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A	sole	proprietorship	is	the	most	popular,	oldest	and	simplest	form	of	business	organization.	It	is	basically	made	up	of	two	words,	one	is	'sole',	which	means	"one"	and	the	second	is	'proprietor',	which	means	"owner".	So,	Sole	Proprietorship	means	a	business	with	a	single	owner,	also	known	as	a	sole	proprietor.	Sole	proprietorship	is	defined	as	a	form
of	business	organization	in	which	the	business	is	owned,	managed,	and	controlled	by	a	single	person.	The	sole	proprietor	is	the	sole	recipient	of	all	profits	and	bearer	of	all	losses	of	the	business.	It	is	suitable	for	enterprises	that	require	personal	attention,	personalized	services,	and	limited	capital,	such	as	Grocery	Shops,	beauty	parlours,	boutiques,
etc.	Other	names	of	the	sole	proprietorship	are	Individual	Entrepreneurship,	Sole	Trader,	and	Individual	Proprietorship.		The	sole	owner	of	the	business	cannot	share	the	ownership	with	any	other	person,	but	he/she	can	appoint	employees	and	take	help	from	other	people.	Besides,	only	the	owner	can	invest	money	in	the	business,	and	can	raise	the
capital	through	loans	from	other	sources	of	finance.		Definition	of	Sole	ProprietorshipThe	sole	proprietorship	is	the	form	of	business	organization,	at	the	head	of	which	stands	an	individual	as	one	who	is	responsible,	who	directs	its	operations	and	who	alone	runs	the	risk	of	failure.		-	L.H.	Haney	A	sole	proprietorship	is	a	person	who	carries	on	business
exclusively	by	and	for	himself.	He	is	not	only	the	owner	of	the	capital	of	the	undertaking,	but	is	usually	the	organizer	and	manager	and	takes	all	the	profits	or	responsibility	for	losses.	-	James	Stephenson	Features	of	Sole	ProprietorshipThe	features	of	Sole	Proprietorship	are	as	follows:	1.	Formation	and	Closure	of	business	This	type	of	business
organization	is	simple	to	form	as	no	legal	formalities	are	required	to	start	the	business.	But,	in	some	cases,	a	license	or	certification	is	required	to	carry	out	the	sole	proprietor	business.	For	example,	if	a	person	wants	to	open	a	pharmacy	business,	then	he/she	requires	a	'drug	license'.	Also,	registration	of	business	is	not	required,	as	there	is	no
separate	law	that	governs	sole	proprietorship.	The	owner	can	easily	close	the	business	anytime	at	his	own	discretion.	Thus,	it	is	easy	and	simple	to	form	and	close	this	kind	of	business.		2.	Unlimited	Liability	In	a	sole	proprietorship,	the	owner	has	unlimited	liability,	i.e.,	the	proprietor	is	personally	responsible	to	pay	all	the	debts.	In	other	words,	if	in
the	business,	funds	are	not	sufficient	to	pay	the	debt,	then	the	personal	assets	of	the	owner	may	be	used	to	pay	off	all	the	liabilities.		3.	No	separate	legal	entity	A	sole	proprietorship	business	has	no	separate	legal	entity	from	that	of	its	owners,	like	in	partnership	and	company.	In	the	eyes	of	law,	there	is	no	distinction	between	the	owner	and	his
business.	It	means	that	the	owner	of	the	business	bears	the	responsibility	for	all	the	business	activities.		4.	No	sharing	of	profit	or	loss	There	is	no	sharing	of	profit	or	loss,	like	partnership	and	company	because	the	business	is	solely	run	by	a	single	individual,	who	provides	capital	in	the	business,	directs	its	operation	and	who	alone	runs	the	risk	of
failure.	5.	Risk	bearer	All	the	risk	of	the	firm	is	borne	by	a	single	owner	only.	The	single	individual	is	the	sole	beneficiary	of	all	the	profits.	Likewise,	if	losses	occur	in	the	business,	then	he	alone	has	to	bear	all	the	risks.		6.	Control	The	sole	proprietor	is	the	only	owner	of	the	firm	and	has	full	control	over	its	business.	All	the	rights,	responsibilities,	and
decisions	are	in	the	hands	of	the	owner	himself.	No	one	can	interfere	in	the	business	without	the	permission	of	the	owner.		7.	Lack	of	Business	Continuity	Since	business	and	owner	are	one	and	exist	together,	so	in	case	of	death,	imprisonment,	insolvency,	or	bankruptcy	of	the	sole	owner,	the	business	can	not	be	continued	and	has	to	shut	down.
However,	there	is	an	exception	to	this	feature,	i.e.,	if	there	is	a	beneficiary,	then	a	successor	or	nominee	or	legal	heir	of	the	owner	can	run	the	business.		8.	Single	Ownership	This	form	of	business	organization	is	owned	wholly	by	a	single	person.	He/she	provides	capital	in	the	business	either	from	his	own	wealth	or	from	borrowed	capital.			Merits	and
Demerits	of	Sole	Proprietorship:	Merits	of	Sole	Proprietorship	include	quick	decision-making,	personal	touch,	etc.,	and	the	demerits	include	limited	resources,	unlimited	liability,	etc.	CBSE	Class	11	Business	Studies	Notes	Business	:	Characteristics,	Objectives	and	Classification	Difference	between	Business,	Profession,	and	Employment	Trade	and
Auxiliaries	to	Trade	Business	Risk	:	Meaning,	Types,	Nature	&	Causes	10	Basic	Factors	for	Starting	a	Business	Types	of	Industries-	Primary,	Secondary,	and	Tertiary	Forms	of	Business	Organization	Sole	Proprietorship	:	Meaning,	Definition	and	Features	Advantages	and	Disadvantages	of	Sole	Proprietorship	What	is	Joint	Hindu	Family	Business	(Hindu
Undivided	Family	Business)	?	Advantages	and	Disadvantages	of	a	Partnership	Types	of	Partners	(Bussiness)	Cooperative	Society	:	Meaning,	Features,	and	Types	Advantages	and	Disadvantages	of	Cooperative	Society	Joint	Stock	Company:	Meaning,	Features,	and	Types	Advantages	and	Disadvantages	of	a	Joint	Stock	Company	Choice	of	Form	of
Business	Organisation	Private,	Public,	and	Global	Enterprises	Forms	of	Organizing	Public	Sector	Enterprises	Difference	between	Private	and	Public	Sector	What	is	Statutory	Corporation?	|	Meaning	and	Features	Merits	and	Demerits	of	Statutory	Corporation	What	is	a	Government	Company?	|	Meaning,	Features,	and	Suitability	Merits	and	Demerits	of
Government	Company	Departmental	Undertaking	:	Meaning,	Features,	and	Suitability	Merits	and	Demerits	of	Departmental	Undertaking	Changing	Role	of	Public	Sector	Government	Policy	towards	Public	Sector	since	1991	What	are	Global	Enterprises?	Benefits	and	Types	of	Joint	Venture	Public	Private	Partnership	(PPP)	:	Meaning,	Features,
Applications,	Advantages	and	Disadvantages	Types	of	Business	Services	Difference	between	Goods	and	Services	Nature	and	Types	of	Services	Types	of	Banking	Meaning	and	Benefits	of	e-Banking	Insurance	:	Meaning,	Definitions	and	Functions	Principles	of	Insurance	Fire	Insurance:	Meaning,	Claim	for	Loss	(Conditions)	and	Elements	of	Fire
Insurance	Contract	Marine	Insurance	:	Importance,	Types,	Advantages	&	Disadvantages	Difference	between	Life,	Marine,	and	Fire	Insurance	Communication	Services:	Postal	and	Telecom	Services	Types	of	General	Insurance	Warehousing	Services:	Meaning,	Types,	and	Function	Introduction	to	Emerging	Modes	of	Business	Scope	of	e-Business	:	B2B	|
B2C	|	C2C	|	Intra	B-Commerce	Benefits	of	E-commerce	Difference	between	E-business	and	Traditional	Business	What	is	an	Online	Transaction?	Types	of	e-business	Risks	Outsourcing	:	Meaning,	Features,	Scope,	Types	of	OSP	&	BPO	Concern	Over	Outsourcing	Business	Finance	and	Its	Sources	Business	Finance:	Meaning,	Nature,	and	Significance
Sources	of	Funds	and	its	Classification	What	are	the	different	Sources	of	Finance?	Retained	Earnings	:	Meaning,	Features,	Advantages	and	Limitations	Trade	Credit	:	Advantages	and	Disadvantages	Advantages	and	Disadvantages	of	Factoring	Lease	Financing	:	Meaning,	Advantages	and	Disadvantages	Public	Deposits:	Advantages	and	Disadvantages
Commercial	Paper	:	Features	and	Types	Advantages	and	Disadvantages	of	Commercial	Paper	Issue	of	Shares	:	Meaning	and	Types	of	Shares	Equity	Shares	:	Merits	and	Demerits	Preference	Shares	:	Features,	Types,	Merits	and	Demerits	Debenture	:	Meaning,	Types,	Advantages,	and	Disadvantages	Commercial	Banks	:	Features,	Advantages	&
Disadvantages	Advantages	and	Disadvantages	of	Financial	Institutions	International	Financing:	Meaning	and	Sources	of	International	Financing	Factors	Affecting	the	Choice	of	the	Source	of	Funds	Editorial	Note:	We	earn	a	commission	from	partner	links	on	Forbes	Advisor.	Commissions	do	not	affect	our	editors'	opinions	or	evaluations.	With	the	rise
