Tax Structure for Tattoo Businesses
Tattoo Studios and Solo Artists

Sole Proprietorship:

Pros of Sole Prop with Tattoo Studios:

1. Easy Setup: Sole proprietorships are the simplest business structure to establish for tattoo
studios. Tattoo artists don't need to file any formal paperwork or pay fees to start operating.

2. Direct Control: As the sole owner, you have complete control over all business decisions. You
can make quick decisions without consulting partners or shareholders.

3. Minimal Regulatory Requirements: Sole proprietors face fewer legal and regulatory
requirements compared to other business structures, which can reduce administrative burdens.

4. Tax Simplicity: Income and losses from the business are reported on your personal tax return.
There's no need to file a separate business tax return, which can simplify tax filing.

5. Flexibility: You have the flexibility to change the direction of your business quickly in response
to market changes or new opportunities.

Cons of Sole Prop with Tattoo Studio:

1. Unlimited Personal Liability: The biggest drawback of a sole proprietorship is that you are
personally responsible for all debts, liabilities, and legal issues of the business. Your personal
assets are at risk in case of business-related lawsuits or financial troubles.

2. Limited Growth Potential: Sole proprietorships might face limitations when it comes to raising
capital. It can be challenging to attract investors or secure loans due to the perceived higher risk
associated with unlimited liability.

3. Workload: As the sole owner, you're responsible for all aspects of the business. This can lead
to a heavy workload and potential burnout, especially if your business grows.



4. Lack of Expertise: Running a business often requires diverse skills. As a sole proprietor, you
might lack expertise in certain areas, such as marketing, finance, or operations.

5. Difficulty Scaling: The business's growth might be limited by your personal capacity.
Expanding the business might require hiring employees or partnering with others, which can
introduce additional complexities.

6. Self-Employment Taxes: As a sole proprietor, you're responsible for paying both the employer
and employee portions of Social Security and Medicare taxes, known as self-employment taxes.
This can result in higher tax payments compared to other business structures.

Choosing a sole proprietorship depends on your comfort level with personal liability, the nature
of your business, and your long-term goals. If you anticipate significant growth or want to
separate personal liability from business activities, you might consider other business structures
like an LLC or corporation.

Partnership

Pros:

1.Shared Responsibilities: Partnerships allow you to share the workload and responsibilities of
the business with your partners. This can lead to more efficient operations and better

decision-making through diverse perspectives.

2.Diverse Skill Sets: Partners can bring different skills, expertise, and knowledge to the table,
which can contribute to the overall success of the business.

3.Shared Financial Burden: Partners share the financial obligations, making it easier
to raise capital and cover expenses compared to a sole proprietorship.

4.Pooling of Resources: Partnerships often have access to a larger pool of resources, including
funds, contacts, and networks, which can aid in business growth.

5.Flexibility: Partnerships offer flexibility in terms of management and decision-making. You can
define the roles and responsibilities of each partner based on their strengths.

Cons:
1.Shared Liability: Each partner is personally liable for the actions and debts of the business,

including those incurred by other partners. This means your personal assets are at risk if the
business faces legal or financial trouble.



2.Disagreements and Conflicts: Partnerships can sometimes lead to disagreements and
conflicts over decision-making, business direction, and profit distribution. This could impact the
overall functioning of the business.

3.Potential for Uneven Contributions: If partners have unequal levels of commitment, effort, or
financial contribution, it can lead to resentment and imbalances within the partnership.

4.Complex Decision-Making: Partnerships require consensus on major decisions.
Disagreements can slow down the decision-making process, potentially affecting the business’s

agility.

5.Risk of Partner Misconduct: Partnerships are affected by the actions of each partner. If one
partner engages in unethical or damaging behavior, it can negatively impact the entire business.

6.Instability: If one partner decides to leave the partnership or passes away, it can disrupt the
business’s continuity and create uncertainty.

