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Business Planning
Ask SCORE                                                                                       
 

Sole Proprietorship Isn’t Always the Best Choice
 
In the last couple of weeks, I have visited with over 30 local area entrepreneurs in our current SCORE 
series of small business workshops and have observed a common perception that goes like this “if I 
plan on starting a business and I’m the only person, I must register as a sole proprietor”.   My response 
is that you don’t need to do that even if you are the only one in your new business and that may or may 
not be the best course of action for you.

It is true that the vast majority of small businesses start out as sole proprietorships. These firms are 
owned by one person who is usually the individual who has day-to-day responsibilities for running the 
business. 

Generally it goes like this: sole proprietors own all the assets of the business and the profits generated 
by it. At the same time they also assume complete responsibility for any of its liabilities or debts. In the 
eyes of the law and the public, you as an individual are one in the same with the business.

There are several advantages of a Sole Proprietorship.  The most common include: 1) This form is the 
easiest and least expensive form of ownership to organize;  2)  Sole proprietors are in complete control, 
and within the parameters of the law, may make decisions as they see fit; 3) Sole proprietors receive all 
income generated by the business to keep or reinvest;  4) Profits from the business flow directly to the 
owner's personal tax return; and 5) The business is easy to dissolve, if desired.

There are also some very distinct disadvantages of a Sole Proprietorship.  They include: 1) Sole 
proprietors have unlimited liability and are legally responsible for all debts against the business. 
Their business and personal assets are both at risk; 2) The business may be at a disadvantage in 
raising funds and are often limited to using funds from personal savings or consumer loans; 3) May 
have a hard time attracting high-caliber employees or those that are motivated by the opportunity to 
own a part of the business; and 4) Some employee benefits such as owner's medical insurance 
premiums are not directly deductible from business income (only partially deductible as an 
adjustment to income).

We are in the time of preparing and or filing taxes.  Businesses should know that there are several 
Federal Tax Forms for Sole Proprietorship use.  Here is a partial list (depending on the situation, 
some may not apply): Form 1040: Individual Income Tax Return; Schedule C: Profit or Loss from 
Business (or Schedule C-EZ); Schedule SE: Self-Employment Tax; Form 1040-ES: Estimated Tax 
for Individuals; Form 4562: Depreciation and Amortization; Form 8829: Expenses for Business Use 
of your Home; and Employment Tax Forms
To learn more about how to structure your small business, contact a business mentor at SCORE, 



"Counselors to America’s Small Businesses."  These volunteer counselors provide free, confidential 
business counseling as well as training workshops to small business owners.  For example, next 
Tuesday night SCORE’s business workshop will be on the topic of “How to Choose a Business Legal 
Entity” and will be taught by local Attorney Mark Utz..  
__________

Dean L. Swanson
South East Minnesota SCORE
c/o Rochester Area Chamber of Commerce
220 South Broadway, Suite 100
Rochester, MN 55904
*Dean is a volunteer SCORE Counselor.
__________
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