VisionLsunch

ESSENTIAL GUIDE TO:

BUSINESS STRUCTURES



Understanding Business Structures in Australia

Starting or scaling a business can be an exciting journey, but one of the first and most important
decisions you’ll need to make is choosing the right business structure. The legal structure you
select will influence your taxes, liability, decision-making power, and even how you operate day-to-
day. In this guide, we’ll break down the most common business structures available in Australia
along with the pros and cons of each. Whether you're a budding entrepreneur or looking to expand,
this simple guide will help you make informed decisions that align with your business goals.

1. Sole Trader

A sole trader is the simplest and most common form of business structure in Australia. ltis an
individual operating as the sole person legally responsible for all aspects of the business.

Pros:
o Easyto Set Up: Minimal paperwork and legal formalities are required to start the business.
e Low Cost: Registration and compliance costs are lower compared to other structures.
¢ Full Control: The owner has total control over decision-making.
¢ Retain All Profits: All profits go directly to the owner.

e Simple Taxation: Income is taxed as part of the owner’s personal income at individual tax
rates.

Cons:

e Unlimited Liability: The owner is personally liable for all debts and legal actions. Personal
assets are at risk.

e Limited Capital: Raising funds and getting loans may be more difficult, as lenders may view
sole traders as high risk.

e Harder to Scale: Growth can be limited, and the business may struggle to attract
investment.

« Taxation at Personal Rates: Sole traders may end up paying higher tax if they fall
into higher personalincome tax brackets.
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2. Partnership

A partnership involves two or more people or entities operating a business together and sharing

profits and responsibilities.

Pros:
o Shared Responsibility: Partners share management, decision-making, and liability.
o Low Setup Costs: Less costly than incorporating a company.
o More Capital: Partnerships generally have more access to capital than sole traders
because multiple parties contribute.
o Shared Skills and Expertise: Partners may bring diverse skills and networks to the
business.
Cons:
o Unlimited Liability: Like sole traders, partnerships have unlimited personal liability unless
a limited liability partnership (LLP) is used.
o Potential Conflicts: Disagreements between partners may arise, leading to conflict and
business disruption.
o Shared Profits: Profits are shared among partners, reducing the amount each receives.
o Tax Considerations: Each partner’s share of income is taxed as part of their personal
income, which could result in higher taxes.
3. Company (Pty Ltd)

A proprietary limited company is a separate legal entity that offers limited liability to its
shareholders. It's a more complex structure, often used by growing businesses.

Pros:

Limited Liability: Shareholders' personal assets are protected. They are only liable up to
the amount they have invested in the company.

Separate Legal Entity: The company is separate from its owners, meaning it can own
property, sue, and be sued in its own right.

Attractive to Investors: Investors are more likely to invest in a company than in a sole
trader or partnership.

Tax Efficiency: Companies are taxed at a flat rate (currently 25-30%), which can be lower
than personal tax rates, depending on the company’s income.
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Cons:

e Complex Setup: Registering a company involves more paperwork and costs than a sole
trader or partnership.

e Ongoing Compliance: Companies are subject to stricter reporting and compliance
requirements, including annual financial reports and tax filings.

e Costs: Higher setup and running costs, including legal and accounting fees.

o Ownership Restrictions: Proprietary companies (Pty Ltd) can have no more than 50 non-
employee shareholders.

4. Trust

Atrustis a business structure where a trustee (an individual or company) holds property orincome
for the benefit of others (beneficiaries). In Australia, discretionary and unit trusts are common
business structures.

Pros:

¢ Flexibility: Income can be distributed in a tax-efficient manner, especially with a
discretionary trust.

o Asset Protection: Assets held in trust may be protected from creditors or lawsuits.

o Tax Planning: Trusts allow for flexible distribution of income to beneficiaries, potentially
leading to tax benefits if distributed to beneficiaries on lower tax rates.

e Succession Planning: Trusts can simplify the process of transferring wealth to future
generations.

Cons:

o Complex Setup: Trusts require detailed legal documentation and can be costly to
establish.

¢ Ongoing Administration: Trusts must be maintained with proper records and
documentation, and trustees are required to act in the best interests of beneficiaries.

o Tax Complexity: Trustincome is taxed in a complex manner and may require specialized
advice to manage.

o Limited Liability: Unlike companies, trusts do not offer limited liability for trustees, so
trustees may be personally liable for the debts of the trust.
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5. Co-operative

A co-operative is an organization owned and operated by a group of people for their mutual benefit,
often seen in industries like agriculture and retail.

Pros:

o Equal Voting Rights: Decisions are made democratically, with each member having one
vote.

o Shared Responsibility: Members share in the responsibilities and rewards.

¢ Community Focus: Co-operatives are typically created to benefit the community or a
specific group.

o Limited Liability: Members’ personal assets are protected.
Cons:

¢ Limited Access to Capital: Raising funds may be challenging because co-operatives often
rely on member contributions.

e Profit Sharing: Profits are distributed among members, which could limit the ability to
reinvest in the business.

¢ Complex Governance: Co-operatives have complex structures that may require extensive
rules and procedures to manage.

6. Joint Venture

Ajointventure is an agreement between two or more parties to undertake a specific business
project for a limited period. It is often used in construction, mining, and large-scale projects.

Pros:

o Shared Resources: Joint ventures pool resources such as capital, expertise, and
manpower.

¢ Risk Sharing: The risks of the venture are shared among the partners, reducing individual
exposure.

e Access to New Markets: Joint ventures provide access to markets and networks that would
be difficult to enter alone.

o Flexibility: The agreement can be tailored to specific projects or timelines.
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Cons:
o Potential Conflicts: Disagreements between partners can disrupt the project.
¢ Profit Sharing: Profits are shared according to the agreement, which may dilute returns.

¢ Limited Lifespan: Joint ventures are often temporary and may dissolve once the project is
complete.

o Complex Agreements: Setting up a joint venture requires detailed contracts and
negotiations, which can be time-consuming.

7. Franchise

A franchise is a business structure in which an individual (the franchisee) buys the rights to operate
a business using the branding, systems, and support of an established company (the franchisor).

Pros:
o Established Brand: Franchisees benefit from an established brand and customer base.
e Proven Business Model: Franchises operate under a tested and proven business system.

e Support and Training: Franchisors often provide ongoing training, marketing, and
operational support.

¢ Reduced Risk: The risk of failure is lower compared to starting a new business from
scratch.

Cons:

¢ Limited Control: Franchisees must follow the franchisor’s business model and may have
limited flexibility in decision-making.

¢ Initial Fees and Royalties: Franchisees often pay an upfront fee and ongoing royalties,
which can reduce profitability.

¢ Dependence on Franchisor: The success of the franchise is tied to the overall brand’s
performance.

e Strict Contracts: Franchise agreements can be complex and restrictive, with limited room
for negotiation.

When choosing a structure, it’s essential to consider factors like liability, taxation, funding, and
long-term growth. Consulting legal and financial professionals is advised to ensure the best fit for
your business needs.

Copyright © 2024 VisionLaunch. All rights reserved.




	VisionLaunch Cover Page - Business Structures.pdf
	VisionLaunch Business Structures Guide.pdf



