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Final Paper: The Case of Acme Fireworks 

Selecting the right entity for business structure is of paramount importance owing to 

multifarious tax and legal implications. Multiple facts have to be kept under consideration before 

conducting business activities, such as short-term and long-term business plans, estate planning, 

capital investment, personnel and operability cost, taxation, liability, and control, etc. Acme 

Fireworks is currently a sole proprietorship, and usually, it is considered a viable option for small 

businesses with a single owner. However, it has its upsides and downsides, with disadvantages 

outweighing the purported benefits (Beatty, 2018). Unlike C-Corporation, where the concept of 

‘double taxation’ applies (corporate tax and tax on dividends), sole proprietorship only subjects 

the owner to a single layer of taxation (tax on personal income). In contemporary times, 

businesses opt for such strategies which expose them to minimal legal liabilities, and when it 

comes to sole proprietorship, the owner is exposed to unlimited liability. Meaning thereby that 

under circumstances where a business has suffered monumental loss, the creditors can even 

claim compensation or reimbursement from the personal assets of the owner, unlike in limited 

liability partnerships and companies (Cody and Perlman, 2007). Therefore, for sustainable 

business, it is imperative that suitable choices are made from different forms of entities such as 

sole proprietorship, limited liability partnership (LLP), limited liability company (LLC), or 

corporation (S-type and C-type). Keeping under consideration the associated factors such as few 

employees, single owner, and medium-size business, LLC is the right choice for Acme 

Fireworks as, on one hand, it protects a business owner from double taxation while, on the other 

hand, it exposes the business entity to limited liability, unlike sole proprietorship.  

LLC requires a formal filing with the secretary of the state, and the relevant document is 

known as 'articles of organization' (AOO) or ‘certificate of organization/formation’. AOO 
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contains the name of the organization, purpose of business, registered agent, duration, and 

principal office of LLC. It is mandatory for businesses to mention LLC in their title, as failure to 

do so attracts penalties. Being flexible entities, LLC owners are permitted to indulge in the 

private ordering of relationships with over-reaching liberty of contracts that regulate such 

relationships. The owners are known as members of LLC, and ownership is determined in the 

form of ownership interest, beneficial rights, LLC interests, or simply membership units. Capital 

contributions can be made in the form of cash, services, or properties, and such contributions 

must comply with an operating agreement (Dammann and Schundeln, 2008).  

All profits and losses are distributed according to the stipulations of the operating 

agreement, and members receive profits on a pro-rata basis. Owing to the concept of the 

corporate veil, LLC is independent of its members, which means members cannot be held 

personally liable for the wrongdoings of a company except in cases of fraud. The company can 

sue and be sued and further holds property in its own name (Reuting, 2007).  

Internal Service Revenue (IRS) applies a four-prong test in determining the taxation 

regime of LLC: free transferability of interest, continuity of life, limited liability, and centralized 

management. Being a ‘pass-through’ entity, all profits and losses are personally reported by the 

LLC members in their tax returns rather than paying corporate tax or federal income taxes that 

subject businesses to double taxation. Single-member has to report profits on Schedule C 

coupled with 1040 tax return. Members are only liable to the extent of their capital contribution 

or equity in the firm under the concept of limited liability, and their personal assets are protected 

(Twomey and Jennings, 2013).  

After a comparative analysis of multiple forms of business entities, it can be safely 

concluded that Acme Fireworks should be converted from a sole proprietorship to LLC as, on 
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one hand, it protects a business owner from double taxation while, on the other hand, it exposes 

the business entity to limited liability, unlike sole proprietorship.  
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