of	side	hustles	and	finding	ways	to	earn	passive	income,	many	people	want	to	know	how	to	professionalize	themselves	further.	Instead	of	starting	a	small	business	as	a	limited	liability	company	(LLC)	or	corporation,	many	are	opting	for	a	sole	proprietorship.	Aside	from	legitimizing	a	side	hustle,	sole	proprietorships	can	help	you	ease	into	business
ownership—while	retaining	the	ability	to	scale	if	and	when	you’re	ready.	What	is	a	Sole	Proprietorship?	A	sole	proprietorship	is	an	unincorporated	business	with	one	owner.	As	soon	as	you	embark	on	a	solo	side	gig,	freelance	job,	or	a	new	business	venture,	you’re	automatically	a	sole	proprietor.	However,	if	you’re	starting	a	business	with	other	people,
you	can’t	be	a	sole	proprietorship–you’ll	automatically	be	a	general	partnership	instead.	A	sole	proprietorship’s	profits	are	taxed	as	the	owner’s	personal	income,	and—despite	its	name—sole	proprietorships	may	hire	employees	so	long	as	they	have	an	Employee	Identification	Number	(EIN).	They’re	the	easiest	types	of	businesses	to	set	up.	As	such,
they’re	also	the	most	common.	A	sole	proprietorship	is	not	like	an	LLC	(limited	liability	company)	or	a	corporation	in	that	it	is	not	a	separate	legal	entity	from	the	owner.	However,	many	business	owners	end	up	changing	their	sole	proprietorship	into	LLCs	later	on	when	they’re	ready	to	scale	up.	There	are	no	forms	to	file	or	fees	to	pay	when	you	start
a	sole	proprietorship.	However,	if	you	don’t	plan	to	use	your	own	name	as	your	business	name,	you	will	need	to	register	a	Doing	Business	As	(DBA)	name	or	Fictitious	Business	Name	(FBN)	depending	on	your	state.	If	the	services	you	provide	don’t	require	licensing,	you	can	get	started	immediately.	How	Does	a	Sole	Proprietorship	Work?	Sole
proprietorships	don’t	require	any	upfront	paperwork.	The	designation	is	automatic	and	kicks	in	as	soon	as	you	start	doing	business.	If	you	start	taking	on	freelance	contracts,	for	example,	you	are	now	working	as	a	sole	proprietor.	And	you	and	your	business	are	the	same.	Because	of	the	simple	nature	of	sole	proprietorships,	they’re	the	most	common
form	of	business	in	the	U.S.	Sole	proprietors	may	choose	to	convert	their	small	businesses	to	LLCs	or	corporations,	but	they	also	might	keep	their	side	hustle	as	a	sole	proprietorship	for	as	long	as	they	work	on	it.	If	it’s	just	a	side	hustle	outside	of	your	regular	employment,	you	may	not	see	a	need	to	file	LLC	paperwork	and	pay	fees	to	keep	it	up.
Sticking	with	small	contracts	and	filing	taxes	as	a	sole	proprietor	may	be	enough	for	freelancers	like	web	designers,	small	crafters	on	Etsy,	or	personal	trainers.	Taxes	As	a	sole	proprietor,	you’ll	report	your	business	income	and	expenses	on	the	Schedule	C	form	of	your	personal	income	tax	return.	You’ll	pay	federal	and	state	income	tax	on	your
business	profits,	and	you’ll	also	pay	self-employment	taxes.	Here’s	what	that	means.	When	you’re	an	employee,	your	employer	pays	half	of	your	Social	Security	and	Medicare	taxes	and	withholds	the	other	half	from	your	pay.	As	a	sole	proprietor,	you’re	responsible	for	paying	the	full	amount	of	your	Social	Security	and	Medicare	taxes	(otherwise	known
as	self-employment	taxes)	Sole	proprietors	should	pay	estimated	taxes	on	their	self-employment	income	quarterly	to	avoid	fees,	penalties,	and	a	massive	tax	bill	in	April	of	the	next	year.	Pros	and	Cons	of	a	Sole	Proprietorship	Pros	Since	you	don’t	have	to	pay	any	formation	fees,	a	sole	proprietorship	is	an	incredibly	easy	way	to	start	a	new	business.
There	is	no	filing	process—you	can	start	immediately.	Since	it’s	easy	and	inexpensive	to	set	up,	you	can	quickly	legitimize	your	side	hustle.	If	you	have	a	candle-making	hobby,	you	can	ask	around	local	stores	to	see	if	they’re	interested	in	selling	items	from	local	artisans.	You	can	distribute	marketing	materials	and	open	a	bank	account.	It’s	easy	to
transition	your	sole	proprietorship	into	an	LLC	or	a	corporation	once	you	start	making	money	and	proving	yourself	in	your	chosen	field.	Keeping	track	of	expenses	is	important	in	a	sole	proprietorship	so	you	can	list	them	as	business	expenses	on	your	tax	return.	If	you	operate	your	business	out	of	your	home,	there	are	some	home	costs	that	may	be	tax-
deductible.	Some	people	find	it	easier	to	avoid	starting	new	bank	accounts	for	their	business	and	keep	everything	in	one	place.	You	are	not	required	to	open	a	separate	account,	but	having	a	separate	checking	account	for	business	expenses	and	income	could	help	you	keep	track	of	everything	more	easily.	You	may	be	able	to	deduct	business	losses
from	your	personal	income.	Cons	Liability	is	the	biggest	con	to	keep	yourself	aware	of.	As	a	sole	proprietor,	you	are	personally	responsible	for	all	your	business	debts	and	obligations,	including	loans,	leases,	credit	accounts	and	lawsuits.	If	you	have	employees,	you	may	also	be	liable	for	their	actions.	Liability	insurance	can	help	to	some	extent,	but	if
you	are	concerned	about	the	risk	to	your	personal	assets	if	your	business	fails	or	is	sued,	an	LLC	or	corporation	may	be	a	better	choice.	Self-employment	taxes	are	another	drawback,	particularly	if	you	are	making	a	substantial	profit.	LLCs	and	corporations	offer	additional	tax	options	that	may	help	you	save	money	on	self-employment	taxes.	Determine
if	a	Sole	Proprietorship	Right	for	You	A	sole	proprietorship	is	ideal	if	you	want	to	dip	your	toes	into	the	waters	of	entrepreneurship.	There	are	no	major	upfront	costs,	and	you’re	only	responsible	to	yourself	for	the	continued	operation	of	the	business.	On	the	other	hand,	if	you	already	have	a	very	strong	business	plan,	are	hiring	employees,	or	are
concerned	about	liability,	you	might	be	better	off	starting	your	business	as	an	LLC	or	corporation.	Ultimately,	a	sole	proprietorship	is	best	for	you	when	you	have	an	idea	and	want	to	start	immediately.	Frequently	Asked	Questions	(FAQs)	A	limited	liability	company	is	a	business	structure	that	shields	members	from	personal	responsibility	of	the	LLC’s
debts	and	liabilities,	whereas	owners	of	sole	proprietorships	are	fully	responsible	for	the	company’s	debts	and	liabilities.	An	independent	artist	who	sells	their	work	to	clients	is	an	example	of	a	sole	proprietor.	Many	freelancers,	artists,	actors,	writers	and	makers	tend	to	function	as	sole	proprietors.	In	theory,	yes.	But	it	won’t	make	a	difference	in	how
you’re	taxed.	As	a	sole	proprietor,	all	of	your	business’s	income	is	considered	your	personal	income.	So	even	if	you	had	a	separate	business	bank	account	that	you	drew	a	salary	from,	all	of	the	money	your	business	made—not	just	the	salary	you’re	choosing	to	withdraw—would	be	taxed	as	your	personal	income.	Sole	proprietors	should	file	taxes
quarterly	to	avoid	being	assessed	fees	and	penalties	by	the	IRS.	Since	no	taxes	are	taken	out	of	your	income,	quarterly	tax	payments	also	mean	you	won’t	owe	a	lot	of	money	at	the	end	of	the	year.	Sole	proprietors	need	to	report	their	business	income	and	expenses	by	filing	the	Schedule	C	form	along	with	the	1040.	Business	profits	and	losses	listed	in
Schedule	C	are	transferred	to	your	personal	tax	return.	The	Schedule	SE	form	must	also	be	filed,	which	calculates	how	many	taxes	you	owe	in	self-employment	taxes.	Be	sure	to	follow	the	IRS	guidelines	when	filing.	Share	—	copy	and	redistribute	the	material	in	any	medium	or	format	for	any	purpose,	even	commercially.	Adapt	—	remix,	transform,	and
build	upon	the	material	for	any	purpose,	even	commercially.	The	licensor	cannot	revoke	these	freedoms	as	long	as	you	follow	the	license	terms.	Attribution	—	You	must	give	appropriate	credit	,	provide	a	link	to	the	license,	and	indicate	if	changes	were	made	.	You	may	do	so	in	any	reasonable	manner,	but	not	in	any	way	that	suggests	the	licensor
