Business Structure

The most common form of business structures includes the following:

· Sole Proprietorship

· Partnership

· Incorporation

Source: http://www.canadabusiness.ca/gol/bsa/site.nsf/en/su07316.html
Sole Proprietorships: 
A sole proprietorship is the simplest business structure and consists of an individual trading on its own.  They may operate under their own name or with a registered business name.  The sole proprietorship controls and manages the business and is responsible for all debts and liabilities.
I. Important characteristics 

Following are the important characteristic of sole proprietorship:

1. Ownership: The business is owned by a single individual.
2. Management and control: Being small in size, it is managed by the owner himself. However, he may have some paid workers to assist him. In any Case, the ultimate control rests in his hands:

3. Finance: The necessary capital to run the business is provided by the sole owner. However, he may borrow from other sources such as friends or bank as need arises. Startup cost is low. It requires minimal working capital.
4. Risk: The proprietor himself bears all the risks. No body else has any stake in the business.

5. Unlimited liability: The sole trader is personally liable for debts of the business. The creditor can lay claim not only on his business assets but also his persona! Property such as car, houses, furniture etc to recover the loan.

6. Legal status: In law, the sole trader and his business are considered as one, In other words, all the assets and liabilities of the business are the personal assets and liabilities of the proprietor. We can say that the owner and the business exist together. In other words, the two are considered as one in the eyes of Law.

7. No legal formalities: The sole trader can set up or close the lawful business as and when he likes. The operation of his business is not governed by any special act or ordinance.

8. Ease of dissolution: The sole trading business is as easy to end or dissolve as is its formation. The decision of the proprietor alone ends the business.
9. Tax advantage: One of the big advantages of the sole proprietorship form of business ownership is the tax simplicity. A sole proprietor has to declare the business income on his personal income tax form, rather than having to file a separate tax form, (as he would have to do if he chose the corporate form of business ownership).i.e. A sole proprietor pays taxes by reporting income (or loss) generated by the business on a personal income tax return (T1).  The income (or loss) forms part of the sole proprietor's overall income for the year.  The income tax return must include financial statements or one or more applicable forms such as Form T2124, Statement of Business Activities; Form T2032, Statement of Professional Activities.
II. Set Up: Ontario is a great place to start a business basically due to two reasons; Firstly, Ontario currently has the lowest provincial taxes in Canada. Secondly, the province makes it easy to find and access the information one need to legally set up his business. It is the simplest business to set up. 
  Following are the steps to set up a Sole proprietorship in Ontario:
Step 1: Choose a name for the business

Owner can start sole proprietorship using his own name, with no additions. If he chooses to do this, he doesn’t need to register his business' name. If he calls it anything else, then the business name must be registered with the Companies Branch of Ministry of Small Business and Consumer Services (MSBCS). Service Ontario provides small businesses with one-stop access to government information and services online, in person and by phone. There are more than 60 ServiceOntario/Government Information Centers across Ontario for the government information and services. 

Contact No. for assistance: 416-326-1234 in Toronto or toll free at 1-800-267-8097 Website: www.ServiceOntario.ca. 
The Companies and Personal Property Security Branch (CPPSB) provides access to information related to business name registration, incorporating a business or not-for-profit organization, all necessary forms and much more required information.
 Phone: 416-314-8880 Toll-free 1-800-361-3223 or TTY 416-212-1476
Website: mgs.gov.on.ca and click on “Services for Business” and then “Company Information.”
Step 2: Conduct a search or searches for the chosen business name
The Business Names Act doesn't prohibit the registration of identical names, so you could register a business name that another company is already using. However one can search online the details regarding the existence of similar name through OnCorp Direct Inc. or Cyberpunk Inc.; both of these corporations are Primary Service Providers under contract with the Ministry of Consumer and Business Services.