7.Shared Profits: While profits are shared, they must also be divided among partners, which
might result in a lower individual share compared to a sole proprietorship.

Partnerships can be beneficial when partners have complementary skills and share a strong
working relationship. Open communication, clear agreements, and a solid understanding of the
business’s goals are crucial to the success of a partnership. If you’re concerned about personal
liability, you might consider a limited liability partnership (LLP) or limited liability limited
partnership (LLLP) to mitigate some of these risks.

Limited Liability Company (LLC):
Pros:

1.Limited Liability: The primary advantage of an LLC is that it offers limited liability protection to
its owners (called members). This means members’ personal assets are generally protected
from business debts and liabilities.

2.Flexible Management: LLCs can have a flexible management structure. Members can choose
to manage the business themselves or appoint managers to handle day-to-day operations.

3.Pass-Through Taxation: LLCs enjoy pass-through taxation, which means the business’s profits
and losses are passed through to the members’ personal tax returns. This avoids double
taxation at both the corporate and individual levels.

4 .Minimal Regulatory Requirements: Compared to corporations, LLCs typically have fewer
formalities and administrative requirements. This can reduce paperwork and compliance
burdens.



5.Credibility and Perception: Having “LLC” in your business name can convey a sense of
professionalism and credibility to customers, clients, and partners.

6.Easy Ownership Transfer: Ownership interests in an LLC can be transferred or sold relatively
easily, depending on the terms outlined in the operating agreement.

Cons:

1.State-Specific Regulations: LLC regulations vary by state, so you’ll need to comply with the
rules and requirements of the state in which your LLC is registered.

2.Self-Employment Taxes: While LLCs enjoy pass-through taxation, members are still subject to
self-employment taxes on their share of the business’s profits.

3.Tax Complexity: Depending on your specific circumstances, the pass-through taxation of an
LLC can lead to complexity in tracking and reporting income, deductions, and credits.

4 .Limited Life: In some states, the life of an LLC is limited and could dissolve upon the death,
bankruptcy, or withdrawal of a member, as specified in the operating agreement.

5.Potential for Disputes: If the operating agreement isn’t well-drafted or there are disagreements
among members, disputes can arise over management, profit sharing, and decision-making.

6.Lack of Investment Opportunities: LLCs might face challenges when it comes to attracting
investment, as some investors prefer structures like corporations that allow for different classes
of shares and easier transferability.

7.Perceived Complexity: Some potential clients or partners might be unfamiliar with the LLC
structure, leading to misconceptions or misunderstandings about liability and governance.

LLCs are a popular choice for small and medium-sized businesses due to their combination of
limited liability and flexibility. Careful consideration of the operating agreement, clear
communication among members, and compliance with state regulations are essential for the
success of an LLC.

Resources: https://www.irs.gov/forms-pubs/about-form-2553

https://www.llcuniversity.com/about/

S Corporation:

Pros:


https://www.irs.gov/forms-pubs/about-form-2553
https://www.llcuniversity.com/about/

1.Limited Liability: Like LLCs, S Corporations provide limited liability protection for shareholders.
Personal assets are generally shielded from business debts and liabilities.

2.Pass-Through Taxation: S Corporations enjoy pass-through taxation, meaning business profits
and losses are passed through to shareholders’ personal tax returns. This avoids double
taxation at both the corporate and individual levels.

3.Potential Tax Savings: Unlike regular corporations (C Corps), S Corporations allow for the
“pass-through” of certain income, potentially leading to lower overall tax liability for
shareholders.

4.Salary-Dividend Split: Shareholders can receive a portion of their income as salary (subject to
payroll taxes) and the rest as dividends (subject to lower tax rates), potentially resulting in tax
savings.

5.Professional Image: Having an “Inc.” designation can lend a professional image to your
business and may be perceived as more established and credible.

6.Transferable Ownership: S Corporation ownership is typically more easily transferable
compared to partnerships or sole proprietorships, making it easier to bring in new investors or
exit the business.