endorses	you	or	your	use.	ShareAlike	—	If	you	remix,	transform,	or	build	upon	the	material,	you	must	distribute	your	contributions	under	the	same	license	as	the	original.	No	additional	restrictions	—	You	may	not	apply	legal	terms	or	technological	measures	that	legally	restrict	others	from	doing	anything	the	license	permits.	You	do	not	have	to	comply
with	the	license	for	elements	of	the	material	in	the	public	domain	or	where	your	use	is	permitted	by	an	applicable	exception	or	limitation	.	No	warranties	are	given.	The	license	may	not	give	you	all	of	the	permissions	necessary	for	your	intended	use.	For	example,	other	rights	such	as	publicity,	privacy,	or	moral	rights	may	limit	how	you	use	the
material.	A	Sole	proprietorship	can	be	explained	as	a	kind	of	business	or	an	organization	that	is	owned,	controlled	and	operated	by	a	single	individual	who	is	the	sole	beneficiary	of	all	profits	or	loss,	and	responsible	for	all	risks.	It	is	a	popular	kind	of	business,	especially	suitable	for	small	business	at	least	for	its	initial	years	of	operation.	This	type	of
businesses	is	usually	a	specialized	service	such	as	hair	salons,	beauty	parlours,	or	small	retail	shops.	Definition	of	Sole	Proprietorship:	It	is	that	type	of	business	organization	which	is	owned,	managed	and	controlled	by	a	single	owner.	The	word	“sole”	means	“only”	and	“proprietor”	notes	to	“owner”.	A	sole	proprietor	is	the	beneficiary	of	all	profits.	All
risks	are	to	be	borne	by	the	sole	proprietor.	The	sole	proprietor	has	unconditional	and	full	control	over	its	business.	Example:	Beauty	parlour,	barbershop,	general	store	and	sweet	shop	run	by	a	single	owner.	Also	Check:	Difference	Between	Sole	Proprietorship	and	Partnership	Features	of	Sole	Proprietorship:	(1)	Formation	and	Closure	This	type	of
business	organization	is	formed	by	the	owner	himself.	No	legal	conventions	are	obliged	to	start	the	sole	proprietorship	form	of	organization.	In	some	instances,	the	legal	formalities	are	required	or	the	owner	should	have	a	particular	license	or	a	certificate	to	run	the	business.	The	owner	can	close	the	business	at	his	own	discretion.	Example:	Goldsmith
or	a	person	running	a	medical	shop	should	have	a	license	to	run	this	type	of	business.	(2)	Liability	In	the	sole	proprietorship	business,	the	sole	owner	has	unlimited	liability.	In	this	case,	the	owner	is	himself	liable	to	pay	all	the	liabilities.	If	he	takes	a	loan	for	its	business	then	he	will	be	liable	for	all	the	debts.	Hence,	he	is	personally	liable	for	all	the
debt	which	can	be	recovered	by	his	personal	estate	when	funds	are	insufficient.	Example:	A	loan	taken	by	the	owner	of	the	sweet	shop	is	solely	responsible	for	the	repayment	of	the	loan	to	the	bank.	(3)	Sole	Risk	Bearer	and	Profit	Recipient	A	sole	proprietor	is	only	the	one	who	bears	all	risks	which	are	related	to	its	business.	All	the	profits	or	losses
which	are	earned	from	the	business	are	to	be	enjoyed	by	the	sole	owner.	(4)	Control	As	all	the	rights	and	responsibilities	lie	with	the	sole	proprietor	that	is	why	he	controls	all	the	business	activities.	No	one	can	interfere	in	the	business	activities	of	a	sole	proprietor.	Hence,	only	the	sole	proprietor	can	modify	his	plans	accordingly.	(5)	No	Separate
Entity	According	to	the	accounting	system,	the	owner	and	the	business	are	considered	as	two	separate	entities.	But	the	law	does	not	make	any	distinction	between	the	sole	trader	and	its	business.	Hence,	without	the	sole	trader,	the	business	has	no	identity	because	he	is	the	only	person	who	performs	all	the	business	activities.	(6)	Lack	of	Business
Continuity	Death,	imprisonment,	physical	ailment,	insanity	or	bankruptcy	of	the	sole	proprietor	will	directly	affect	the	business	or	it	may	cause	shutting	down	of	the	business.	In	the	case	of	the	beneficiary,	successor	or	legal	heir	of	sole	proprietor,	he	can	run	the	business	on	behalf	of	the	proprietor.	You	might	want	to	know:	What	is	Entrepreneurship?
Advantages	of	Sole	Proprietorship:	Some	of	the	popular	advantages	of	a	sole	proprietorship	are.	Quick	decision	making–	A	sole	proprietor	has	the	freedom	to	make	any	decision.	Therefore,	the	decision	would	be	prompt	as	they	don’t	have	to	take	the	permission	of	others.	Confidentiality	of	information-	Being	only	the	owner	of	the	business,	it	allows
him/her	to	keep	all	the	business	information	to	be	private	and	confidential.	Direct	incentive-	A	sole	proprietor	directly	has	the	right	to	have	all	the	profit	or	benefits	of	a	company.	Sense	of	accomplishment-	He/she	can	have	the	personal	satisfaction	associated	with	working	without	any	guidance	or	alone.	Ease	of	formation	and	closure-	A	single
proprietor	can	enter	the	business	with	minimum	legal	formalities.	Limitations	of	a	Sole	Proprietorship:	Some	of	the	primary	limitations	of	a	sole	proprietorship	are	as	follows:	(1)	Limited	Resources	Resources	of	a	sole	proprietor	are	limited	to	his	savings	and	borrowings	from	the	relatives.	Banks	also	hesitate	or	deny	giving	the	long	term	loans	or
extend	the	limit	of	long	term	loans	due	to	the	weak	financial	position	of	the	business.	Lack	of	all	these	resources	results	in	hindrance	in	the	growth	of	the	sole	proprietorship	business	Above	mentioned	are	the	reason	why	the	business	generally	remains	small.	(2)	Life	of	a	Business	Concern	The	owner	and	its	business	is	the	same	entity	and	due	to	lack
of	successor	or	heir,	the	life	of	the	business	is	limited.	Due	to	death,	insolvency,	illness	of	a	proprietor	gives	a	detrimental	impact	on	the	business	which	results	in	closure	of	the	business.	(3)	Unlimited	Liability	The	major	demerit	of	a	sole	proprietorship	is	that	the	owner	has	unlimited	liability.	If	the	sole	owner	becomes	fails	to	pay	the	debts,	due	to	the
failure	of	a	business,	the	creditors	would	not	only	claim	from	business	assets	but	also	from	his	personal	estate.	Taking	a	large	amount	of	loan	is	too	risky	and	also	put	the	burden	on	the	sole	owner	of	the	business.	Hence,	this	is	the	reason	why	sole	traders	do	not	intend	to	take	the	risk	for	the	survival	and	growth	of	the	business.	(4)	Limited	Managerial
Ability	The	sole	proprietor	has	to	accept	all	the	responsibilities	to	carry	out	its	business.	Sometimes	the	proprietor	has	to	perform	all	the	managerial	functions	like	sales,	purchase,	marketing,	selling,	dealings	with	clients,	etc.	He	may	not	be	able	to	employ	and	retain	aspiring	employees.	Advantages	of	a	Sole	Proprietorship:	Some	of	the	important
advantages	of	a	sole	proprietorship	are	as	follows:	(1)	Quick	Decision	Making	A	sole	proprietor	exercises	his	right	in	making	business	choices.	It	is	easy	for	a	sole	trader	to	make	decisions	quickly,	as	he	is	the	sole	receiver	of	all	the	profits.	There	is	no	need	to	share	profits	with	anyone	because	he	is	the	only	investor	who	has	invested	money	in	the
business.	(2)	Confidentiality	of	Information	A	sole	proprietor	has	the	authority	to	make	his	decisions	regarding	business	activities.	Since	a	sole	owner	is	the	only	decision-maker	of	the	business,	he	keeps	all	the	business-related	information	confidential.	Hence,	a	sole	trader	is	not	bound	by	law	to	bring	out	its	accounts	in	the	eye	of	the	public.	(3)	Direct
Incentive	A	profit	is	a	reward	for	bearing	risk	by	the	proprietor	in	its	business.	A	sole	proprietor	is	the	only	person	who	gains	all	the	benefits	arising	from	the	business.	Hence,	getting	profits	motivates	the	sole	proprietor	to	give	more	efforts	to	get	more	benefits	and	higher	growth	in	the	business.	(4)	Sense	of	Accomplishment	A	small	success	of	the
business	gives	the	feeling	of	fulfillment	of	goals	of	the	business	and	he	gets	motivated.	Hence,	getting	profits	or	long	term	benefits	gives	him	a	feeling	of	personal	satisfaction.	Multiple	Choice	Questions:	Q.1-	Identify	the	different	types	of	business	organizations:	a.	joint	Hindu	family	business	b.	cooperative	societies	c.	sole	proprietorship	d.	all	of	the
