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Should | operate my business as a
sole trader or a partnership?

For small businesses or people who are just starting out
on a new business enterprise, operating as a sole trader
or partnership can be a good business vehicle. There are
minimal set-up costs compared to other entities, and you
avoid some of the more cumbersome administration of
entities such as companies and trusts.

Operating as a sole trader or partnership is usually best for
people who:

 operate a small business (often referred to as a
“Mum & Dad” business) on a small/local scale,
that provides them with an income of less than
$80,000 each per year;

e« are about to start up a new business, and are
unsure of how successful the business venture
will be; or

« want to commence a business or investment
association with another person, without
creating a large administrative burden on either

party.



How do | go about setting up a partnership
or a sole trader business?

When compared to the process for setting up a company or
trust, starting up business as a sole trader or partnership is
guite straightforward.

Sole trader

First, you will need to decide whether you wish to trade
under your own name or under a separate business
name. If you choose to trade under a business name,
you will need to register this business name with the
Office of Fair Trading. The cost of initial registration is
currently $152, and this is valid for 3 years. Renewal of
the registration is currently $115 (online $110) and this is
again valid for three years.

If you decide to use a business name, it is advisable
to check that the business name is not already in use,
before lodging your application. This will save you time
in establishing your new business name.

You will then need to apply for an Australian Business
Number (ABN) and, if you expect your turnover to be
over $75,000, apply for GST registration as well.

It is also important to consider whether you will require
any special licences to operate in your business/trade as
a sole trader.

We recommend that you set up a new business bank
account, in the name of the business (or in your name,
if you are simply operating the business in your own
name). This bank account should be used for all
business income and expenses. To make the record-
keeping easier, we recommend that you draw a regular
lump-sum from the business account for living expenses,
rather than using the business account to pay for private
expenses. This can also assist you with budgeting (both
for the business and for yourself).



Partnership

To establish a partnership, you would undertake the same
process as above - there are just a couple of additional steps
to take:

Draw up a partnership agreement - this is a document
that sets out what the partnership is designed to achieve
(e.g. to run a business, to invest in property, etc) and how
it is to be run. A partnership agreement should also, at a
minimum, cover the following aspects of the partnership’s
activities:

e partners’ responsibilities in the running of the
partnership;

« what partners will initially bring to the partnership (e.qg.
cash, assets);

* how partnership profits and capital will be distributed
(this is particularly important if profits will not be
distributed equally).

Ideally, the partnership agreement should be drawn up
by a solicitor and reviewed by the partners’ financial
advisers prior to the partnership commencing business. A
strong partnership agreement will protect the interests of
all parties in the event of a dispute in the future.

A partnership is a separate entity for tax purposes,
therefore you will need to apply for a separate Tax
File Number, Australian Business Number and (where
applicable) GST registration for the partnership.

What are the advantages and disadvantages
of operating as a sole trader or partnership?

Advantages:

Minimal set-up cost compared to trusts and companies
- makes it easy for people who are just starting out,
particularly where there is limited capital available to
start the business, or if you are just testing a new business
to see if it will be viable in the long run.

Capital gains tax concessions for small business owners -
these make a big impact if the business is sold at a future



date, as they can greatly reduce and, in limited circum-
stances, eliminate any capital gains tax on sale of the
business. These concessions are more difficult to access
in a company structure.

Flexibility - with a smaller number of people involved in
running the business, and no trust/company structure to
adhere to, you have greater flexibility in how you wish to
run your business — “you’re the boss”.

For partnerships, the partners can bring extra capital and
differing areas of expertise to the business, which can
give it a better chance of long-term success.

Disadvantages:

Asset protection - personal assets are at risk as sole
traders/partners can be liable for the debts of the business.
In particular, it should be stressed that all partners can
be held liable for any debts of the partnership, if the other
partners default in paying their share.

Net profits are taxable in the
hands of the sole traders/
partners, and cannot be
retained and taxed in the
business, as with a company.
Therefore if the business is
becoming highly profitable and
you wish to retain profits in the
business to help build it up, a
company may be more suitable
for the business.

Apartnership without a partnership agreement can be arecipe
for disaster in the event of dispute, or the exit of a partner.
Many partnerships commence without a written agreement,
or with a very minimal agreement, as they do not believe
there will be any problems in the future. The partnership
agreement should cover as much ground as is practical, to
provide a reference point in the event of any foreseeable
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partnership, debts incurred by one partner in the name of the
partnership without the consent of other partners, etc).



What are the accounting requirements and
what is the cost?

Abusinessrun by asole trader or partnership is not necessarily
required to have formal financial statements prepared,
although these are recommended. Financial statements are
useful to financial institutions when you apply for finance and,
for partnerships, they are particularly important so that all
partners can be kept informed of the partnership’s activities
and their entitlements.

In any event, you will be required to keep financial records
sufficient to allow the preparation of an annual income tax
return. If you are a sole trader, the business information is
Incorporated into your personal tax return. For a partnership,
a separate tax return is required.

The approximate cost of preparing financial statements
and an Income tax return for a sole trader or partnership is
about $600 - $2,000 depending on the size and complexity
of the business. Please ask us if you require a quote for your
business, as these figures are intended as a guide only.

Anything else | should know?

There are many issues to consider before setting up business
as a sole trader or partnership, from the legal considerations
to the tax implications, and the impact of this structure in
terms of your long-term financial plans.

Rhodes Docherty & Co has experienced staff who can offer
guidance to help you choose the best entity for your particular
circumstances.



