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A BUSINESS PRIMER 
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Recently, I met with a client who showed interest in 

starting his own business. He was tired of working long hours for 
his employer, desired making more money than a limited 
paycheck, and wished to put his entrepreneurial skills to good use. 
One problem: he did not know where to start. More importantly, 
he wanted to know what factors he should consider so he could 
avoid pitfalls in the future. My recommendations to him included 
the following which can be used as a general primer for business 
entrepreneurship. It should be noted that the information is for 
general purposes only and should not be substituted for specific 
legal advice from an attorney or other professionals. 
 

At the outset, a proposal for a particular mode of business should be formulated, 
along with a business plan that addresses the formation and the operation of the business. A 
business plan lists the objective of the business, the organizational structure, reasonably 
projected profits and expenses, and target customers/clients. While a business plan can be as 
simple as writing notes on paper, business-savvy financing institutions and investors will 
generally require a meticulous and detailed business plan. Since financing and investment 
decisions are essentially rendered on the information provided in the business plan, it is 
prudent to have a comprehensive and accurate plan that looks professional. As a helpful tool 
in creating business plans, there are many software programs available that are relatively 
inexpensive and go a long way in helping a novice. 
 

After creating a business proposal and plan, the most important decision is to decide 
which type of a business entity is to be created. Commonly, many individuals do not 
comprehend the differences in the commercial terminology and the specific laws that apply 
to the different types of business entities. The consequences of such failures to understand 
can lead to poor decisions by the business owner. The three most commonly used types of 
business entities are: sole proprietorship, partnership, and incorporation.  
 

A sole proprietorship is a legally recognized business or financial entity that is owned 
and operated by a single individual. Common examples are accountants, lawyers, and 
architects. While the benefits of operating a sole proprietorship are the ability to own and 
operate a business without the fees and formalities of a formal incorporation, it should be 
noted that the biggest drawback is that a sole proprietor may be subject to unlimited 
personal liability for business obligations. As a consequence, the sole proprietor’s personal 
assets, such as a house, could be jeopardized in case of a substantial liability. Two other 
factors to note about a sole proprietorship that can have far-reaching consequences: a sole 
proprietorship’s income is taxed directly to the proprietor and the sole proprietorship 
dissolves upon the death of the proprietor.  



 
Another type of business entity is the partnership. According to the Uniform 

Partnership Act, a general partnership is an association of two or more persons to carry on 
as co-owners a business for profit. The most important factor to note about partnerships is 
that while all partners may have rights in the management of the business entity, partners are 
still individually liable for the debts of the partnership. Therefore, assets that are individually 
owned by the partners may be utilized to satisfy the debts of the partnership. Further, since 
each partner is deemed to be an agent of the partnership by the law, the negative actions of 
one or more partner(s) can become the liabilities of the remaining partners. To avoid 
extensive liability issues, more business entrepreneurs are opting to establish a limited 
liability partnership, in which the liabilities of the partners may be limited to their capital 
contributions.  
 

The third, and the most commonly used entity, is the corporation. A corporation is a 
legal entity, recognized by the law, that is separate and distinct from the owner(s) of the 
corporation. While a corporation is taxed at special corporate rates and shareholders must 
pay separate taxes on any profits and/or dividends, the most significant benefit of a 
corporation is that the liability of the corporation is limited to its assets, thereby not 
subjecting the owners/shareholders to personal liability. However, it should be noted that 
this corporate “veil” may be subjecting to “piercing”, if the conditions exist. A derivation of 
the general incorporation is the limited liability corporation that combines the federal tax 
status of a partnership with the benefits of limited liability for the owners as with the 
corporation.  
 

In my experience of representing many business entrepreneurs, I have observed that 
members of the South Asian community use the term “my partner” when the individuals are 
actually co-owners in a corporate entity. This is incorrect and carries many implications, as 
discussed earlier. All positions held by individuals should be established clearly in writing and 
verbally to avoid confusion and misrepresentation later.   
 

Concurrent with determining the type of business entity to create, some thought 
should be given as to the funds required to establish or purchase a business. If financing will 
be essential from a third party such as a lending institution or investor, collateral for security 
will be required. If the business involves the purchase of real estate as part of the transaction, 
then the business real estate may be used as collateral. Additionally, real estate owned by one 
or several of the entity owners may be utilized. If the business premises are leased, then the 
financier generally requires the usage of the business assets such as equipment and inventory, 
and assignment of leases and rents, as collateral.      
 

Prior to establishing a business entity or entering into any financing/investment 
agreements, it is crucial to seek the advice of an experienced attorney. Regardless if you are a 
first-time business owner or an experienced entrepreneur, each business creates its own set 
of circumstances that should be addressed to avoid pitfalls in the future.    

 
 
 

  