above	Answer	:	d	Q.2-Which	of	the	following	might	be	the	reasons	to	shut	down	the	business?	a.	imprisonment	b.	death	c.	both	A	&	B	d.	none	of	the	above	Answer	:	c	Q.3-	No	separate	entity	is	the	feature	of	___________	a.	cooperate	society	b.	sole	proprietorship	c.	government	d.	partnership	Answer	:	b	Q.4-	Which	of	the	following	is	the	advantage	of	a
sole	proprietorship:	a.	Limited	resources	b.	Direct	incentive	c.	Quick	decision-making	d.	Both	(b)	&	(c)	Answer	:	d	Q.5-Confidentiality	of	information	is	the	greatest	advantage	of	_________	a.	Joint-stock	company	b.	Sole	proprietorship	c.	Both	(a)	&	(b)	d.	None	of	the	above	Answer	:	b	Q.6-	Identify	the	disadvantage	of	a	sole	proprietorship:	a.	Quick
decision-making	b.	Limited	resources	c.	Unlimited	liability	d.	Both	(b)	&	(c)	Answer	:	d	For	more	information	on	Business	Studies	Class	11	Syllabus,	Commerce	notifications	and	sample	papers	for	Class	11	Commerce,	stay	tuned	to	BYJU’S.	Advantages	of	Sole	Proprietorships	1.	The	easiest	and	cheapest	way	to	start	a	business	Though	the	process
varies	depending	on	the	jurisdiction,	establishing	a	sole	proprietorship	is	generally	an	easy	and	inexpensive	process,	unlike	forming	a	partnership	or	a	corporation[1].	Compared	to	other	business	forms,	there	is	very	little	paperwork	a	proprietor	needs	to	file	with	their	local	authorities.	As	a	result,	proprietors	do	not	have	to	wait	long	before	they	have
permission	to	carry	on	a	business.			The	start-up	fees	are	also	low,	in	line	with	many	government	policies	that	encourage	entrepreneurs	to	take	risks	and	grow	the	economy	by	minimizing	the	friction	of	starting	new	businesses.			2.	Few	government	rules	and	laws	There	are	very	few	government	rules	and	regulations	that	are	specific	to	proprietors.
Sole	proprietors	must	keep	proper	records,	file,	and	pay	taxes	on	the	business	income	and	other	personal	income	sources.			Record	keeping	and	tax	filing	obligations	are	generally	no	more	complicated	than	maintaining	records	for	individual	tax	filings.	Due	to	the	time	and	the	effort,	proprietors	may	wish	to	pay	for	specialized	software	and	advisors	to
streamline	the	time	spent	on	administration.	Government	rules	for	larger	enterprises	and	public	companies,	such	as	financial	disclosure,	require	far	more	administration	and	do	not	apply	to	sole	proprietorships.	3.	Full	management	control	Proprietors	control	all	aspects	of	their	business,	including	production,	sales,	finance,	personnel,	etc.	This	degree
of	freedom	is	attractive	to	many	entrepreneurs,	as	the	venture’s	success	also	means	personal	success.	To	be	successful,	proprietors	must	be	“good	enough”	at	the	various	aspects	of	their	business	they	have	control	over.	While	some	proprietors	have	employees	and	delegate	some	of	their	authority,	they	are	ultimately	accountable	for	all	the	decisions
and	acts	of	their	business.			4.	Flow-through	of	business	profit	There	is	no	legal	separation	between	the	owner	and	the	business,	so	the	owner	gets	100%	of	the	profits.	Although	all	profits	go	to	the	owner,	taxes	are	paid	once,	and	proprietors	pay	taxes	individually.			Proprietors	must	pay	individual	taxes	on	the	income	periodically,	for	example,	as	part
of	the	annual	individual	tax	filing.	Tax	payments	may	be	more	frequent,	for	example,	quarterly,	depending	on	local	tax	rules.			Making	regular	payments	can	help	a	proprietor	keep	their	tax	burden	from	becoming	overwhelming	and	incurring	tax	penalties.	Tax	advisors	can	help	proprietors	estimate	taxes	so	they	can	set	aside	enough	of	the	profits	to
make	mandatory	government	payments[2].	Disadvantages	of	Sole	Proprietorships	1.	Unlimited	legal	liability	There	is	no	legal	separation	between	the	owner	and	the	business.	Similar	to	how	all	profits	flow	to	the	owner,	all	debts	and	obligations	rest	with	the	proprietor.			If	the	business	cannot	satisfy	its	obligations,	creditors	may	pursue	the
proprietor’s	personal	assets	in	order	to	be	repaid.	This	accountability	is	clearly	outlined	within	legal	documents	signed	with	lenders,	sometimes	called	a	promissory	note.	A	proprietor	does	not	need	to	provide	a	personal	guarantee	to	their	sole	proprietorship,	as	the	two	are	the	same	legal	entity	in	the	eyes	of	the	law.				2.	Limit	to	available	capital
Owners	put	their	own	resources	to	bear	when	going	into	business	for	themselves.	There	are	limits	to	their	financial	resources	and	the	amount	of	credit	they	get	when	they	seek	out	lending	relationships.			Proprietors	cannot	sell	shares,	or	interest,	in	their	business	to	raise	money.	Putting	ideas	into	reality	is	risky	and	can	be	costly.	Keeping	a	business
going	can	be	capital	intensive.	Some	expenses	must	be	incurred	before	revenue	is	generated.	Any	sales	on	credit,	and	any	cash	paid	towards	expenses,	must	be	financed	by	working	capital.	Equipment	and	other	long-use	resources	required	for	the	business	must	be	rented	or	financed.	If	business	requirements	exceed	the	resources	and	financing
available	to	proprietors,	they	will	need	to	closely	manage	their	working	capital	and	potentially	curtail	the	acquisition	of	fixed	assets.			A	fulsome	business	plan	helps	proprietors	determine	the	capital	necessary	to	start	up,	sustain,	and	grow	the	business.	3.	Backup	and	succession	If	the	owner	cannot	or	does	not	want	to	operate	the	business,	it	stops.	An
owner	may	have	a	family	member	or	trusted	employee	who	can	briefly	work	in	place	of	the	owner	in	the	case	of	illness	or	any	temporary	and	unforeseen	reason.			Business	interruption	insurance	may	cover	expenses	for	longer-term	issues,	but	these	policies	cannot	complete	the	work	that	a	proprietor	has	already	taken	on.	Without	a	separate	legal
identity,	sole	proprietorships	cannot	readily	pass	any	intangible	assets	from	one	owner	to	another.	Aside	from	equipment	and	fixed	assets,	the	value	of	the	business	is	inherently	tied	to	the	proprietor.			To	make	any	sale	attractive,	a	proprietor	must	find	someone	with	comparable	skills	willing	to	purchase	the	goodwill	the	owner	has	built	up.	If	they
cannot	find	a	buyer,	the	proprietor	may	pass	the	business	on	to	a	family	member	or	a	trusted	employee	if	one	exists.	4.	Skills	and	experience	The	proprietor	must	make	“good	enough”	decisions	in	all	business	areas.	If	an	owner	does	not	have	enough	knowledge	or	skills,	their	decisions	may	be	flawed.	There	is	a	finite	amount	of	time	to	do	things
correctly	or	learn	to	do	everything	adequately.	It	can	be	difficult	for	individuals	to	manage	all	aspects	of	their	business	properly.	The	owner	can	hire	employees,	outside	help,	or	get	professional	advice	on	parts	of	the	business	process.			The	owner’s	ability	to	use	their	own	time	to	earn	greater	profits	to	offset	the	cost	of	hiring	help	is	a	crucial
consideration.			Employees,	contractors,	and	other	services	may	be	too	costly	for	such	sole	proprietorships.	The	owner’s	time	must	be	productive	enough	to	pay	for	the	cost	of	hiring	others.	Additional	Resources	Thank	you	for	reading	CFI’s	guide	to	Sole	Proprietorship.	To	keep	learning	and	developing	your	knowledge	of	financial	analysis,	we	highly
recommend	the	additional	CFI	resources	below:	Article	Sources	Business	legally	synonymous	with	its	owner	This	article	is	part	of	a	series	onCorporate	law	By	jurisdiction	Anguilla	Australia	BVI	Canada	Cayman	Islands	India	South	Africa	UK	United	States	Vietnam	European	Union	France	Germany	General	corporate	forms	Company	Conglomerate
Cooperative	Corporation	Holding	company	Joint-stock	Partnership	General	Limited	Limited	liability	Private	limited	Shell	corporation	Shelf	corporation	Sole	proprietorship	Corporate	forms	by	jurisdiction	European	Union	Societas	(SE)	Societas	cooperativa	(SCE)	Societas	privata	(SPE)	Societas	unius	personae	(SUP)	Economic	interest	grouping	(EEIG)
UK	/	Ireland	/	Commonwealth	Charitable	incorporated	organisation	(England	and	Wales)	(CIO)	Scottish	charitable	incorporated	organisation	(SCIO)	Community	interest	company	(CIC)	Industrial	and	provident	society	(IPS)	Limited	company	(Ltd.)	by	guarantee	by	shares	proprietary	public	Unlimited	company	United	States	Benefit	corporation	C
