How to start a sole proprietorship in India 


A proprietorship firm has advantages such as being relatively easy to get up and running - not too many company and tax related formalities to be completed. Far fewer records need to be maintained, and compliance levels are also lower. You could start a proprietorship while still being employed at a firm, although most firms would see that as a violation of their policies, and it might even be unethical under some circumstance. You could run it out of your own home - no need to have a registered office or such-like. However, if you are running it out of a commercial place, then you need to check in with the Shops and Establishments Act. I think in Mumbai, you'd have to fill in some paperwork with the BMC.

However, the biggest disadvantage is the lack of credibility. For some strange reason, people tend to have more faith in companies with a board of directors than in sole proprietors. For the same reason it is also difficult to get loans, since you'd have to put some of your personal property as collateral. In a private limited company, you always have the option of trying for a debt-for-equity swap.

I was advised pretty early on to convert operations from being a proprietor to a private limited company. It also has to do with the fact that a proprietor is usually perceived as a small enterprise with limited capabilities to satisfy large customers. So it's largely suited if you want to get up and running quickly, and the large majority of your clientele is not likely to perceive that as a credibility issue.

As a proprietor you could be up and running the very day that you decide you want to be on your own. So just:
1. Think up of a trade name, ensure it is not trademarked. You probably simultaneously want to apply for a trademark as well. 

2. See if you can get a .com or a .in for it and set up your website. I cannot overstate the importance of a good website, with effort spent on SEO to help you get more business. 

3. Go to your local bank branch, ask for the form they have for proprietorship firms and have that bank account ready just in case people are lining up to buy your stuff.

4. Get some stationery printed - letterheads (actually these you can simply design on your PC, get some good quality A4 papers and print as you need), visiting cards (sigh, well, we still need these around), and if you're really moneyed, get some brochures designed and made up as well. 

5. Register for tax other than income tax. Your income from the proprietorship firm would get included into your personal income and would be taxed accordingly. However, you would be able to write off certain expenses incurred as part of running the enterprise. Do check with a good CA on what you can, and cannot, write off as an expense. In addition, you will probably need to consider: 

· Service Tax (if you're offering a service covered as per the rules) 

· Professional Tax (if you have employees) 

· Sales Tax, Excise and VAT (if products) 

· Check with your CA on Fringe Benefit Tax, though I don't think this is applicable.

And that's about it. So go make some money!

Is it necessary to register the Sole Proprietorship firm in India?

No. 

No registration is required for a sole proprietorship. You simply have to open a bank account with the name & style you want to work. But if you are liable for state VAT or service tax registration, then you have to obtain VAT and/or service tax registration. Further, for sole proprietorship, no separate income tax PAN is required. The PAN of the proprietor will be the PAN of the firm and proprietor will have to file income tax return in his personal name. 

What is Sole proprietorship in India?

The sole proprietorship is the oldest, simplest, and most common form of business entity. It is a business owned by a single individual. For tax and legal liability purpose, the owner and the business are one and the same. The proprietorship is not taxed as separate entity. Note that the earnings of the business are taxed at the individual level, whether or not they are actually in cash. There is no vehicle for sheltering income. For liability purposes, the individual and the business are also one and the same. Thus, legal claimants can pursue the personal property of the proprietor and not simply the assets used in the business.

Advantages of a Sole Proprietorship

Perhaps the greatest advantage of this form of business is its simplicity and low cost. You are not required to file with the government, nor are any legal charter required. The sole proprietorship form of business has other advantages:

· The owner or proprietor is in complete control of business decisions. 

· The income generated through operations can be directed into the proprietor’s pocket or reinvested as he or she sees fit. 

· Profits flow directly to the proprietor’s personal tax return; they are not subject to a second level of taxation. In others words, profits from the business will not be taxed at the business level. 

· The business can be dissolved as easily and informally as it was begun. 

These advantages account for the widespread adoption of the sole proprietorship in the India. Any person who wants to set up shop and begin dealing with customers can get right to it, in most cases without the intervention of government bureaucrats or lawyers.

Disadvantages of the Sole Proprietorship

This legal form of organization, however, has disadvantages:

· The amount of capital available to the business is limited to the owner’s personal funds and whatever funds can be borrowed. This disadvantages limits the potential size of the business, no matter how attractive or popular its product or service 

· Sole proprietors have unlimited liability for all debts and legal judgements incurred in the course of business. Thus, a product liability lawsuit by a customer will not be made against the business but rather against the owner. 

· The business may not be able to attract high-calibre employees whose goals include a share of business ownership. Sharing the benefits of ownership, other than simple profit-sharing, would require a change in the legal form of the business. 

· Some employee benefits, such as owner’s life, disability, and medical insurance premiums, may not be deductible, or may be only partially deductible from taxable income. 

· The entity has a limited life; it exists only as long as the owner is alive. Upon the owner’s death, the assets of the business go to his or her estate. 

