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FINANCIAL FACTS
BUSINESS PARTNERSHIPS

What is a partnership?

A business partnership is formed when two or more individuals (or other entities such as trusts and/or companies) enter into
a business relationship with a view to making a profit. All partners do not necessarily need to be involved in day to day
business operations.

What is the legal status of a partnerhip?
While partnerships are a recognised form of conducting business they are not considered to be separate legal entities. They
are not separate from the individuals (or other entities) who are conducting the business of the partnership (the partners).

For income tax purposes this means that the partnership does not pay tax but the partners pay tax on their respective shares
of the partnership profit. Nevertheless, a partnership tax return must be lodged showing each partner’s entitlement to
partnership profit (or loss). However, for GST purposes it is the partnership that is registered and partnership completes
Business Activity Statements and remits GST to the tax office.

How much of the profit goes to individual partners?

Each partner’s entitlement to profit is determined by the partnership agreement. In the absence of a
partnership agreement the tax law assumes an equal entitlement while other matters would be dealt
with subject to the Partnership Act. However, to operate the partnership in the way that you have
intended it is wise to draw up a partnership agreement.

Benefits of Business Partnerships

The benefits of operating a business in partnership include the fact that more resources are available than if only one person
were involved. These resources might include financial capital and managerial and technical skills. Other benefits includes
the possible taxation benefits of dividing the profits (and losses) among the partners.

Disadvantages of Partnerships

There are major disadvantages to partnerships. These include 1) Each partner has unlimited liability for
the debts of the partnership and their personal property may be legally taken to settle partnership debts;
2) Each partner is fully liable for any business transaction conducted by the other partners; 2) A
partnerhip has limited life and terminates, for example, when one partner leaves the partnership; and 3)
Profits must be shared with the other partners.
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