corporation	Limited	liability	company	(LLC)	Low-profit	LLC	Series	LLC	Limited	liability	limited	partnership	(LLLP)	S	corporation	Delaware	corporation	/	statutory	trust	Massachusetts	business	trust	Nevada	corporation	Others	Aktiebolag	(AB)	Aktiengesellschaft	(AG)	Ansvarlig	selskap	(ANS)	Aktieselskab	(A/S)	Aksjeselskap	(AS)	Gesellschaft	mit
beschränkter	Haftung	(GmbH)	Kabushiki	gaisha	(K.K.)	Naamloze	vennootschap	(N.V.)	Osakeyhtiö	(Oy)	S.A.	Sociedad	de	responsabilidad	limitada	(S.R.L.)	Société	à	responsabilité	limitée	(SARL)	more...	Doctrines	Business	judgment	rule	Corporate	governance	De	facto	and	estoppel	corporations	Internal	affairs	doctrine	Limited	liability	Tag-along	right
Drag-along	right	Piercing	the	corporate	veil	Rochdale	Principles	Ultra	vires	Related	areas	Beneficial	ownership	Civil	procedure	Contract	Corporate	registers	Registered	agent	Company	portal	Law	portalvte	A	sole	proprietorship,	also	known	as	a	sole	tradership,	individual	entrepreneurship	or	proprietorship,	is	a	type	of	enterprise	owned	and	run	by
only	one	person	and	in	which	there	is	no	legal	distinction	between	the	owner	and	the	business	entity.[1]	A	sole	trader	does	not	necessarily	work	alone	and	may	employ	other	people.[2]	The	sole	trader	receives	all	profits	(subject	to	taxation	specific	to	the	business)	and	has	unlimited	responsibility	for	all	losses	and	debts.[3]	Every	asset	of	the	business
is	owned	by	the	proprietor,	and	all	debts	of	the	business	are	that	of	the	proprietor;	the	business	is	not	a	separate	legal	entity.	The	arrangement	is	a	"sole"	proprietorship	in	contrast	with	a	partnership,	which	has	at	least	two	owners.	Sole	proprietors	may	use	a	trade	name	or	business	name	other	than	their	legal	name.	They	may	have	to	trademark	their
business	name	legally	if	it	differs	from	their	own	legal	name,	with	the	process	varying	depending	upon	country	of	residence.[4]	Registration	of	a	business	name	for	a	sole	proprietor	is	not	mandatory	in	many	countries,	and	is	generally	uncomplicated,	unless	it	involves	the	selection	of	a	name	that	is	fictitious,	or	assumed.	In	many	countries,	the
business	owner	is	required	to	register	with	the	appropriate	local	authorities,	who	will	determine	that	the	name	submitted	is	not	duplicated	by	another	business	entity.	The	owner	may	hire	employees	and	enlist	the	services	of	independent	consultants.	Although	an	employee	or	consultant	may	be	requested	by	the	owner	to	complete	a	specific	project,	or
participate	in	the	company's	decision-making	process,	their	contribution	to	the	project	or	decision	is	considered	a	recommendation	under	the	law.	Under	the	legal	doctrine	respondeat	superior	(Latin:	"let	the	master	answer"),	the	legal	liability	for	any	business	decision	arising	from	such	a	contribution	remains	upon	the	owner	and	cannot	be	renounced
or	apportioned.	This	is	transposed	by	the	unlimited	liability	attached	to	a	sole	proprietary	business.	The	owner	carries	the	financial	responsibility	for	all	debts	and/or	losses	suffered	by	the	business,	to	the	extent	of	using	personal	or	other	assets	to	discharge	any	outstanding	liabilities.	Thus,	the	owner	of	a	sole	proprietorship	may	be	forced	to	use
his/her	personal	holdings,	such	as	his/her	car,	to	pay	the	debts.[5]	The	owner	is	exclusively	liable	for	all	business	activities	conducted	by	the	sole	proprietorship	and,	accordingly,	entitled	to	full	control	and	all	earnings	associated	with	it.	In	the	Netherlands,	a	sole	trader	can	be	categorized	as	a	"ZZPer",	and	must	register	with	the	Chamber	of
Commerce	and	get	a	VAT	ID.[6]	Not	all	ZZPers	are	sole	traders.	A	ZZPer	(meaning	Zelfstandige	Zonder	Personeel	or	self-employed	without	staff)	is	an	entrepreneur	who	does	not	employ	any	staff	to	run	their	business.	A	business	can	be	a	sole	proprietorship	and	also	employ	staff	in	which	case	the	entrepreneur	does	not	qualify	as	a	ZZPer.	In	Ireland,	a
sole	trader	who	wishes	to	trade	using	a	business	name	other	than	their	true	surname	must	register	that	name	with	the	Companies	Registration	Office	(CRO).[7]	In	Malaysia,	there	are	three	laws	governing	the	registration	and	administration	of	sole	proprietors:-	West	Malaysia	and	the	Federal	Territory	of	Labuan:	Registration	of	Business	Act	1956	(Act
197);[8]	Sarawak:	Businesses,	Professions	and	Trade	Licensing	Ordinance	[Sarawak	Chapter	33];[9]	and	Business	Names	Ordinance	for	the	State	of	Sarawak	[Sarawak	Chapter	64][10]	and	Sabah:	Trades	Licensing	Ordinance	for	the	State	of	Sabah	[Sabah	Chapter	144].[11]	In	West	Malaysia,	the	registration	of	sole	proprietors	come	under	the	purview
of	the	Companies	Commission	of	Malaysia	(Suruhanjaya	Syarikat	Malaysia,	abbreviated	as	SSM).	In	Sabah	and	Sarawak	(with	the	exception	of	Kuching),	the	registrations	of	businesses	are	done	at	the	local	authorities	(e.g.	municipal	councils	or	district	offices),	while	in	Kuching,	sole	proprietors	are	registered	with	the	Kuching	Office	of	the	Malaysian
Inland	Revenue	Board.	Sole	proprietors,	which	includes	the	self-employed,	must	register	with	the	relevant	authority	within	thirty	days	from	the	commencement	of	their	business.[12]	Sole	proprietors	may	register	their	business	using	one	of	two	names:	their	legal	name	following	the	registrant's	identity	card	or	a	trade	name.[13]	Registration	of	a
business	lasts	for	either	one	or	two	years,	and	must	be	renewed	thirty	days	before	its	expiry.[12]	In	the	event	of	termination	of	business,	the	proprietor	has	thirty	days	from	the	termination	date	to	file	the	notice	with	the	relevant	authority.[12]	If	the	termination	is	caused	by	the	death	of	the	proprietor,	the	administrators	of	the	estate	have	four	months
from	the	death	date	to	file	a	notice	of	termination.[12]	Sole	proprietors	must	register	with	the	Royal	Malaysian	Customs	Department	to	charge	and	collect	goods	and	services	tax	(GST)	once	their	taxable	turnover	within	a	12	month-period	exceeds	RM500,000.[14]	Similar	to	other	Common	Law	jurisdiction,	proprietors	may	enter	into	contracts	of
employment	and/or	apprenticeship	with	their	employees.	Sole	proprietors,	as	employers	are	responsible	to:	Make	contribution	to	their	employees'	Employees	Provident	Fund;[15]	and	Pay	contribution	to	their	employees'	Social	Security.[16]	In	2016,	the	SSM	took	legal	action	against	478	online	businesses	that	failed	to	register	their	businesses,
whether	as	sole	proprietors,	partnerships,	or	private	limited	companies.[17]	As	at	May	12,	2017,	a	total	of	50,882	online	businesses	have	registered	with	the	SSM	since	2015.[18]	Sole	traders	in	New	Zealand	must	notify	the	Inland	Revenue	Department	that	they	are	trading	and	must	register	for	Goods	and	Services	Tax	purposes	if	their	income
exceeds	$60,000	per	year.[19]	Sole	traders	may	obtain	a	unique	New	Zealand	Business	Number	(NZBN),	which	any	business	in	New	Zealand	can	use	to	identify	the	business	in	commercial	relationships	and	dealings	with	the	government.[20]	A	sole	trader	is	the	simplest	type	of	business	structure	defined	in	UK	law.	It	refers	to	an	individual	who	owns
their	own	business	and	retains	all	the	profits	from	it.	When	starting	up,	sole	traders	must	complete	a	straightforward	registration	with	HM	Revenue	and	Customs	as	self-employed	for	tax	and	National	Insurance	purposes.	They	are	responsible	for	maintaining	the	business's	records	and	submitting	an	annual	tax	return	for	all	income	from	self-
employment	and	other	work.[21]	If	revenue	is	expected	to	be	more	than	£85,000	a	year,	they	must	also	register	for	Value	Added	Tax.	A	sole	trader	can	employ	staff,	but	is	personally	responsible	for	any	losses	the	business	takes.[22]	Becoming	a	sole	trader	is	relatively	simple	compared	to	other	business	structures.	It	can	rapidly	enable	a	business	to
