Types of Businesses

There are 4 main types of business organizations.



1. Sole Proprietorship


Only one person owns the company, although it may employ many people.  The owner is responsible for all the finances of the company, which means that all of the profits go to the owner, but if it loses money, the owner may need to sell his/her house or car to pay any debts (unlimited liability).





Small businesses, beauticians, and craftsmen are often sole proprietorships.





2. Partnership


A partnership can have 2 or more people that own it.  There are 2 types: general & limited.  In general partnerships, all of the owners are equal.  They share responsibility and any profit or loss that might be made.  Each of the partners will put money and their skills and time into the company.  General partners have unlimited liability. Limited partners are silent and have no decision-making authority, they just put money up and their liability is limited to the amount they put in.


Partnerships are found where shared skills are useful, such as accountants, lawyers, doctors & dentists.





3.  Corporation


A corporation sells stocks to raise money to start the business or help the business continue.  Corporations are legal entities and are formed by filing “Articles of Incorporation” with the state.  A board of directors chosen by the stockholders manages corporations.  Stockholders can have input into the management of the business and share in the profits.  Corporations have limited liability; the owners can’t lose more than they have invested into the business.  Corporations are treated like an individual by the government, separate from its owners.


Coca-cola, Apple, Microsoft, Kraft and Milliken are corporations.





4. Limited Liability Company (LLC)


LLC’s combine aspects of sole proprietorships, partnerships and corporations.  LLC’s  are easier to set up than corporations, but have the limited liability of corporations.  They are harder to set up than sole proprietorships & partnerships, but they are easier to run than corporations and protect the “members” (owners).  They can be set up with a manager (like a chairman of the board) that makes the decisions, or they can be set up with equal members, where every owner shares in the cost, management and profit of the company.


LLC’s are found when owners want to protect their investment, but don’t want to incorporate.


Most franchises are owned by LLC’s.
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