The owner may also get a NUANS report. NUANS (New Upgraded Automated Name Search) is a Canada-wide corporate and business name registry. A NUANS search will display corporations, business names and trademarks which are similar to his name. To search NUANS, One has to contact a private service provider (listed in the Yellow Pages under "Searchers of Records") as the Companies Branch does not provide these.
Step 3: Register the business name.
The name and address of the business, a description of the business activity and the owner’s name and home address would be required. In Ontario, registering the name of your business is easy because there are so many different access options. 
· The business name can be registered through the public office of the Companies Branch in person or by mail. (Forms are available from the branch or at local Land Registry Offices across the province.). For any assistance: 

Information Services, Companies Branch,
Ministry of Consumer and Commercial Relations,
393 University Avenue, 2nd floor,
Toronto, Ontario, Canada
M7A 2H6
(416) 314-8880, or Toll Free 1-800-361-3223 

· The fee for registering a business name by mail or in person at the Companies Branch is $80. 
· If business name is register in person, then the Master Business License (proof of business name registration) will be received immediately; if it is  register by mail, it will be received it in 6 to 8 weeks. 

· The business name can also be registered at any of the Workstations. 

· It can also be registered online at the Ontario Business Connects Web site. Whether it is registered at a workstation, or via the Web site, the fee is the same. 
Step 4: Register for other licenses, registrations, or certifications

Business license is also required to legally operate the business. The business has to run according to provincial and federal laws. The business has to be registered for Workers' Compensation insurance, or the owner has to collect GST/HST. This Start up Checklist can be available from Canada Business Service Centers for figuring out which regulations will apply for the business. More information on this is available at The Canada-Ontario Business Service Centre Web site.
III. Cost to set up :
	Service
	Description
	Cost

	Partnership Business Name Registration
	Registration of a business name with the Government of Ontario.  This registration is valid for 5 years and must be renewed.  A Master Business License will be issued within 2 weeks of registration.
Includes (if required):  Retail Sales Tax Vendor's Permit, Ontario Health Tax Registration
	$60.00 plus $60.00 government registration fee every five years

	NUANS Name Search
	Search of registered Corporate & Business Names in Ontario
	$34.99 plus GST

	Business Permits & Licenses 
	Research & Registration for Business Permits & Licenses
	Varies

	Federal Business Number Registration
	Registration with the Federal Government for GST collection, payroll source deductions (for employees) & import/export account
	$50.00


Partnership Firm:

Before a partnership is formed, a “partnership deed” should be prepared. This partnership deed may be oral or in writing.
Partnership agreement must include: 

· The amount of initial capital contributed by each partner

· Profit or loss sharing ratio for each partner

· Salary or commission payable to the partners, if any

· Duration of business, if any

· Name and address of the partners and the firm

· Duties and powers of each partner;

· Nature and place of business; and

· Any other terms and conditions to run the business
I.   Important characteristics 
Following are the important characteristic of sole proprietorship:

1. Unlimited liability: Just like a sole proprietorship, the liability of partners in a partnership is also unlimited. This means, if the assets of the firm are insufficient to meet the liabilities, the personal properties of the partners, if any, can be utilized to meet the business liabilities. 
2. No separate legal existence: Just like sole proprietorships, partnership firms also have no separate legal existence from its owners. The partnership firm is just a name for the business as a whole.
3. Restriction on transfer of interest:
No partner can sell or transfer his share or part or partnership of the firm to any one without the consent of the other partners. For example, A, B, and C are three partners. If “A” wants to sell his share to “D” as his health problems prevent him from working, he can not do so until B and C both agree.
4. Continuity of business: A partnership firm comes to an end at death, lunacy or bankruptcy of any partner. Even otherwise, it can stop its business at the will of the partners. At any time, they may take a decision to end their partnership.
5. Flexibility in operations: A partnership firm is a flexible organization. At any time, the partners can decide to change the size or nature of the business or area of its operation. There is no need to follow any legal procedure. Only the consent of all the partners is required.
6. Legal Status:  A partnership has no legal status; it is merely a vehicle linking two or more self-employed people in a simple business structure.
7. Tax Structure: A partnership by itself does not pay income tax on its income, and it does not file an annual income tax return. Instead, each partner reports his or her share of the partnership income or loss on a personal income tax return.  Each partner also has to file either financial statements or one or more applicable forms such as Form T2124, Statement of Business Activities; Form T2032, Statement of Professional Activities.  This requirement remains, whether the share of income was received in cash, or as a credit to a capital account in the partnership.
II.  Set Up
The step to set up partnership firm in Ontario, Canada is same as Sole proprietorship firm.