begin	trading;	the	requirements	for	record-keeping	are	far	more	straightforward	than	other	business	structures.	Sole	traders	make	all	operational	decisions	and	are	solely	responsible	for	raising	business	finance.	They	can	invest	their	own	capital	into	the	business,	or	may	be	able	to	access	business	loans	and/or	overdrafts.	Unlike	limited	companies	or
partnerships,	it	is	not	necessary	to	share	decision-making	or	the	profits.[22]	Unlike	many	other	business	entities,	the	sole	proprietorship	lacks	a	clear	distinction	between	personal	and	business	income.[23]	The	business	owner	is	personally	liable	for	income	tax	and	National	Insurance	contributions	due	on	the	business	profits	in	each	tax	year.	They	are
also	personally	liable	for	any	debts	the	business	incurs.	Business	analysts	may	advise	sole	traders	to	form	a	limited	company	in	order	to	access	greater	levels	of	financing,	for	example	for	expansion	plans.	This	can	limit	their	personal	liability,	and	business	lenders	may	be	more	inclined	to	co-operate	with	a	limited	company.	It	can	also	be	the	case	that
within	certain	industries,	it	is	easier	to	secure	work	if	presenting	potential	business	partners	with	a	limited	company	structure.	In	the	United	States,	there	are	no	formalities	that	must	be	followed	to	start	a	sole	proprietorship	or	commence	business	as	a	sole	proprietor.	However,	depending	upon	the	business	activity	of	the	sole	proprietorship,	sole
proprietors	may	require	licenses	and	permits	in	order	to	conduct	business.[24]	According	to	the	Small	Business	Administration	(SBA),	a	sole	proprietor	and	their	business	are	considered	as	one	and	the	same;	therefore,	the	business	is	not	subjected	to	separate	taxation	and	regarded	as	the	direct	income	of	the	owner.	Income,	losses	and	expenses	may
be	listed	on	a	Schedule	C,	which	is	then	transferred	to	the	personal	tax	return	of	the	owner.[25]	It	is	the	responsibility	of	the	owner	to	ensure	all	due	income	taxes	and	self-employment	contributions	are	paid.	A	permitted	exception	to	the	sole	proprietor	(single	owner)	stipulation	is	made	by	the	Internal	Revenue	Service	(IRS)	permitting	the	spouse	of	a
sole	proprietor	to	work	for	the	business.	They	are	not	classified	as	partners	in	the	enterprise,	or	an	independent	contractor,	enabling	the	business	to	retain	its	sole	proprietorship	status	and	not	be	required	to	submit	a	partnership	income	tax	return.[26]	If	an	individual	elects	to	incorporate	as	a	Limited	liability	company	but	elects	to	be	taxed	as	a
Corporation,	the	IRS	no	longer	recognizes	the	individual	as	a	sole	proprietorship.[25]	The	setting-up	process	of	a	sole	proprietorship	to	comply	with	local	laws	and	regulations,	is	obtainable	from	the	Small	Business	Development	Center	(SBDC),	using	their	locator	facility.	A	sole	proprietor	must	be	prepared	to	devote	their	time,	utilizing	business
methods	towards	establishing	a	sound	and	appropriate	foundation.	Doing	so	may	contribute	to	increased	turnover,	profits,	minimize	taxes,	and	avoid	other	potential	adversities.[27]	Sole	owners	are	engaged	in	many	varieties	of	industry	and	commerce,	and	a	comprehensive	list	of	the	primary	categories	is	found	in	the	North	American	Industry
Classification	System	(NAICS).	The	selection	of	a	business	type,	by	a	new	sole	proprietor,	is	in	many	instances,	motivated	by	appropriate	business	experience	in	a	particular	field,	especially	those	pertaining	to	enterprises	involving	the	marketing	and	selling	of	defined	products	and	services.	A	crucial	component	of	a	sole	proprietorship	within	a
business	plan	is	the	provision	of	an	inherent	guideline,	for	actions	that	require	implementing	for	a	business	to	achieve	growth.	The	business	name	and	products	are	critical	aspects	in	the	founding	of	a	sole	proprietorship	and	once	selected,	should	be	protected.	In	the	event	of	a	determined	brand	name	being	legalized,	information	regarding	trademark
protection	is	available	from	the	U.S.	Patent	and	Trademark	Office.	For	the	sole	proprietor,	there	are	a	variety	of	options	in	obtaining	financial	support	for	their	business,	including	loan	facilities	available	from	the	U.S.	Small	Business	Administration.	The	loans	are	not	originated	by	the	SBA,	but	the	administration	does	guarantee	loans	made	by	various
independent	lending	institutions.	The	primary	loan	facility	for	small	businesses	offered	by	this	agency	is	the	7(a)	loan	program,	designed	for	general	applications.[28]	Sole	proprietors	are	able	to	finance	legitimate	operating	expenses;	for	example,	working	capital,	furniture,	leasehold	improvements	and	building	renovations.	Many	and	varied	private
organizations	and	individuals	seek	opportunities	to	invest	and	fund	a	business	that	may	not	qualify	for	traditional	financing	from	institutions,	such	as	banks.	For	the	sole	proprietor	seeking	to	take	advantage	of	this	facility,	there	are	various	factors	that	must	be	understood	and	adhered	to	regarding	the	loan	application.	The	Small	Business
Administration	(SBA)	advises	that	there	are	traditionally	two	forms	of	financing:	debt	and	equity.	For	any	small	business	owner	seeking	funding,	they	must	consider	the	debt-to-equity	ratio	of	their	enterprise.[29]	According	to	the	SBA,	there	are	various	private	organizations	prepared	to	fund	sole	proprietor	business	operations	that	do	not	qualify	for
traditional	financing	from	banks.	These	private	investors	can	provide	loans,	credit	lines,	leasing	facilities	for	equipment,	or	other	forms	of	capital,	to	sole	proprietorships	that	have	exhausted	alternative	financial	resources.	It	is	also	possible	for	these	owners	to	obtain	financing	by	way	of	business	partners	or	others,	with	cash	to	invest.	Financial
partners	are	frequently	"silent"	and	although	they	do	not	participate	in	any	business	related	decisions,	they	generally	receive	a	percentage	of	the	profits,	generated	by	the	business.	To	assist	sole	proprietors,	there	are	business	grants	available	from	the	Federal	Government	or	private	organizations,	providing	certain	criteria	are	met.	To	qualify	for
Federal	grants,[30]	small	businesses	must	comply	with	determined	business	size	and	income	standards.	For	consideration	regarding	various	grant	opportunities,	sole	proprietors	may	apply	for	a	grant	in	their	capacity	as	an	individual.	Local	governments	and	state	economic	development	agencies	frequently	make	grants	available,	for	businesses	that
stimulate	their	local	economies.	For	any	sole	proprietor	applying	for	a	loan,	before	starting	the	loan	procedure,	it	is	essential	that	their	personal	and	business	credit	history	is	in	order	and	up-to-date.	A	personal	credit	report	should	be	obtained	from	a	credit	bureau;	for	example,	Trans-Union,	Equifax	or	Experian.	This	action	should	be	initiated	by	a
business	owner	well	before	starting	the	borrowing	process.	The	Small	Business	Administration	specifies	that	all	credit	reports	received	from	any	source	should	be	carefully	reviewed	to	ensure	that	all	relevant	personal	information	is	correct.	Other	content	in	the	report	should	also	be	examined	particularly	that	related	to	the	past	credit	obtained,	from
sources	such	as	credit	cards,	mortgages,	and	student	loans,	as	well	as	details	pertaining	to	how	the	credit	was	repaid.	An	exact	equivalent	of	"sole	proprietorship"	is	often	absent,	because	the	focus	of	the	concept	can	change.	An	example	is	the	Brazilian	concept	of	"sole	business"	that	was	split	into	two	main	kinds	of	formal	freelancer:	sole	professional:
with	higher	level	academic	certificate	and	regulations	for	formal	control	of	autonomous	exercise	(e.g.	sole	doctor's	office)	sole	entrepreneur:	"little	entrepreneurs",	such	as	a	craftsman,	autonomous	taxi	driver,	and	many	others,	that	can	be	formal.	An	informal	freelancer,	through	a	simple	process,	can	be	formalized	as	sole	microentrepreneur.	German
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2011.	Retrieved	26	January	2018.	^	"Sole	Proprietorship	Loan	Programs".	SBA.gov.	Retrieved	11	December	2014.	Retrieved	from	"	Advantages	of	Sole	Proprietorships	1.	The	easiest	and	cheapest	way	to	start	a	business	Though	the	process	varies	depending	on	the	jurisdiction,	establishing	a	sole	proprietorship	is	generally	an	easy	and	inexpensive
