Simple Business Structures

A clear guide to choosing the right structure for your
solopreneur or microbusiness journey

Choosing the right business structure is one of the most important decisions you’ll
make when starting your solopreneur journey. The structure you choose impacts
your taxes, liability, and ability to grow. This guide provides an overview of business
structures most suitable for solopreneurs and microbusiness owners, helping you

make an informed decision tailored to your needs.

1. Sole Proprietorship

Overview:
The simplest and most common structure for solopreneurs. You and your business

are legally the same entity.
Key Features:
*  Setup: Easy and inexpensive.
* Liability: You’re personally responsible for business debts.
*  Taxes: Profits are reported on your personal tax return.
Best For:
*  Freelancers, consultants, or side hustlers just starting out.
*  Businesses with minimal legal and financial risk.
Considerations:

*  You may need to register a DBA (Doing Business As) if using a name other

than your own.



2. Limited Liability Company (LLC)

Overview:
An LLC offers liability protection while keeping the flexibility of a sole

proprietorship.
Key Features:
*  Setup: Requires filing Articles of Organization and paying a fee.
* Liability: Protects personal assets from business debts and lawsuits.
* Taxes: Choose to be taxed as a sole proprietor (default) or an S-Corp.
Best For:
*  Solopreneurs wanting liability protection without complexity.
* Businesses with moderate legal or financial risk.
Considerations:

* Some states have annual fees or additional paperwork.

3. S Corporation (S-Corp)

Overview:

A tax designation that can reduce self-employment taxes for small businesses.
Key Features:
*  Setup: Must first establish an LLC or corporation and file IRS Form 2553.
. Liability: Protects personal assets.

* Taxes: Owners pay themselves a salary; remaining profits avoid self-

employment tax.
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Best For:
*  Solopreneurs earning a consistent and significant income.
Considerations:

* Requires more administrative work and payroll setup.

4. Partnership

Overview:

A structure where two or more people share ownership of the business.
Key Features:
*  Setup: Requires a partnership agreement.
d Liability: Each partner is personally liable unless it’s a Limited Partnership.
*  Taxes: Profits are reported on each partner’s personal tax return.
Best For:
*  Microbusinesses with co-founders or collaborators.
Considerations:

* Partnerships require clear agreements to avoid disputes.

Decision-Making Tips
1. Assess Your Risk:

° If your business has legal or financial risks, consider an LLC or S-Corp

for liability protection.

2. Evaluate Your Income:
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°  For lower, inconsistent earnings, a sole proprietorship may suffice.
°  For higher earnings, explore S-Corp tax advantages.
3. Think About Growth:

°  Plan for scalability. If you anticipate hiring or adding partners, an LLC

or corporation may be better long-term.

4. Consult Professionals:

°  Speak with an attorney or accountant to ensure your choice aligns

with local laws and tax obligations.

Comparison Table

Liability

Structure Setup Complexity Protection Taxation Best For
Freel i
Sole Proprietorship |Low None Personal tax return reelancers, side
hustles
Shared I Busi ith
Partnership Moderate Limited (if LP) ared persona UsINesses wi
tax return co-founders
Flexibl I M te-risk
LLC Moderate Yes exible (sole prop/ oc?lera e-ris
S-Corp) businesses
. Salary + profit High-income
S-Corp High Yes distribution solopreneurs
Conclusion

Selecting the right business structure is a foundational step in your solopreneur
journey. Whether you’re starting as a sole proprietor or planning for growth with an
LLC or S-Corp, the key is choosing a structure that aligns with your goals and
needs. Take time to evaluate your options, and don’t hesitate to seek professional

advice to make the best decision for your microbusiness.
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