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The information provided in this presentation is general information only and is not to be interpreted as advice.
Any information prepared is for general information purposes only and has been prepared without taking into
account your personal objectives, financial situation or needs. Before acting on any information you should
consider the appropriateness of the information, having regard to your own objectives, financial situation and
needs.
McDonnell Hume Partners and its employees disclaim all and any guarantees, undertakings and warranties,
expressed or implied, and shall not be liable for any loss or damage whatsoever (including human or computer
error, negligent or otherwise, or incidental or consequential loss or damage) arising out of or in connection with
any use or reliance on the information in this presentation. The user must accept sole responsibility associated
with the use of the material, irrespective of the purpose for which such use or results are applied. The information
in this presentation is no substitute for financial and/or accounting advice.

Tax calculations are based on current tax rates as at 31/3/17.

Disclaimer:
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• Sole Trader
• Partnership
• Trust
• Company

Structure options:
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Important considerations when choosing the right business structure:

1. Tax effectiveness of the structure
2. Administration time and costs (set up and maintenance)
3. Your personal liability exposure from your business
4. Whether you plan to have partners/investors in the business
5. Personal/Family considerations

Important considerations:
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Example: Cheryl is a beauty therapist and is looking into opening her own beauty business.
Some preliminary calculations:

• Her sales turnover for the initial few years is expected to be $130,000p.a.
• Her overheads are $30,000p.a. and her variable costs (mainly product is $15,000).
• Her estimated profit before tax is $85,000p.a.
• Her bare minimum living costs are $40,000p.a.
• She has savings of $25,000 to fund the initial set up costs and to be a buffer.

She is investigating what business structure would best suit her needs.

Example:
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Sole Trader:

Individual
Owns and controls assets
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Advantages
• Simple
• Inexpensive to set up and run
• As the sole owner you have complete control (and keep all the profits)
• All decisions are made by you including purchase and sale of assets, direction of the business

etc.
• Little red tape and paperwork
• No need to register a business name – you can use your own name
• Owner can implement decisions straight away without time delays consulting other owners
• Privacy

Sole Trader:
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Disadvantages
• Personally responsible for all business debts or employee claims.  For example if your business is

sued then you could end up paying the costs from your personal assets.
• Hard to take time-off
• May be difficult to get finance (generally need to show 2 years financial statements)
• Can cloud the distinction between your personal assets and business assets
• Limitations on tax planning (you can't split business profits or losses made with family members)
• May require assistance or advice from others in decision making
• Limited finance access (fundraising etc)
• Business subject to life and health of owner

Sole Trader:
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Tax Matters
• Business profits are treated as personal income
• Any losses incurred by your business may be offset against other income earned (such as your

investment income or wages). Subject to certain conditions.
• You pay tax on profits using your own tax file number
• If you're a sole trader without employees, there's no obligation to pay payroll tax,

superannuation contributions or workers' compensation insurance on income you draw from the
business. You can choose to make voluntary superannuation contributions to yourself though, to
help you build up your superannuation, which will generally be tax deductible.

Sole Trader:
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Setting up
• You have the option of trading in your own name or registering a business name
• Apply for an ABN (Australian Business Number) through the Australian Business Register
• Register for GST (when applying for your ABN) if your turnover is more than $75,000 a year
• You aren’t required to set up a separate business bank account.  However it might be wise to

keep separate business and personal bank accounts.

Sole Trader:

Liability limited by a scheme approved under Professional
Standards Legislation



Ongoing administration
• Business activity statements (if registered for GST)
• Instalment activity statements
• Personal income tax returns
• Financial statements (not required, but assists with business management, applying for finance)

Sole Trader:
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Winding up
• It's relatively easy to change your business structure if the business grows, or if you wish to wind

things up and close your business.

Sole Trader:
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How does a Sole Trader structure look for Cheryl?

• As indicated above all the profit is declared in Cheryl’s tax return and taxed at her marginal tax
rates.  Assuming Cheryl only has $85,000 business income her tax position would be as follows;

• Cheryl net income after tax $65,128 is hers to do what she likes with.

Sole Trader:

$
Income Tax ($3572 + 32.5c for each $1 over $37,000) 19,172
Medicare Levy (2% of $85,000) 1,700
Less Small Business Income Offset (1,000)
Total Tax Payable 19,872
Tax Percentage of Profit 23.38%
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This is where two or more people/entities purchase a business together, sharing profits,
responsibility for making decisions and all parties are personally responsible for all debts.

Partnership:
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Advantages
• Simple
• Inexpensive to set up and run
• As all partners jointly own the business and its assets, it is easier to share responsibility
• Partners can pool their finances, skills and experience
• Little ongoing red tape and paperwork
• Written partnership agreement can clarify operations and exit expectations
• Tax losses are accessible to the partners directly (they are not quarantined like trusts or company

tax losses) subject to certain conditions

Partnership:
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Disadvantages
• Each partner is personally responsible for all liabilities, regardless of how much of the

partnership each owns
• Potential for partners to come into conflict over business decisions resulting in a stalemate
• Transfer and termination of partners and/or partnerships may have some complications and

need to be properly accounted for
• No permanence i.e. partnership dissolves when a partner leaves.