process,	unlike	forming	a	partnership	or	a	corporation[1].	Compared	to	other	business	forms,	there	is	very	little	paperwork	a	proprietor	needs	to	file	with	their	local	authorities.	As	a	result,	proprietors	do	not	have	to	wait	long	before	they	have	permission	to	carry	on	a	business.			The	start-up	fees	are	also	low,	in	line	with	many	government	policies	that
encourage	entrepreneurs	to	take	risks	and	grow	the	economy	by	minimizing	the	friction	of	starting	new	businesses.			2.	Few	government	rules	and	laws	There	are	very	few	government	rules	and	regulations	that	are	specific	to	proprietors.	Sole	proprietors	must	keep	proper	records,	file,	and	pay	taxes	on	the	business	income	and	other	personal	income
sources.			Record	keeping	and	tax	filing	obligations	are	generally	no	more	complicated	than	maintaining	records	for	individual	tax	filings.	Due	to	the	time	and	the	effort,	proprietors	may	wish	to	pay	for	specialized	software	and	advisors	to	streamline	the	time	spent	on	administration.	Government	rules	for	larger	enterprises	and	public	companies,	such
as	financial	disclosure,	require	far	more	administration	and	do	not	apply	to	sole	proprietorships.	3.	Full	management	control	Proprietors	control	all	aspects	of	their	business,	including	production,	sales,	finance,	personnel,	etc.	This	degree	of	freedom	is	attractive	to	many	entrepreneurs,	as	the	venture’s	success	also	means	personal	success.	To	be
successful,	proprietors	must	be	“good	enough”	at	the	various	aspects	of	their	business	they	have	control	over.	While	some	proprietors	have	employees	and	delegate	some	of	their	authority,	they	are	ultimately	accountable	for	all	the	decisions	and	acts	of	their	business.			4.	Flow-through	of	business	profit	There	is	no	legal	separation	between	the	owner
and	the	business,	so	the	owner	gets	100%	of	the	profits.	Although	all	profits	go	to	the	owner,	taxes	are	paid	once,	and	proprietors	pay	taxes	individually.			Proprietors	must	pay	individual	taxes	on	the	income	periodically,	for	example,	as	part	of	the	annual	individual	tax	filing.	Tax	payments	may	be	more	frequent,	for	example,	quarterly,	depending	on
local	tax	rules.			Making	regular	payments	can	help	a	proprietor	keep	their	tax	burden	from	becoming	overwhelming	and	incurring	tax	penalties.	Tax	advisors	can	help	proprietors	estimate	taxes	so	they	can	set	aside	enough	of	the	profits	to	make	mandatory	government	payments[2].	Disadvantages	of	Sole	Proprietorships	1.	Unlimited	legal	liability
There	is	no	legal	separation	between	the	owner	and	the	business.	Similar	to	how	all	profits	flow	to	the	owner,	all	debts	and	obligations	rest	with	the	proprietor.			If	the	business	cannot	satisfy	its	obligations,	creditors	may	pursue	the	proprietor’s	personal	assets	in	order	to	be	repaid.	This	accountability	is	clearly	outlined	within	legal	documents	signed
with	lenders,	sometimes	called	a	promissory	note.	A	proprietor	does	not	need	to	provide	a	personal	guarantee	to	their	sole	proprietorship,	as	the	two	are	the	same	legal	entity	in	the	eyes	of	the	law.				2.	Limit	to	available	capital	Owners	put	their	own	resources	to	bear	when	going	into	business	for	themselves.	There	are	limits	to	their	financial
resources	and	the	amount	of	credit	they	get	when	they	seek	out	lending	relationships.			Proprietors	cannot	sell	shares,	or	interest,	in	their	business	to	raise	money.	Putting	ideas	into	reality	is	risky	and	can	be	costly.	Keeping	a	business	going	can	be	capital	intensive.	Some	expenses	must	be	incurred	before	revenue	is	generated.	Any	sales	on	credit,
and	any	cash	paid	towards	expenses,	must	be	financed	by	working	capital.	Equipment	and	other	long-use	resources	required	for	the	business	must	be	rented	or	financed.	If	business	requirements	exceed	the	resources	and	financing	available	to	proprietors,	they	will	need	to	closely	manage	their	working	capital	and	potentially	curtail	the	acquisition	of
fixed	assets.			A	fulsome	business	plan	helps	proprietors	determine	the	capital	necessary	to	start	up,	sustain,	and	grow	the	business.	3.	Backup	and	succession	If	the	owner	cannot	or	does	not	want	to	operate	the	business,	it	stops.	An	owner	may	have	a	family	member	or	trusted	employee	who	can	briefly	work	in	place	of	the	owner	in	the	case	of	illness
or	any	temporary	and	unforeseen	reason.			Business	interruption	insurance	may	cover	expenses	for	longer-term	issues,	but	these	policies	cannot	complete	the	work	that	a	proprietor	has	already	taken	on.	Without	a	separate	legal	identity,	sole	proprietorships	cannot	readily	pass	any	intangible	assets	from	one	owner	to	another.	Aside	from	equipment
and	fixed	assets,	the	value	of	the	business	is	inherently	tied	to	the	proprietor.			To	make	any	sale	attractive,	a	proprietor	must	find	someone	with	comparable	skills	willing	to	purchase	the	goodwill	the	owner	has	built	up.	If	they	cannot	find	a	buyer,	the	proprietor	may	pass	the	business	on	to	a	family	member	or	a	trusted	employee	if	one	exists.	4.	Skills
and	experience	The	proprietor	must	make	“good	enough”	decisions	in	all	business	areas.	If	an	owner	does	not	have	enough	knowledge	or	skills,	their	decisions	may	be	flawed.	There	is	a	finite	amount	of	time	to	do	things	correctly	or	learn	to	do	everything	adequately.	It	can	be	difficult	for	individuals	to	manage	all	aspects	of	their	business	properly.
The	owner	can	hire	employees,	outside	help,	or	get	professional	advice	on	parts	of	the	business	process.			The	owner’s	ability	to	use	their	own	time	to	earn	greater	profits	to	offset	the	cost	of	hiring	help	is	a	crucial	consideration.			Employees,	contractors,	and	other	services	may	be	too	costly	for	such	sole	proprietorships.	The	owner’s	time	must	be
productive	enough	to	pay	for	the	cost	of	hiring	others.	Additional	Resources	Thank	you	for	reading	CFI’s	guide	to	Sole	Proprietorship.	To	keep	learning	and	developing	your	knowledge	of	financial	analysis,	we	highly	recommend	the	additional	CFI	resources	below:	Article	Sources	A	sole	proprietorship	is	a	business	that	can	be	owned	and	controlled	by
an	individual,	a	company	or	a	limited	liability	partnership.	There	are	no	partners	in	the	business.	The	legal	status	of	a	sole	proprietorship	can	be	defined	as	follows:	It	is	not	a	separate	legal	entity	from	the	business	owner	The	business	owner	has	unlimited	liability	(i.e.	the	business	owner	is	personally	liable	for	all	the	debts	and	losses	of	the	sole
proprietorship)	It	can	sue	or	be	sued	in	the	owner’s	name	Enjoy	sharper	detail,	more	accurate	color,	lifelike	lighting,	believable	backgrounds,	and	more	with	our	new	model	update.	Your	generated	images	will	be	more	polished	than	ever.See	What's	NewExplore	how	consumers	want	to	see	climate	stories	told	today,	and	what	that	means	for
your	visuals.Download	Our	Latest	VisualGPS	ReportData-backed	trends.	Generative	AI	demos.	Answers	to	your	usage	rights	questions.	Our	original	video	podcast	covers	it	all—now	on	demand.Watch	NowEnjoy	sharper	detail,	more	accurate	color,	lifelike	lighting,	believable	backgrounds,	and	more	with	our	new	model	update.	Your	generated	images
will	be	more	polished	than	ever.See	What's	NewExplore	how	consumers	want	to	see	climate	stories	told	today,	and	what	that	means	for	your	visuals.Download	Our	Latest	VisualGPS	ReportData-backed	trends.	Generative	AI	demos.	Answers	to	your	usage	rights	questions.	Our	original	video	podcast	covers	it	all—now	on	demand.Watch	NowEnjoy
sharper	detail,	more	accurate	color,	lifelike	lighting,	believable	backgrounds,	and	more	with	our	new	model	update.	Your	generated	images	will	be	more	polished	than	ever.See	What's	NewExplore	how	consumers	want	to	see	climate	stories	told	today,	and	what	that	means	for	your	visuals.Download	Our	Latest	VisualGPS	ReportData-backed	trends.
