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The Financial Planner as a Business Advisor 

 

The Financial Planner as a Business Advisor is one of a series of technical manuals 

specifically created for financial planners running fee for service practices. These manuals 

help establish the financial planner as the clientôs primary advisor, the point of first contact 

on all business questions and the advisor who facilitates other advice and professional 

services as needed. 

 

McMastersô Advisors believe businesses are the best investments and that advisors 

should routinely recommend their clients buy or start businesses, or further develop 

existing businesses, wherever a client is suited to this, by inclination, personality or 

training. The extra economic benefits, improved tax planning and, hopefully, the CGT free 

profit on the ultimate sale of the business mean this is an option clients cannot afford to 

overlook. 

 

McMastersô Advisersô head office 

 

Clients who are in business have a greater need for the advisorôs extra services, and in the 

new fee for service world itôs all about providing extra services. Thatôs where the extra fees 

come from. A client who is in business has a greater need for a financial plannerôs skill and 
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experience, including risk insurance planning, income tax planning, debt planning, estate 

planning, superannuation planning and, of course, investment planning. 

 

The average business client is worth five average non-business clients. 

 

McMastersô Advisors is dedicated to helping advisors develop the skills needed to develop 

a competent business development advisory capacity as part of their financial planning 

practices. McMastersô Advisors believes financial planners should be their clientsô primary 

business advisor, with a broad knowledge of all relevant areas, and the capacity and 

inclination to bring in other specialist advisors including accountants and solicitors where 

appropriate. 

 

The Financial Planner as a Business Advisor uses the literary device of John, the financial 

planner, to examine the major financial planning issues connected setting up, running and 

selling a business in Australia. It works at two levels. The first level is an overview of the 

technical issues and the second level is a case study in how to set up and run a successful 

financial planning business.  

 

The Financial Planner as a Business Advisor cross-refers to the other McMastersô 

Advisorsô manuals. Internet links connect these manuals at appropriate points. 

 

I trust you find ñThe Financial Planner as a Business Advisor an instructive educational 

experience that improves your understanding of this essential field of expertise for 

successful financial planners. 

 

Yours faithfully 

 

Terry McMaster  

Chairman 

McMastersô Advisors 
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PART 1 INTRODUCING JOHN 
 

 
Some years ago McMastersô met a young financial planner working for a medium sized owned practice. 

John had been in financial planning environment for ten years, since leaving school, originally starting 

as a cadet para-planner. John was well experienced and had completed a bachelor of business studies 

at RMIT University, majoring in financial planning.  

 

John was smart, motivated and personable. He was 30 years old, successful at work and study, owned 

his home, and was engaged to a long-term girlfriend. Everything seemed perfect. But it wasnôt. John 

was deeply unhappy at work. He thought the traditional financial planning practice focussing on product 

placement had had their day and was not meeting client needs. He did not want to spend much more 

time in this environment and was bursting to do something new. 

 

This unhappiness was spilling over into other aspects of his life including his relationship with his fiancé. 

 

John approached McMastersô Advisors to discuss coming on board as an advisor.  

 

In our first meeting we discussed everything, exploring where he had been and where he wanted to go, 

and by the end of the meeting we convinced that, despite his apparent success to date, John was a 

round peg in a square hole, and was someone who just shouldnôt be an employee.  
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In the nicest possible way, John was ñunemployableò. John was one of those people who should be 

running his own practice his own way. He was not suited to being an employee. It was too much of a 

constraint. 

 

John was ambitious, smart and prepared to work hard for what he wanted. And he had a vision of 

himself that lay well beyond his current career trajectory. John wanted to run his own show, do things 

his own way and enjoy the control and autonomy that comes with being a business owner, with a 

carefully crafted and implemented business plan, that sets the business up the right way so it has a life 

and identity separate from its founder and achieves a significant and CGT free market value. 

 

From his work and studies John was aware that the rate of business failure in Australia is generally 

overstated. In a 2000 study the Productivity Commission
12

 found two thirds of new businesses were still 

going after five years, and of those that are not most ñbusiness exitsò are not failures as such, but are 

people leaving the business for a variety of reasons including lifestyle choice and retirement. This 

contrasts with numerous other studies suggesting much higher failure rates. It appears the common 

overstatement of business failure is connected to a mis-definition of ñfailureò. Just because the business 

stops does not mean it is a failure. 

