
Common Business Entities In Ontario 

 

 It is important to know what type of business entity you would like to pursue when 

contemplating starting a business in Ontario. Selecting a business entity model is very important 

for pursuing and supporting the future goals that you have for your business. Additionally, 

whatever business entity model you chose often affects your compliance with tax laws. All 

entities are treated differently by tax laws in Canada. This will be explained as we go through 

the three prominent business entities in Ontario below.  

 

Sole Proprietorship 

 Sole Proprietorship is often seen as the simplest and cheapest business entity in 

Ontario. It occurs when the business is opened in the sole owner’s own name and does not 

require a separate legal entity to be created. As a result, there can only be one owner of the 

business who is the sole proprietor of the business. Additionally, the sole proprietor cannot 

technically employ him or herself in the sense that (s)he provides him or herself with a wage. 

Instead, the sole proprietor gains all the leftover benefits from running the business itself. This is 

because the there is no direct distinction between the person attending to the business, and the 

business itself. All income made from business operations is taxed to the sole proprietor 

personally.  Below we have listed some of the advantages and disadvantages of using a sole 

proprietorship entity model.  

 

 

Advantages:  Disadvantages:  

● Low Starting Costs 
● The Sole Proprietor has direct control 

over the actions of the business.  
●  There are few regulations besides the 

Business Names Act. (You have to 
register your company's name under 
the act every five years.)   

● You are liable for everything legally.  
○ Since the business and the 

sole proprietor are one entity, 
your personal assets are at 
risk from a third-party`s 
successful lawsuit.  

● Your liability rises as the popularity of 
the business rises.  

● You are not allowed to share the 
ownership of the business, therefore 
you cannot add anyone on as a 
partner.  

● Generally, it is hard to attract people 
to invest in these types of businesses 
and therefore to raise adequate funds 
for the business. 

● Usually best suited for small 
businesses.       

    

For more information please click here. 

Partnerships: 

http://canlii.ca/t/83
https://nelligan.ca/blog/business-law/common-types-business-entities-ontario-1-sole-proprietorships/


 Partnerships are where one or more persons or corporations wish to create a business 

together. A formal partnership agreement should be put in place in order to outline the two or 

more parties obligations and rights while in the business. If a formal partnership agreement is 

not put in place, then all partnerships are subjected to Ontario`s Partnership Act. The partners in 

the partnership are the de facto owners of the business, and like a sole proprietorship, the 

owners cannot be employees. All income from the business is calculated at the partnership level 

and then taxed personally in the hands of the partners. Within the partnership category, there 

are often two subtypes of partnerships:  

 

General Partnerships: 

This is the more equal style of a partnership. All partners share the management of the 

business and are equally liable for all debts and obligations. This also means that a partner is 

responsible for the actions of their counterparts and must assume the penalties of their partner’s 

actions.  

 

Limited Partnership: 

Limited partnerships are the more asymmetric variant of partnerships. In this variation, 

there are two types of partners. General partners who take the responsibility of controlling and 

managing the business and sometimes are given more of the share of the profits. The other 

type of partner is titled a limited partner. These partners contribute only capital but take no part 

in controlling of the company. Additionally, these partners are only liable for debts to a specific 

extent often written in the partnership agreement.     

 

 

Advantages: Disadvantages: 

● Tax is calculated at the partnership 
level and allocated and paid at the 
personal level. You pay your share of 
the profit, not more or less. 

● Easy to admit new partners.  
● No government-issued corporate 

document is required, other than the 
requirements of the Business Names 
Act and the Limited Partnership Act (if 
applicable). 

● Attracting new investors and partners 
can be difficult, but easier than a sole 
proprietor business model.  

● Other partners can contract with third 
parties and leave their partners jointly 
and severally liable. 

● Creating a partnership agreement is 
often very expensive. 

            

For more information please click here. 

 

 

 

 

Corporations:  

 A corporation is a completely different legal entity that is able to own assets and is 

susceptible to liabilities. This includes owning property, filing lawsuits, and being sued in the 

https://www.canlii.org/en/on/laws/stat/rso-1990-c-p5/latest/rso-1990-c-p5.html
http://canlii.ca/t/83
http://canlii.ca/t/83
https://www.ontario.ca/laws/statute/90l16?search=e+laws
https://nelligan.ca/blog/business-law/common-types-business-entities-ontario-2-partnerships/


companies name. Corporations are generally composed of three main parts. The first part of the 

corporation is the shareholders. Shareholders are the people who own shares of the 

corporation. Shares can be defined as a unit of capital that expresses a relation of ownership 

between the company and the shareholder. The shareholder owns part of the company through 

a share or stock certificate. In a public corporation, these shares can be sold to the public 

through the medium of the stock market exchange. In a private corporation, these shares must 

be privately traded. Those who manage the company are known as the directors and the 

officers. Shareholders have the authority to elect the directors. The directors, in turn, have the 

authority to manage the activities of the corporation and make decisions regarding those 

activities. Whereas officers are responsible for the day-to-day operation of the corporation. 

However, in small corporations these lines often become blurry and one person can hold more 

than one position. Meaning, a shareholder could be a director. 

 

 

Advantages: Disadvantages:  

● Liability is limited for shareholders 
unless a personal guarantee is given.  

● Income taxes are lower for income 
maintained by the corporation.  

● Specific corporation pensions plans 
can be established.  

● Can establish a different corporate 
year end other than Dec. 31st.  

● A corporation cannot die, even when 
its shareholders pass away.  

● The issuance/sale of shares allows for 
silent partners and the raising of new 
capital.  

● Shares can be easily transferred as 
long as corporate rules are followed.  

● Estate planning potential. 
● Larger capital gains tax exemption        

● Forming of a corporation is extremely 
expensive.  

● The additional cost of rollover assets.  
● Maintaining detailed corporate 

records. 
● Keeping separate financial corporate 

financial records.    
● It would be hard to maintain as a 

starting business with few individuals 
involved. Corporations require various 
technical skills that may be hard to 
acquire or find.  

● Directors may be faced with personal 
liability.  

● Personal liability may occur from 
improper use of a corporate name.  

● Corporate loses stay within the 
corporation.      

           

For more information please click here. 

 

https://nelligan.ca/blog/business-law/common-types-business-entities-ontario-3-corporations/

