.  In a general partnership, every partner is involved in the management of the business.  All of the general partners are responsible for the liabilities of the business.  
However, some partners in the business are passive investors.  They do not manage the operations of the business.  Their liability is limited to only the amount they invested in the business.  These individuals are called limited partners.

A partnership is usually simpler and less expensive to create than other forms of businesses.  The main disadvantage to a partnership is that the general partners are held personally liable for all business debts and obligations, including court judgments.

 CORPORATION = A corporation is a business that is registered by a state and operates apart from its owners.  It issues shares of stock (stockholders) and continues to operate after the owners have sold their interest or passes away.  Corporations can purchase goods and services, sue and be sued and conduct business transactions.

The major advantage of incorporation is the limited liability that it provides to the stockholders.  If the business has debts that it cannot pay, stockholders are not liable.  This allows the owner to protect her or his/her personal assets.

The main disadvantage to a corporation is double taxation.  Profits are taxed first as income to the corporation, then as income to the stockholder.  However, business expenses, such as salaries, are deductions against corporate income and can minimize double tax.  Another disadvantage is that corporations can be complex and expensive to set up.