 

Given Johnôs experience in financial planning the idea of starting his own practice seemed to have high 

prospects of success. He knew what it involved and how to do it well: portents of success in any 

business. 

 

John took my advice and started his own fee for service financial planning practice focussing on all 

aspects of his clientsô needs and not just financial product placement. 

 

John wanted to be the primary advisor on all aspects of his clientôs financial needs. 

 
John joined McMastersô Advisors and started his own financial planning practice. 
 

John had found his calling. He had been successful as an employee financial planner, but this time it 

was different as he was calling the shots and could do things his way. His way worked, and within five 

years he had developed a great little business making about $700,000 a year profit.  

 

John salary as an employee had been about $100,000. But it was more than money: John enjoyed the 

status connected to running a successful fee for service financial planning practice, and appreciated the 

control it gave him. When John became a father he was able to take significant time off work and cut 

back his weekly commitments, something that just could not have happened if he stayed with his old 

employer, who expected blood from stones.  

                                                 

 
2
 Business Failure and Change: An Australian Perspective Productivity Commission 20 December 2000 which can be accessed here: 

file://localhost/Business Failure and Change/ An Australian Perspective 
 

../../../../../Users/terry-office/AppData/Local/Microsoft/Windows/Temporary%20Internet%20Files/Low/Content.IE5/Q8W8GAXY/Macintosh%20HD:/Business%20Failure%20and%20Change/%20An%20Australian%20Perspective
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Johnôs practice was a business for income tax purposes and therefore the Australian Taxation Office 

accepted it could be run through a family trust. This meant the trustee was able to distribute its net 

income (ie profit) to his wife, children and even, we discovered, his parents in law who had no real 

taxable income despite being independently wealthy and ineligible for the old age pension. His average 

tax rate dropped as low as 15% when all the tax planning was completed. 

 

 

In 2010 a company bigger up the financial planning food chain knocked on Johnôs door and made an 

offer he could not refuse: a purchase at four times future maintainable profits, they assessed to be 

$2,000,000. The $2,000,000 was CGT free under the various small business CGT concessions. 

 

John was not sure whether he should accept, and some experts told him his business was worth much 

more. We disagreed and counselled acceptance. We had seen too many greedy owners refuse 

excellent offers only to see market conditions turn against them and the value disappear in later years. 

And John could always start another practice in a year or two in another area. John was that sort of a 

guy. If he had one it once he could do it again. So John accepted the offer, pocketed the CGT free 

$2,000,000 and found himself set up for life at age 33. 

 

John is not unusual. Sure there are some clients who are just not suited to running their own business. 

Their life experience and life view just doesnôt suit owning a business. And some occupations are not 

compatible with running a business: it hard for a senior librarian to set up her own library service. And 

some clients who are ideally suited to running their own businesses are on such good salaries, making 

profits for someone else, that they never get around to making them for themselves. 
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Businesses are the best investments. A properly conceived and implemented business plan can create 

a low risk and secure business that generates good cash flow and profits, and achieves CGT free 

capital gains, without exposing the owner to unnecessary risk. 

 

Think about this for one moment: who is in the riskier position: a fifty year old business owner with a 

good product and a good team and 500 clients or a fifty year old employee who gets one cheque a 

month and whose tenure depends on his next three month appraisal from a thirty five year old personnel 

manager? As a financial planner John knew that, ultimately, employment is the riskiest occupation. 

 

John is now a McMastersô Advisor authorised representative and he shares our views on most matters 

relating to financial planning. John routinely recommends his employee clients become business 

owners. This simple recommendation has greatly increased Johnôs clientsô wealth, security and 

happiness, and has also allowed him to develop his own business by developing his clientsô business. 

 

The simple reality is each business client is worth ten non-business clients. John knew the easiest way 

to develop a fee for service practice is to become his clientsô primary business advisor and to encourage 

his clients to develop businesses. 

 

 

 
Why recommend businesses to clients? 

 
 

McMastersô Advisors believes financial planners should systematically recommend the creation, 

purchase or development of a business to appropriate clients, and that a statement of advice that does 

not at least consider this option is flawed.  