Partnership:
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Tax Matters
• A partnership is not a separate legal entity and does not pay tax, but still needs to have a TFN

and lodge a tax return.
• Business profits are distributed amongst the partners.  Each partner declares their share of the

profit/loss in their tax return.
• Each partner is responsible for their own superannuation arrangements - you are not an

employee of the partnership.

Partnership:
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Setting up
• Register your business name or trade under the partners names
• Apply for an ABN and TFN with the Australian Business Register
• Register for GST if your turnover is more than $75,000 a year
• Consider drawing up a partnership agreement

Partnership:
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Ongoing administration
• Business activity statements (if registered for GST)
• Instalment activity statements for partners
• Personal income tax returns for each partner
• Financial statements (not required, but assists with business, management, applying for finance)

Partnership:
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Winding up
• A partnership is terminated when a partner leaves the business
• It can be quite complicated splitting and transferring assets to the partners

Partnership:
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How does a Partnership structure look for Cheryl?

• Cheryl is considering going into partnership with her sister Sharon (who is also a beautician).  They have
crunched the numbers:

• Estimated sales will be $260,000 p.a. (Double what they could do individually)
• Overhead costs will remain at $30,000p.a. but the variable costs will be $30,000.
• Therefore estimated profit is $200,000p.a.

• MHP prepare a partnership tax return which shows a net profit of $200,000.  Under their partnership
agreement, the funds are split 50%/50%.  Cheryl’s partnership share is therefore $100,000.  Cheryl includes
the $100,000 in her tax return in the partnership income section.

Partnership:
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Assuming Cheryl only has $100,000 business income her tax position would be as follows;

Partnership:

$
Income Tax ($19,822 + 37c for each $1 over $87,000) 24,632
Medicare Levy (2% of $100,000) 2,000
Less Small Business Income Offset (1,000)
Total Tax Payable 25,632
Tax Percentage of Profit 25.63%
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The benefits of going into partnership with her sister include:
• Sharing of the responsibility
• Can see more clients,
• Share the initial set up costs and overhead costs
• Someone can be in the shop whilst a partner is away on holidays, sick leave, school sports days etc.
• Someone  to bounce ideas off, compliment skills (Sharon has bookkeeping experience)

The negatives of going into partnership with her sister include:
• Sharon and her husband are currently going through some maritable problems.  A divorce/separation

could affect both the finances of the business and Sharon’s commitment to the business.
• Sharon has strong opinions about lots of things and Cheryl is concerned that she will not have much

say in the operation of the business.
• Cheryl is concerned about their relationship if they go into business.

Partnership:
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Company:
Director/s

Secretary
(can also be a director)

Shareholders
(can also be a director,

secretary)
Company is split into shares

The director controls the day to day running for the
company and has the responsibility for determining and
implementing the company's policy and has a duty of care
towards shareholders.

The secretary is in charge of the administration of the
company (keeping correspondence and company records).

The shareholder/s own a share or shares in the company.
A person with the most shares generally controls the
company and may be able to appoint the director in
charge of the company.  At the director’s discretion,
shareholders receive a share in the profits of the company
(a dividend).
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Advantages
• Reduced personal responsibility for business debts and other liabilities as personal assets are protected by

the corporate veil (however the courts have made company directors personally liable for a range of legal
actions and lenders will often ask individuals for a personal guarantee).

• A company is a separate legal entity.  This means the company has the same rights as a natural person and
can incur debt, sue and be sued.

• Tax planning opportunities (distributing profits to shareholders, paying wages to directors)
• Easier to sell or pass on ownership.
• Allows flexibility in introducing partners to the business
• Ability to raise finances (both debt and equity funding)
• A company limited by shares, limits the liability of shareholders to the value of their shares. If a company

with limited liability is sued, then the claimants are suing the company, not its owners or investors.
• Unlimited life

Company:
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Disadvantages
• More paperwork
• Higher compliance and set up costs
• Loss of control (i.e. to a management board, board of directors, etc)
• Understanding of company concepts, governance and operations
• Layer of regulation by ASIC and Corporations Act 2001 (Cth)
• Limited tax concessions, i.e. Capital Gains Tax in relation to real estate/assets
• Director (office holder) obligations and liabilities, including severe personal penalties and
• Insolvent trading risks to directors personally.

Company:
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Tax Matters
• The company pays a flat 30% tax rate (or 28.5% for small business companies)
• After tax profits can be reinvested in the company or paid out to shareholders as dividends
• Dividends can come with ‘franking credits’ – credits for the tax already paid by the company, reducing

shareholders tax.
• The company can claim a tax deduction for director’s wages and other salary costs.
• Companies are not entitled to the 50% capital gains tax concession on investments sold that have been held

for more than a year.
• If directors take drawings from the company (that is not a salary or a dividend) they create a loan

arrangement and the directors will need to repay the loan.  This is a complex area of Australian taxation law
covered by Division 7A in the ITAA.