Generative	AI	demos.	Answers	to	your	usage	rights	questions.	Our	original	video	podcast	covers	it	all—now	on	demand.Watch	Now	Definition	A	sole	proprietorship	is	an	unincorporated	business	owned	by	a	single	individual	who	is	entitled	to	all	profits	and	responsible	for	all	debts	and	obligations,	making	it	the	simplest	form	of	business	structure.	A
sole	proprietorship	is	an	unincorporated	business	with	one	owner.	There	is	no	legal	separation	between	the	company	and	the	owner,	who	receives	all	profits	but	is	liable	for	all	debts	and	losses.	A	sole	proprietorship	is	the	easiest	type	to	establish	and	a	popular	choice	for	small	businesses,	individual	contractors,	and	consultants.	Most	small	businesses
start	as	sole	proprietorships	and	either	stay	that	way	or	expand	and	transition	to	a	limited	liability	entity	or	corporation.	A	sole	proprietorship	is	an	unincorporated	business	with	only	one	owner	who	pays	personal	income	tax	on	profits	earned.Sole	proprietorships	are	easy	to	establish	and	popular	with	small	business	owners	and	contractors.Most	small
businesses	start	as	sole	proprietorships	and	may	transition	to	a	limited	liability	entity	or	corporation	as	the	company	grows.	A	sole	proprietorship	is	one	of	the	easiest	ways	to	start	a	business	with	a	single	owner.	Investopedia	/	Theresa	Chiechi	The	easiest	way	to	start	a	one-owner	business	is	through	a	sole	proprietorship.	The	debts	of	the	sole
proprietorship	are	also	the	debts	of	the	owner.	However,	all	profits	flow	directly	to	the	business	owner.	There	are	certain	steps	individuals	should	take	to	get	started	including:	Some	states	require	that	individuals	apply	for	business	or	occupancy	licenses	and	permits.	States	may	also	require	businesses	to	file	a	"Doing	Business	As	name"	or	operate
under	an	assumed	name,	usually	the	sole	proprietor.	Apply	for	and	obtain	an	Employer	Identification	Number	(EIN)	for	employees	or	to	file	tax	returns.	Some	sole	proprietors	can	use	their	own	Social	Security	Number	(SSN).	Owners	may	want	to	check	with	a	tax	advisor	to	determine	which	works	best.	To	sell	taxable	products,	businesses	must
register	for	a	sales	tax	license	with	their	state.	The	number	of	small	businesses	in	the	United	States	in	2023.	Together,	these	businesses	employed	61.6	million	people	across	the	country.	A	sole	proprietorship	is	very	different	from	a	corporation,	a	limited	liability	company	(LLC),	or	a	limited	liability	partnership	(LLP),	in	that	no	separate	legal	entity	is
created.	As	a	result,	the	business	owner	of	a	sole	proprietorship	is	not	exempt	from	liabilities	incurred	by	the	entity.	When	a	sole	proprietor	seeks	to	incorporate	a	business,	the	owner	usually	restructures	it	into	an	LLC.	For	this	to	work,	the	owner	must	first	determine	that	the	company	name	is	available.	If	the	desired	name	is	free,	articles	of
organization	must	be	filed	with	the	state	office	where	the	business	will	be	based.	The	business	owner	must	create	an	LLC	operating	agreement	defining	the	business	structure.	Finally,	the	new	company	must	obtain	an	EIN	from	the	IRS.	Sole	Proprietorship		LLC		Partnership		Establishment	Easy	to	establish,	no	paperwork	unless	required	by	the	state
Must	file	articles	of	incorporation	with	the	state		May	require	contracts	for	each	partner		Business	Name	Can	operate	under	owner's	or	fictitious	name	or	formally	register	under	Doing	Business	As		Established	and	secured			Can	operate	under	owner's	or	fictitious	name	or	formally	register	under	Doing	Business	As		Liability	No	legal	protection,	owner
is	fully	liable	Protection	for	owners	No	legal	protection,	owner	fully	liable	Taxation	Filed	under	owner's	personal	taxes	if	there	is	no	EIN	Filed	under	owner's	personal	taxes	for	one	ownerTreated	as	partnership	for	two	or	more	owners	Filed	under	partnershipPartners	declare	income	and	losses	from	partnership	on	personal	returns	Sabrina	Jiang	©
Investopedia	2020	A	sole	proprietorship	requires	a	limited	amount	of	paperwork	to	get	started.	The	tax	process	is	simpler	because	an	employer	identification	number	(EIN)	from	the	Internal	Revenue	Service	(IRS)	is	not	required	and	owners	can	use	their	Social	Security	number	(SSN)	to	pay	taxes.Income	generated	from	a	pass-through	business	is
only	subject	to	a	single	layer	of	income	tax	and,	in	some	cases,	may	be	eligible	for	a	20%	tax	deduction	until	2026.	An	important	downside	of	a	sole	proprietorship	is	that	it	provides	no	liability	protection	to	the	owner.	By	contrast,	an	LLC	separates	business	and	personal	assets	and	the	owner	is	protected	against	creditors	seizing	their	assets,	such	as
their	home.	This	unlimited	liability	goes	beyond	the	business	entity	to	the	owners	themselves.	Sole	proprietorships	must	rely	on	standard	funding	like	bank	loans	or	lines	of	credit.	Banks	may	view	a	new	business	with	a	small	balance	sheet	as	a	high-risk	borrower.	The	Tax	Cuts	and	Jobs	Act	(TCJA)	of	2017	added	a	tax	break	for	pass-through	entities
that	essentially	allows	them	to	deduct	up	to	20%	of	qualified	business	income.	That	deduction	can	result	in	huge	savings	and	runs	until	Jan.	1,	2026—unless	extended	by	Congress.	The	owner	of	a	sole	proprietorship	pays	personal	income	tax	on	profits	earned	from	the	business.	Sole	proprietors	report	their	income	and	expenses	on	their	tax	returns
and	pay	income	and	self-employment	taxes	on	profits.	Tax	forms	include:	Tax	Forms	for	Sole	Proprietorship	If	you	are	liable	for:	Use	form:	Income	tax	1040,	U.S.	Individual	Income	Tax	Return	or	1040-SR,	U.S.	Tax	Return	for	Seniors	and	Schedule	C	(Form	1040	or	1040-SR),	Profit	or	Loss	from	Business	(Sole	Proprietorship)	Self-employment	tax
Schedule	SE	(Form	1040	or	1040-SR),	Self-Employment	Tax	Estimated	tax	1040-ES,	Estimated	Tax	for	Individuals	Social	Security	and	Medicare	taxes	and	income	tax	withholding	941,	Employer’s	Quarterly	Federal	Tax	Return;	943,	Employer’s	Annual	Federal	Tax	Return	for	Agricultural	Employees;	944,	Employer’s	Annual	Federal	Tax	Return
Providing	information	on	Social	Security	and	Medicare	taxes	and	income	tax	withholding	W-2,	Wage	and	Tax	Statement	(to	employee)	and	W-3,	Transmittal	of	Wage	and	Tax	Statements	(to	the	Social	Security	Administration)	Federal	unemployment	(FUTA)	tax	940,	Employer’s	Annual	Federal	Unemployment	(FUTA)	Tax	Return	Source:	Internal
Revenue	Service	Independent	photographers,	small	landscaping	companies,	freelance	writers,	or	personal	trainers	are	examples	of	sole	proprietorship	businesses.	A	sole	proprietor	owns	and	operates	an	unincorporated	business	independent	of	partners	and	is	solely	responsible	for	the	liabilities	and	tax	implications	of	the	business.	The	sole	proprietor
is	also	considered	self-employed,	however,	"self-employed"	is	a	broader	term	that	can	be	applied	to	those	who	work	as	independent	contractors,	writers,	tradespeople,	lawyers,	salespeople,	and	insurance	agents.	Self-employed	individuals	generally	file	an	annual	income	tax	return	and	pay	estimated	taxes	quarterly.	A	sole	proprietorship	is	best	suited
to	small	businesses	with	low	risk	and	low	profits.	Generally,	these	businesses	don’t	have	a	wide	range	of	customers	but	rather	a	small,	dedicated	group.	Sole	proprietorships	often	start	as	hobbies	that	grow	into	a	business.	The	reasons	to	start	a	limited	liability	company	(LLC)	are	that	the	business	entails	some	liability	risks,	has	the	potential	for	large
profits	and	a	large	customer	base,	and	is	positioned	to	benefit	from	certain	tax	structures.	A	sole	proprietorship	is	a	straightforward	way	for	an	individual	to	start	a	business.	It	does	not	require	registering	with	a	state	authority	for	most	situations	and	does	not	require	obtaining	an	EIN	from	the	IRS.	The	benefits	of	simplicity	are	accompanied	by	some
drawbacks,	including	all	liabilities	passed	through	from	the	business	to	the	individual	and	obtaining	funding.




