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Determining Your
Business Structure

1

Sole Proprietorship

•Me, Myself, and I
•The business is you and you are your business
•The simplest and most common business entity
• Lowest taxed entity
• Income, expenses, and losses are reported on IRS 

Schedule C, filed along with personal Form 1040
•Can also create a DBA (Doing Business As) Name
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Partnership

•Very Similar to Sole Proprietorship
• Lowest taxed entity
• Formalize the Partnership no matter who the 

partner(s) are.
•Who has what responsibilities in the business
• If a partner leaves, exactly how are the finances 

handled, profits and debts?
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The Downside

•The biggest downside to both the sole proprietorship 
and partnership is that the owners are personally 
responsible for all debt liabilities.
• Lawsuits (yes, having insurance can help here)
• Inability to pay bills
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Corporations

•Corporations are separate entities. They are a shield 
between the business actions and liabilities and the 
owner(s).
•There are other advantages depending on which 

corporate type is chosen.
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C Corporation (subchapter “C” of tax code)

•Advantages of a C corp. 
• It allows an almost unlimited selling of shares to 

raise capital.
•Easy transfer of ownership through sale of shares
• Life of the company can exceed that of the owners
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C Corporation

•Disadvantages of a C corp. 
•More expensive to form and run than other entities
• “Double taxed” first on corporate profit then on 

distributions of profit to shareholders
•Corporate obligations can be complex and time-

consuming. i.e. paperwork, maintaining a board of 
directors, meetings, etc.
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S Corporation (subchapter “S” of tax code)

•Advantages of an “S” corp.
• Like a “C” corp, it allows the selling of shares to raise 

capital.
•Also, like a “C” corp, easy transfer of ownership 

through sale of shares.
• It is a “pass through” entity and not taxed as a 

corporation. It passes profit through to the owners 
before taxes, who then pay their income tax.
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S Corporation

•Disadvantages of an “S” corp.
• Selling of shares is limited to 100 shareholders
• Shareholders must be US citizens or permanent 

residents
•Distribution of profits must be by % of shares 

owned. This may seem fair, but it doesn’t reflect the 
amount of work done by each.
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Limited Liability Company (LLC)

•Advantages of an LLC
•Easier and less costly to form than a “C” or “S” corp.
•Requires less ongoing paperwork
• Like an “S” corp, it is a “pass through” entity and not 

taxed as a corporation. 
•Allows flexible distribution of profits
•Easy to terminate.
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Limited Liability Company (LLC)

•Disadvantages of an LLC
•Essentially non-transferable without converting to a 

“C” corp. 
•Owners must pay self-employment taxes on income 

earned and make quarterly payments to the IRS
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Choosing a Type of Business Entity

•Depends on the vision and endgame of the business.
• Sell or transfer the business 
• Scale it/franchise it and finance through sale of 

shares
•Dissolve it when leaving/retiring from it

•Depends on potential liabilities
•Brick and mortar (potentially high financial liability)
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Choosing a Type of Business Entity

•Depends on potential liabilities
•Brick and mortar (potentially high financial liability)
•Non brick and mortar (lower financial liability)

Note: Sole proprietorship is the most common entity 
with the LLC being another very common one for small 
businesses 
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Developing an Organizational Structure

Within the company
•Clearly defined staff responsibilities
•Clearly defined lines of reporting
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Developing an Organizational Structure

•Henri Fayol published his principles of company 
structure in 1916

1. Division of work: The division of labor creates 
greater skill and efficiency in each area

2. Authority: Managers are giving the authority to 
hold their subordinates accountable for their 
assigned tasks
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Developing an Organizational Structure

3. Discipline: Along with authority, there’s the need 
to be able to enforce the rules or demands of the 
position.

4. Unity of command: Employees report to only one 
manager or supervisor

5. Unity of direction: Having one shared goal
6. Subordination of individual interests to the 

general interest: Company’s interests come first
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Developing an Organizational Structure

7. Renumeration: Employee compensation must be 
fair and motivating

8. Centralization: How close (or far away) 
employees are to the decision-making process. 

9. Scalar chain: Clear chain of command or chain of 
reporting

10. Order: In clean and safe workplaces and/or in 
efficiency of effort and materials
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Developing an Organizational Structure

12. Equity: Treating employees equally and with 
kindness and respect (and vise versa) 

13. Stability of tenure of personnel: Seeking to retain 
productive employees (turnover costs money)

14. Initiative: Empowering employees to make 
decisions for the benefit of the organization
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Developing an Organizational Structure

15. Esprit de corps: A company’s success depends on 
the employees’ sense of company spirit and unity 
among each other.

Fayol’s principles (from 1916) are still followed today 
by many companies.
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Setting a Scalar Chain of Command/Reporting

There are any number of ways to structure a fitness 
business hierarchy, such as by:
•Departments (marketing, sales, personal training, etc.)
•Target client (athletics, seniors, youth, etc.)
•Geographic region (northwest, central, northeast, etc.)
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Developing Systems

Consistency of services delivered is the backbone of 
building the brand.
If there is any intention of having more than a one-
person business, it is necessary to document the 
systems of how the business is and should be run.
Correction… even if it’s a one person show, systems 
should be documented.
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Developing Systems

•Document all positions’ tasks and responsibilities
•What is done
•How it is done
•Why it is done
•The greater the detail, the more consistent the 

execution 
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The Business Structure

•The business structure, the framework, is created 
through:
•Determining the legal business entity
•Developing an organizational hierarchy
•Creating business systems 
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