Company:
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Setting up
• Create a new company, including a company constitution
• Register the company with the Australian Securities and Investments Commission (ASIC)
• Register your business name (if using one)
• Apply for an Australian Company Number (ACN), ABN and TFN with the Australian Business Register
• Register for GST if your turnover is more than $75,000 a year

Company:
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Ongoing administration
• Annual company reports
• Business activity statements (if registered for GST)
• Instalment activity statements
• Company tax returns
• Company officers and directors must comply with legal obligations under the Corporations Act 2001 and pay

an annual ASIC review fee

Company:
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How does a company structure look for Cheryl?

• If the beauty business was structured as a company, under the small business entity concessions the company
would pay a flat 27.5% tax on the profits being $23,375 ($85,000 at 27.5%).

• A company tax return is lodged and the company is liable for the tax bill.
• How does Cheryl then take out funds to cover her living costs?  How is this taxed?

• Option 1: Take a salary
Under this option Cheryl is an employee who takes a salary.  The salary costs (including super, WorkCover)
are deductible to the company and reduces their profit and tax bill.  The wage is then taxed in Cheryls name.

• Option 2: The Company pays a dividend
If Cheryl is a shareholder she could receive a dividend.

• Option 3: Cheryl takes drawings/loan from the company (This topic will be covered in more detail in session
4)

Company:
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Discretionary Trust:
Trustee

Individual or Company
(controls the trust)

Trust
(Owns assets, business operates out

of)

Beneficiaries
(entitled to the income and assets of the trust.
Could be an individual or a company)
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Advantages
• A trust is run by a trustee for the benefit of the trust’s beneficiaries.  The trustee is responsible for any debts.  This

can reduce personal liability especially if the trustee is a company
• Flexibility in distributing profits to beneficiaries. This gives you some tax planning flexibility (taking advantage of

the different tax-free thresholds and personal tax rates of each Beneficiary).  However, because Trusts have
historically been widely used for tax avoidance, the ATO has been cracking down on Trusts.

Discretionary Trust:
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Disadvantages
• More paperwork
• Higher compliance and set-up costs
• Limited life (usually 99 years)

Discretionary Trust:
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Tax Matters
• Annual profits are distributed to beneficiaries who pay tax
• Trusts generally do not pay tax (there are some exceptions)
• A trust will need to lodge a tax return.

Setting up
• Draw up a trust deed setting out the rules and beneficiaries of the trust
• Register your business name
• Apply for an ABN and TFN with the Australian Business Register
• Register for GST if your turnover is more than $75,000 a year

Discretionary Trust:
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Ongoing administration
• Annual reports
• Business activity statements (if registered for GST)
• Trust tax returns
• Annual trust minutes setting out how the trust intends to distribute its profits.

Discretionary Trust:
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How does a Trust structure look for Cheryl?

• MHP will prepare a trust tax return and based on the initial number the trust has a distributable profit of
$85,000.  The trustee can decide who the funds are distributed.
If Cheryl has children she may be able to distribute $400 to each of them tax free.
Cheryl may also look at distributing funds to her husband depending on his other taxable income.
With a trust you have the flexibility each year to look who it would be more tax effective to distribute the funds
to.

Discretionary Trust:
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Example 2: Cheryl’s husband earns $150,000 wage in the 2016/17 financial year. He is currently in the 37% tax
bracket (plus Medicare levy).  Therefore Cheryl distributes 100% to herself ($85,000). Her tax position is as
follows:

Discretionary Trust:

$
Income Tax ($3572 + 32.5c for each $1 over $37,000) 19,172
Medicare Levy (2% of $85,000) 1,700
Less Small Business Income Offset (1.000)
Total Tax Payable 19,872
Tax Percentage of Profit 23.38%
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Example 2: Cheryl’s husband earns $21,000 wage in the 2016/17 financial year.  Therefore Cheryl distributes
$32,000 of the trust profits to her husband and $53,000 to herself. Their tax position is as follows:

Discretionary Trust:

$ (Cheryl) $ (husband)

Cheryl’s Taxable Income ($53k trust distrib) 53,000

Husband’s Taxable Income ($20k wage + $32k trust distrib) 53,000

Income Tax ($3572 + 32.5c for each $1 over $37,000) 8,772 8,772

Medicare Levy (2% of $53,000) 1,060 1,060

Less Small Business Income Offset (702) (424)

Total Tax Payable 9,130 9,408

Tax Percentage of Profit 17.23% 17.75%
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Example 3: If Cheryl makes a loss, this loss can’t be distributed and offset against her husband’s wage.  It will be
locked in the trust and offset against future profits.

Discretionary Trust:
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Things to consider when selecting the best structure for your business:

• Tax consequences
• Costs to set up
• Ongoing costs to run (accounting fees, ASIC fees, compliance costs)
• Flexibility
• Simplicity
• Finance
• Exit Strategy

What is the best structure for you?:
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What are we covering in Session 3?
Seminar 3: Understanding Financial Statements and your Employment obligations.

Topics that will be covered include:
• How to read financial statements and how to maximise their use in your business including;

• Profit and Loss,
• Balance Sheet,
• Depreciation Schedule
• Cash flow Report

• Your tax obligations when employing staff in your business.
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Questions?
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