
Business entity comparison and their pros and cons. 
 
Understanding Business Entities: A Comparative Analysis 
 
Choosing the right business structure is one of the most crucial decisions entrepreneurs 
face. Let's explore the various business entities and their advantages and disadvantages. 
 
Sole Proprietorship [1]: 
 
Advantages: 
- Easiest business to organize with minimal legal restrictions 
- Complete control over business decisions 
- 100% profit retention 
- Simple accounting and recordkeeping 
- Direct pass-through taxation 
 
Disadvantages: 
- Unlimited personal liability 
- Self-employment tax on all profits 
- Limited ability to raise capital 
- Cannot defer taxation of profits 
 
S Corporation [2]: 
 
Advantages: 
- Limited liability protection 
- Pass-through taxation 
- No self-employment tax on distributions 
- Net operating losses pass through to shareholders 
 
Disadvantages: 
- One class of stock limitation 
- Restricted to 100 shareholders 
- Limited fringe benefits for owners 
- All income taxed whether distributed or not 
- Stricter operational requirements 
 
Partnership [3]: 
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Advantages: 
- Flexibility in profit and loss allocation 
- Simple formation requirements 
- Pass-through taxation 
- Easier to raise capital with multiple partners 
 
Disadvantages: 
- Unlimited liability for general partners 
- Self-employment tax on distributive shares 
- Complex dissolution process 
- Partners liable for other partners' actions 
 
Limited Liability Company (LLC) [4]: 
 
Advantages: 
- Limited liability protection 
- Flexible management structure 
- Choice of tax treatment 
- Less formal requirements than corporations 
- Easy to operate and maintain 
 
Disadvantages: 
- Self-employment tax on profits 
- State laws vary widely 
- May have limited life in some states 
- More complex than sole proprietorship 
- Requires maintaining statutory compliance 
 
Choosing the Right Entity 
 
The best business structure depends on several factors: 
- Liability concerns 
- Tax implications 
- Management flexibility needs 
- Growth plans 
- Investment requirements 
- Exit strategy 
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Consider consulting with tax and legal professionals to determine the most advantageous 
structure for your specific situation. Remember that business structures can be changed 
as your enterprise grows and evolves. 

This information is provided to you by Arrowhead Tax Service. We make every effort to 
provide honest and accurate tax information. Please use your discretion before making any 
decisions based on the information provided, every tax situation is different.  If you have 
any questions, please visit our office or call us at 937-543-5770.  

 

 