III. Cost Structure
	Service
	Description
	Cost

	Partnership Business Name Registration
	Registration of a business name with the Government of Ontario.  This registration is valid for 5 years and must be renewed.  A Master Business License will be issued within 2 weeks of registration.
Includes (if required):  Retail Sales Tax Vendor's Permit, Ontario Health Tax Registration
	$60.00 plus $60.00 government registration fee every five years

	NUANS Name Search
	Search of registered Corporate & Business Names in Ontario
	$34.99 plus GST

	Business Permits & Licenses 
	Research & Registration for Business Permits & Licenses
	Varies

	Federal Business Number Registration
	Registration with the Federal Government for GST collection, payroll source deductions (for employees) & import/export account
	$50.00


Incorporation:
Important characteristics 
1. Separate Legal Entity: When a business is incorporated, its separate legal status, property, rights and liabilities continue to exist until the corporation is dissolved, even if one or more shareholders or directors sell their shares, die or leave the corporation.
2. Limited Liability: The act of incorporation limits the liability of a corporation's shareholders. If the corporation goes bankrupt, a shareholder will not lose more than his or her investment (unless the shareholder has provided personal guarantees for the corporation's debts). However, that if a shareholder has another relationship with the corporation —; for example, as a director —; then he or she may, in certain circumstances, be liable for the debts of the corporation. The Canada Business Corporations Act (CBCA) places a number of obligations and responsibilities on directors.

3. Lower Corporate Tax Rates: Since a corporation has a separate legal existence, it has to pay tax on its income, and therefore must file its own income tax return (T2) within six months of the end of every taxation year, even if it doesn't owe taxes.  It also has to attach complete financial statements and the necessary schedules to the T2 return. The corporate tax rate is lower than the individual tax rate which provides tax benefit to the corporation. 
4. Greater Access to Capital:  It is often easier for corporations to raise money than it is for other forms of business. Corporations have other options such as issuing bonds or share certificates to investors, including loans from financial institutions. 
(More information: http://www.entreprisescanada.ca/gol/cbec/site.nsf/en/index.html  
5. Higher Start-Up Costs: The startup cost to incorporate the business is higher than other businesses such as sole proprietorship or partnership. Some of these costs are directly related to the process of setting up the corporation, while others can include professional fees paid for legal and accounting services. 
6. Increased formalities: 

All federally incorporated businesses must file certain documents with Corporations Canada. Among these are:

· Articles of Incorporation;

· an Annual Return; and

· Notices of any changes in the board of directors and/or the address of the registered office.

A federally incorporated business must also:

· maintain certain specified corporate records;

· file corporate income tax returns; and

· Register in any province or territory where it carries on business.

7. Location Flexibility:  Incorporation under the CBCA also gives the degree of flexibility in choosing a location of the business. This flexibility is not always available under the legislation of other Canadian jurisdictions. For example, the CBCA sets no restrictions on the province or territory where registered offices can be located. Nor does it dictate where corporate records are maintained or where annual meetings are held. In fact, the CBCA even permits meetings to be held electronically or outside of Canada.
8.  Recognition: Corporations incorporated under the CBCA are recognized around the world as Canadian corporations. This means that federal incorporation may be seen as a sign of distinction.
Set Up:

Step 1: Select Corporate name. 

One has to choose distinct name which is different from other business entities. Corporate names can either be created by the incorporator, or they can be the corporate number assigned to the corporation by the incorporating jurisdiction (i.e. 123456 Ontario Inc.).  A numbered corporation is a good choice when a fast and relatively inexpensive incorporation is required. 
The following general rules apply to any proposed corporate name:
· Under the laws of most jurisdictions, the incorporator is responsible for ensuring that the chosen corporate name complies with the applicable law in that jurisdiction
· Corporate names must generally not be the same or similar to that of any other existing business name or trademark, if the use of the proposed name would be likely to deceive the general public.  
· Corporate names can be in either English, French, in both English and French, or in combined English or French form.
· Corporate names usually consist of a distinctive element and a descriptive element.
· Corporate names must end with a legal element consisting of one of the following:
· Limited (Ltd.)