 

The advisorôs duty of care means this advice should be presented wherever the advisor feels it is 

appropriate having regard to the clientôs individual personality, skill base and life circumstances. 

McMastersô Advisors believes financial planners should acquire the knowledge and expertise to advise 

clients on most aspects of setting up, running and selling a business, should position themselves as the 
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primary advisor on business matters and should control, or at least be involved, in the clientôs access to 

other business advisors including accountants and solicitors.  

 

Encouraging clients to set up, run and develop businesses will maximise business development for your 

own practice. It will make sure you are involved in all aspects of your clientsô business, which is where a 

true professional should be, and not relegated to a secondary role dependant on someone elseôs 

decisions as to whether you are involved. 

 

What has John got to do with this manual? 

 

This manual explains the major competencies required by financial planners who provide business 

advice to their clients 

 

Our approach is to first explain the technical aspects of the competency, in the context of a financial 

planning practice, and then do our best to bring the competency to life by explaining the approach taken 

by John in his own practice, and how he made the competency work for him. 

 

We start in part 1 with John starting a new practice from scratch, we see him deal with all the issues that 

present to a growing business, and we close in part 12 with John successfully selling his financial 

planning business, leaving him and his family financially set for life. 
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PART 2  BUYING AND VALUING A PRACTICE 
 
 

 

Should you buy a practice or should you start a new practice?  Both options have their advantages and 

disadvantages. 

   

Starting a new practice is the more daunting option, but it has the advantage of not having to pay for 

goodwill. It also has the advantage of having control over what happens, not being restricted by what 

has happened in the past, or what business partners may decide to do. Location, staff and premises are 

an open book, allowing decisions to be made autonomously.  

 

Goodwill can be created to enable the possibility of selling to another advisor down the track: the 50% 

discount on all assets held for more than 12 months, the 50% exemption for capital gains on the sale of 

active assets, and the rollover rules for the remainder, means in most cases the amount received is 

capital gains tax (CGT) free. 

 

On the other hand, buying into an established practice has more certainty; it allows advisors to be more 

confident that the clients will be there. This lowers the risk factor, and heightens the prospect of a good 

income from day one. Often the advisor will have worked in the practice for a period of time, so they will 

be familiar with the client load. They may have actively contributed to the growth of the practice, which 

may be reflected in negotiations of a discounted buy-in price. The downside to buying into an 
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established practice is the financial outlay, and there are no guarantees of being able to get the money 

back in the future. 

 

There is no definite right or wrong here: some advisors are better suited to starting their own practice, 

and some are better buying an established practice, or buying into an existing practice as a partner or 

associate. It depends on the circumstances of the advisor, the circumstances of the practices available 

for purchase, and the type of practice the advisor wants to be associated with professionally. 

 

McMastersô advice is ñbuy if at all possibleò. Starting a practice from scratch in a brand new location can 

still be done, but will incur higher risks and costs than purchasing a perfectly good practice down the 

road for a minimal cost. This is the logic that confronts many at this turn in the road. 

 

Buying an established practice   

 
 

Buying an established practice can have a number of benefits, and the amount of work required is 

significantly reduced compared to starting a practice from scratch.   

 

The benefits include:  

 

¶ time saving relating to acquiring new assets;  

¶ no need to hire a new team of staff members;  

¶ there is an established customer base i.e. clients; 

¶ there are reduced marketing requirements;  

¶ there is an established reputation; and 

¶ there is no need to launch extensive new opening campaigns. 

 

The disadvantages include: 

 

¶ the reputation of the practice may not be as 

positive as you would like it to be; and 

¶ the staff may have work practices that you do not 

like.  

 

Assuming the decision is made that advantages 

exceed disadvantages, (which will usually be the 

case) and you decide to buy the practice, the 

following paragraphs will assist with the technicalities 

involved in buying an established practice. This 

section is written from the point of view of a 

prospective purchaser; however, it also gives 
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interested vendors some insight into the sale process. A checklist of things to consider when buying a 

practice can be accessed in appendix 1 at the end of this guide. 

 

The phrase "buying a practice" should be interpreted not only as buying a practice outright, but also to 

include buying a share in an existing practice. This can be either as an associate buying a right to 

practice, a partner buying a share of a partnership's assets, or as a shareholder buying shares in a 

practice company. It also assumes the purchaser will take over any rights to provide management 

services to the practice, which are commonly owned by a separate service trust, and this is included in 

the assets being sold with the practice. 

