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The sole proprietorship is the simplest business form under which 
one can operate a business. The sole proprietorship is not a 
legal entity. It simply refers to a person who owns the business 

and is personally responsible for its debts. A sole proprietorship can 
operate under the name of its owner or it can do business under a 
fictitious name.

Learn more via the recently completed 4-page, 4-color Risk Concepts  
series, covering seven common forms of  business ownership, including the 
Sole Proprietorship.

Several Risk Concepts bulletins covering alternative forms of business structure were recently  
posted and are available for download at: https://RightRisk.org/riskconceptshttps://RightRisk.org/riskconcepts.
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Tax AttributesA sole proprietorship has no separate tax status. It is rec-

ognized by the Internal Revenue Service as an extension of 

the owner. 

Because a sole proprietorship is indistinguishable from its 

owner, sole proprietorship taxation does not have some of 

the complexities common to other legal entities. The in-

come earned by a sole proprietorship is income earned by 

its owner. 

A sole proprietor reports the sole proprietorship income 

and/or losses and expenses by filling out and filing a busi-

ness reporting form, such as Schedule C or Schedule F. 

Then the “bottom-line amount” from Schedule C or Sched-

ule F is transferred to the owner’s personal tax return. This 

aspect is attractive because business losses may offset income earned from other sources.

A sole proprietor must compute and file self-employment taxes for himself or herself. A sole proprietor need not pay unemploy-

ment tax on himself or herself, although unemployment taxes must be paid on any employees of the business. Of course, a sole 

proprietor won’t enjoy unemployment benefits should the business suffer.Succession and Estate Planning
There are no specific rules nor strategies for transferring ownership of assets and the business under a sole proprietorship. The 

farm or ranch owner includes all property in his/her individual estate plan.

Risk Concepts

 
S o l e  P r o p r i e t o r s h i p

H

istorically, farms and ranches were operated as sole proprietorships. The land, machinery, livestock, and other as-
sets were owned and used by an individual or couple. Likewise, the individual (or husband and wife) farmer/rancher 
was personally responsible for all debts and financial obligations owed by the business. The farmer or rancher was 
the business, and the business was the farmer or rancher.

 
There are a number of organizational structures that may better meet the needs of today’s farm/ranch business. A few of the 
more common business entities used by farmers and ranchers include sole proprietorship, general partnership, limited part-
nership, limited liability company (LLC), and corporation. Each U.S. state recognizes most legal entities, while the U.S. Internal 
Revenue Code recognizes all business forms except LLCs. Each organizational structure has its strengths and weaknesses. 
Before a decision is made as to the legal entity under which to operate, a person – or person and his or her family and other 
partners – need to determine the goals of and needs for the business and its assets. 

The sole proprietorship is the simplest business form under which one can operate a business. The sole proprietorship is not a 
legal entity. It simply refers to a person who owns the business and is personally responsible for its debts. A sole proprietorship 
can operate under the name of its owner or it can do business under a fictitious name. The fictitious name is simply a trade 
name--it does not create a legal entity separate from the sole proprietor owner.

Formation
One of the great features of a sole proprietorship is the simplicity of formation. Little more than buying and selling goods or 
services is needed. In fact, no formal filing or event is required to form a sole proprietorship. A sole proprietorship, generally, has 
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