Firms which are aided units and which require support from Government, and other sponsored institutions have to comply with conditions specified by such Government bodies granting support to the small scale sector. Such support may be in the form of concessional capital or procurement of controlled commodities or marketing support. Under the Income Tax Act, a sole proprietor must get his/her accounts duly audited, in case, annual sales turnover or gross receipts exceed INR 40 Lakhs in case of business and INR 10 Lakhs in case of profession. No income tax has to be paid if the total income of such business is less than INR 2 Lakhs per annum.

	Summarizing the main characteristics of a sole proprietorship:

	

	1. Single Ownership: The owner (Proprietor) owns all the assets and properties. He alone bears all the risk.

	

	2. No sharing of profit & loss: The entire profit goes to the sole proprietor. If there is any loss, it is also borne by the sole proprietor alone. Nobody else shares any profit and loss of the business.

	

	3. Low capital Required: The capital required is totally arranged by the sole proprietor. He can raise the capital from his personal resources/by borrowing from friends, relatives, banks or financial institutions. There are no prescribed or statutory capitalization requirements for the small forms of business such as sole proprietorships and the Joint Hindu Family firms.

	

	4. One-man Authority: The owner or proprietor alone takes all the decisions to run the business. 

	

	5. Unlimited Liability: In case of loss, the business assets along with the personal properties of the proprietor shall be used to pay the liabilities.

	

	6. Almost no legal formalities: Starting a sole business requires very less legal formalities. The owner may be required to obtain a license from the local administration or from the health department of the government if necessary (depends on the nature of business). 

	

	Sole proprietorship firm is suitable under following conditions:

	

	1. If the market for the product/service is small & local. Like selling grocery items, books, stationery, PCO/STD booths, Photocopy shops, Cyber cafe etc.

	

	2. Where customers need personal attention, according to their personal tastes and preferences. Eg. For making special type of furniture, designing garments, etc.

	

	3. When the nature of business is simple. Eg., grocery, garments business, telephone booth, etc.

	

	4. When the capital requirement is small and risk involvement is not heavy. Like in case of vegetables and fruits business, tea stalls, etc.

	

	5. When manual skill is required. For example, making jewelry, haircutting or tailoring, cycle or motorcycle repair shop, etc.

	

	6. If the business can be handled through a few persons.


	Procedure for starting a Sole Proprietorship Firm

	

	If you have clear picture of what your business would be then you can start a sole proprietorship business the very day you want to. The following should be the sequence of operation: 

	

	1. Think of a name for your business (I guess till now you must be having one pr two in your mind), check on the internet and other places like yellow pages/directory to ensure that it is not already registered. We call it the trademark of your business. If you want to ensure that no other person can use this name in future you can simultaneously apply for the trademark with proper authority. 

	

	2. Open a bank account with your firm name. Generally the banks have a separate form for proprietorship firms. Even if you do not have any document in the name of your firm (which u won’t have till u get it registered with any government agency), you can still get the account opened. The bank will ask for the address proof of the owner like electricity bill/ voter I card or any such document having the owners name and address. 

	

	3. Print a few letter heads and visiting cards (one can design in Ms Word and publisher) for the purpose of communication and if possible print a few broachers stating how your firm will add value to your customers need.

	

	4. Register for taxes other than income tax like service tax or sales tax whichever applicable according to your business. The income from the proprietorship firm would get added into your personal income and would be taxed accordingly. Consult with a good CA/ Tax advisor and he will plan everything for you. 

	

	You can start doing business without taking any steps stated above, but in due course of time you will be required to do all these thing in order to run the business successfully. Also you could start a proprietorship while being employed at a firm if they do not have a policy against it (please check it before starting your business with your HR department). It could even be unethical under some circumstance so better check in advance. You could run it out of your own home and there is no need to have a registered office but, if you are running it out of a commercial place, then you need to get it registered under Shops and Establishments Act. Like in Mumbai, you will have to fill some Forms with the Mumbai Municipal Corporation.

	

	A few more important Things to remember before starting a sole proprietorship firm

	

	Check for the requirements of Service Tax (if you're offering a service), Professional Tax (if you are planning to hire some employees), Sales Tax (If you’re selling a good), Excise and VAT with a CA. If you can set up your website, try to get .com or an .in domain name for your firm. There are some tax benefits available for running an enterprise, so check it with a CA (as I am not an expert in this). 

	

	If your business is carried out online, and you need to have payment gateway through web then you use Paypal or ccaevenue. But remember Paypal doesn't transfer money to Indian bank accounts.

	

	Try to get a good CA for consultation and other requirements. He can save a lot of money in long run also it is very difficult to change CA once you have chosen one.

	

	There is no need to get the firm registered with ROC, it is only for a company and a sole proprietorship firm cannot be called as a company, so don’t worry about registering it. 