 

What assets are being purchased? 
 

 

The first thing to consider is what assets are being bought. Typically they include: 

 

¶ the practice's goodwill. This generally includes client lists and records, the benefit of expected 

repeat business from those clients, the benefit of the reputation and name built up by the practice, 

and the benefit of the relationships established by the practice's owners and staff with clients; 

¶ the practice's plant and equipment. A detailed schedule of plant and equipment should be prepared. 

The vendor should be asked to confirm he has good title to these items, and they are not subject to 

any charge or other encumbrances that restricts his ability to deal with them. If such an 

encumbrance exists, the vendor should be asked to arrange for it to be lifted as a condition of the 

sale proceeding. 

 

 

Care is needed with leased equipment. When buying leased equipment it is necessary to ensure either: 

 

¶ part of your purchase price should be forwarded directly to the leaser as payment of the amount 

owed on the lease; or 

¶ the amount of the purchase price should be reduced by the amount of the lease liability 

responsibility is being assumed for.  

 

Staff contracts and provisions 

 
 

The practice is also purchasing the benefit of the staff contracts. Normally the purchaser agrees to take 

over all liabilities owed to staff, including any sick leave, annual leave or long service leave, and an 
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estimate of these liabilities is deducted from the agreed sale price. (In one recent sale involving doctors 

McMasters saw the value of these liabilities exceed the value of the goodwill, which meant the 

purchaser was in the unusual position of receiving a cheque from the vendor on settlement day.) 

 

A purchaser will normally be interested in keeping on the practice's staff. They can represent a large 

part of the goodwill of the practice, and continuity of staff can be very important for practice systems and 

client relationships. However, there can be many sensible reasons why a purchaser may choose not to 

keep existing staff. The staff may not be efficient, there may be too many staff, or the purchaser may 

have a preferred person in mind for the job, such as a spouse who is a receptionist.  

 

The question of which staff to keep and which not 

to keep is an important one that should be 

answered (at least tentatively) before you agree 

to buy the practice. 

 

Purchasers need to know whether they will be liable for any employee liabilities, such as annual leave, 

sick leave, and long service leave. If there is doubt, some adjustment to the purchase price needs to be 

negotiated. For example, an employee who has thirteen years employment will probably become 

entitled to three months' long service leave in two years time. In this case an adjustment would be made 

on a pro-rata basis for long service entitlements.  

 

This is a notoriously difficult area. One possible solution is to have an amount of the purchase price 

equal to thirteen fifteenthsô of the expected long service leave paid into a special bank account and use 

it to help fund any long service leave payment. If for any reason the long service leave payment is not 

made, then the amount in the bank account will be handed over to the vendor. But this will not be 

appropriate in all cases, particularly where there are a few employees and some have, say, five years to 

go before they are eligible for long service leave. 

 

       Kenyon Prendeville positive about valuations  

By Caroline Munro on  19 October 2010 from www.moneymanagement.com.au 
 
Financial planning practice brokerage Kenyon Prendeville is positive about valuations, although 

any value of the practice would depend on its fundamentals, according to principal Alan 

Kenyon. 

 

Responding to comments made by buyerôs advocate Radar Results yesterday, Kenyon stated 

that Kenyon Prendevilleôs data collected from 150 transactions and based on the 33 

transactions currently being processed showed that valuations were higher than stated by 

Radar Results, and there was little difference between city and regional valuations as they 

depended on fundamentals rather than where the business was located. 

http://www.moneymanagement.com.au/authors/Caroline+Munro
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ñOur experience, even in a distressed sale situation ð for example a business that had been 

forced to sell by a bank ð is achieving at least 2.75 times recurring revenue or greater,ò said 

Kenyon. 

 

Kenyon agreed that risk insurance businesses were priced at a premium coming off the back of 

the global financial crisis (GFC), but that this would change as the market changed. 

 

ñCertainly four times recurring revenue is at the top of the market, however we havenôt seen 

any price differential between city and regional areas,ò he said. ñCurrently we have offers on a 

regional risk practice of 3.8.ò 

 

Kenyon disagreed that retired investment client businesses were the least valued, adding that 

ñthere are still opportunities and they are still the easiest clients to manageò. 