Cons:

1.Eligibility Criteria: S Corporations have strict eligibility criteria, including limits on the number
and type of shareholders, and all shareholders must be U.S. citizens or residents.

2.Limited Shareholder Classes: S Corporations can only have one class of stock, which can
limit flexibility in raising capital or providing different levels of ownership.

3.Passive Income Limitation: S Corporations may face restrictions on the amount of passive
income they can generate without risking their status.

4.Complexity and Compliance: S Corporations require more paperwork and administrative
responsibilities compared to sole proprietorships or partnerships.

5.Reasonable Compensation: The IRS requires that shareholders who work in the business be
paid “reasonable compensation” before receiving distributions, which can add complexity to tax
planning.

6.Risk of Losing S Status: Failure to meet ongoing requirements (such as having the right
shareholder structure) can lead to the loss of S Corporation status and its tax benefits.



7.Limited Growth Potential: S Corporations can face limitations in attracting venture capital or
other types of investors due to the restrictions on shareholders and stock classes.

8.State-Specific Rules: S Corporations must comply with state-specific rules and regulations,
which can vary and add complexity to operating across multiple states.

S Corporations are often favored by smaller businesses seeking pass-through taxation and
limited liability, while also aiming to take advantage of tax savings through a salary-dividend
split. However, the eligibility requirements and ongoing compliance obligations should be
carefully considered before choosing this business structure. Consulting with tax and legal
professionals is recommended to ensure you meet all necessary criteria and understand the
implications for your specific situation.

C Corporation:
Pros:

1.Limited Liability: C Corporations offer shareholders limited liability protection, separating
personal assets from business liabilities and debts.

2.Unlimited Shareholders: C Corporations can have an unlimited number of shareholders,
allowing for easier capital raising through the issuance of various classes of stock.

3.Access to Capital: C Corps have an advantage when it comes to attracting investors, as they
can issue different classes of shares with varying rights, potentially making them more
appealing to venture capitalists and other investors.

4 .Potential for Public Offering: If you plan to take your company public in the future, a C Corp
structure is generally more suitable, as it aligns with regulatory requirements for publicly traded
companies.

5.Employee Benefits: C Corps can provide employees with benefits like stock options,
retirement plans, and health insurance, making them attractive employers.

6.Perpetual Existence: The existence of a C Corporation is separate from its shareholders, so it
can continue to exist even if shareholders change or pass away.

Cons:
1.Double Taxation: C Corporations are subject to double taxation, where the corporation is

taxed on its profits and shareholders are taxed on dividends received. This can result in higher
overall tax liability.



2.Complexity and Compliance: C Corps have more complex formation and ongoing compliance
requirements compared to other business structures.

3.Shareholder Dilution: Issuing additional shares to raise capital can dilute the ownership stake
of existing shareholders.

4 .More Administrative Burden: C Corps are required to hold regular shareholder meetings,
maintain detailed financial records, and follow more stringent corporate formalities.

5.Less Flexibility in Loss Deductions: Unlike pass-through entities, C Corporations cannot pass
losses through to shareholders’ personal tax returns.

6.Perceived Complexity: The public perception of C Corporations may be that they are larger
and more bureaucratic, which might not align with the image some smaller businesses wish to
convey.

7.Limited Control for Minority Shareholders: Majority shareholders have more control over
decision-making, potentially marginalizing minority shareholders.

8.Higher Costs: Setting up and maintaining a C Corp can be costlier due to the legal,
accounting, and compliance requirements associated with the structure.

C Corporations are well-suited for businesses that are seeking significant growth, plan to go
public, or want to attract a large number of investors. While the double taxation aspect is a
notable disadvantage, the potential for raising capital, issuing different classes of shares, and
the ability to operate on a larger scale can make it a strategic choice for certain businesses.
Consulting with legal and financial professionals is essential to make an informed decision
based on your business goals and circumstances.