· Incorporated (Inc.)

· Corporation (Corp.)
· Limitée (Ltée.)

· Incorporée (Inc.)
Step 2: Determine Corporate Name Availability
Before submitting a proposed corporate name to the government for approval, the name must be searched using the Newly Upgraded Automated Name Search ("NUANS") system.  A NUANS report must then be submitted with the Articles of Incorporation (unless you are incorporating a numbered company in which case a NUANS report is not required) to demonstrate that there are no identical or deceptively similar names already registered in the jurisdiction. NUANS report can be purchased from NBN Business Services Inc. online.  
Step 3: Complete Article of association:
AOA is to be incorporated. Once the articles of incorporation and supporting documents are completed, they must be signed in duplicate by at least one incorporator who is competent, at least 18 years of age and not bankrupt.  Incorporators may, but do not have to be directors or shareholders of the company after it is incorporated. 

Step 4: Submit & Register Articles of Incorporation

Articles of Incorporation and supporting documents, including a NUANS report and filing fee must be filed with the Companies Branch of the Ministry of Government Services.  The following documents to be filed:

· 2 copies of Articles of Incorporation (Form 1)
· NUANS report
· Consent of the Director (if a director named in the Articles of Incorporation is not an incorporator) (Form 2)
· Filing Fee (Currently $360 by cheque payable to Minister of Finance or credit card if registering in person)
Ontario incorporation documents can be delivered by mail or registered in person at the following address:

Companies Branch
Ministry of Government Services
393 University Avenue
Toronto, ON   M7A 2H6
Step 5:  Purchase Corporate Seal & Minute Book

Minute book includes the following documents: 
· a copy of the Articles of Incorporation

· all corporate by-laws

· minutes of shareholder meetings

· shareholder resolutions

· minutes of directors' meetings

· resolutions of directors

· directors register

· securities register

· share transfer register

· a copy of any forms filed with the government

· a copy of any unanimous shareholder agreement

A corporate seal is used to emboss the corporation's name on legal documents.  There is currently no legal requirement for a corporate seal for either federal or Ontario corporations, however, most corporations continue to seal certain legal documents to verify their validity.

Step 6: Complete By-Laws, Organizational Minutes & Issue Shares: 

The initial organization of the corporation is achieved by a meeting of directors or shareholders of the corporation or by written resolutions signed by all directors or shareholders.  Included in this initial organization are the following:

· approval of corporate by-laws

· issuance of shares to shareholders

· election of directors

· appointment of corporate officers 

· other organizational resolutions

· shareholder agreements (optional)
Step 7: Obtain Other Permits & Licenses

After corporation has been setup and legal requirements are maintained, it’s required to pay attention to other legal requirements. Following are they: 

1. Register for a federal Business Number (for all corporations).  The Business Number is used by the federal government to identify businesses for a variety of accounts:

· federal corporate income taxes 

· import/export account

· GST collection 

· employer payroll source deductions

2. Register any non-corporate business names (business names other than the exact registered corporate name) used by the corporation in the province in which the business operates.  This is a provincial legal requirement.

3. Register for a provincial sales tax account (if applicable)

4. Register for provincial Employer Health Tax, & Worker's Compensation

5. Obtain any Provincial and/or municipal licenses
Cost Structure

Cost structure for Named Ontario Incorporation

Ontario Government Filing Charge  


             

$300.00

Legal Fees, NUANS Report, Electronic Filing 

Fees for Incorporation and Initial Form 1




 $380.00

GST
                                                                                   


  $ 19.00

Total Cost 
                                                                        

 $699.00
Cost structure for Numbered Ontario Incorporation
Ontario Government Filing Charge  





$300.00

Legal Fees, Electronic Filing Fees for Incorporation and Initial Form 1
$330.00

 GST









$ 16.50

Total Cost 








$646.50