 

ñMost advisersô clients who are retired and utilising their superannuation investments to 

supplement their income are mostly in óminimum draw downô phase and therefore in reasonable 

markets ð pre and post GFC ð still have assets that are either maintaining their real value or 

are increasing,ò Kenyon said. ñThe retiree sector is also deemed to be relatively passive and 

therefore likely to be more profitable than the accumulation market, and for these reasons are 

in high demand. Smart advisers are also seeing a huge opportunity in this market segment to 

market to the ultimate beneficiaries ð the adult children ð thus ensuring continuity of a client. 

Our average prices for these businesses have been 3.35 times recurring revenue.ò 

 

Kenyon said that the recurring revenue model was unlikely to change where businesses were 

acquired and integrated into the buyersô businesses. 

 

ñFor most practices under a sale price of say $3.5 million, a purchaser could buy an 

unprofitable business because he or she will move the acquired business into their own. When 

a purchaser doesnôt have to inherit the big city premises and not all of the staff it is an exercise 

of ówhat does the inclusion of the acquired business, clients and revenues contribute to the 

purchasers bottom line?ô ð and hence the reason for recurring revenue multiples being the 

most used methodology.ò 

 

Kenyon stated that it was still a sellerôs market because little new business was being written 

post GFC. 

 

ñThe revenues generated in the past from new business have generally been the difference 

between making a profit or breaking even,ò he said. ñTherefore growth by acquisition has been 

a greater focus by many in an endeavour to restore former profits.ò 

 

Valuations are examined in detail in later in this guide. We assume here the valuation of the practice is 

reliable and all the normal enquiries and investigations into the practice's financial history have been 

completed. Suffice it to say here, questions should be asked whether it is cheaper to take the risk of 

setting up the practice from scratch. If it is not, then consideration should be given to whether it is 

possible to reduce the purchase price. This is essentially a matter of negotiation. Bear in mind if the 

purchase price drops by, say, $50,000 that is $100,000 of future profits after tax that do not have to be 

earned (ie an excellent day's work has just been completed). On the other hand, the vendor may decide 

to sell to another buyer. 
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Negotiations are a dynamic, and backing intuition is typically the best thing to do. It is a good idea to get 

someone else to double-check the reasoning. This will ensure that decisions are not rushed. At the end 

of the day the purchaser must be satisfied on the matter of price. It is perfectly acceptable to ask for 

more time to think things through. Alternatively, where confidence is lacking, someone else could be 

appointed to negotiate the deal.  Emotional indifference can be a wonderful asset in a negotiation, and 

can throw an objective perspective over the whole proposal. 

 

Once a price is agreed, it should then be set aside. Negotiations are difficult, and in most cases it will 

never be known whether a better price could have been reached. Once the price is agreed, it is time to 

begin making the practice work. 

 

Deferring Payment 

 
 

One thought to bear in mind is the potential for some part of the purchase price to be deferred for a 

period, e.g., a year. If this is done, and for any reason results from the practice are not what was 

expected, the door is at least open to withhold all or part of the final payment due to the vendor, unless 

an appropriate adjustment is made. 

 

Whether this can be done depends on the practice circumstances. It is worth bearing in mind, however, 

that adjustments are a lot harder to make if the entire purchase price is paid up-front. This process will 

remove all bargaining power later on. 

  

Apportionment of purchase price 

 
 

How to apportion purchase price is a frequent source of argument between the vendor and the 

purchaser, particularly if the plant and equipment is significant. 

 

The vendor will typically be interested in 

minimising the amount of the total consideration 

apportioned to plant and equipment. This is 

because the extent this amount exceeds written 

down value will be assessable income in the 

vendor's hands for taxation purposes. 

Alternatively, the purchaser will be interested in 

maximising the amount of the total 

consideration apportioned to plant and 

equipment, because this will maximise the 

depreciation expense able to be claimed by the 

vendor in subsequent years. 
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There is no hard and fast rule as to what to do here. The matter is often settled by giving plant and 

equipment a value equal to the vendor's written down depreciation values for income tax purposes. 

 

Common sense comes into the settlement of this question. Caution should be shown to adopting values 

that are plainly unrealistic. These will be problematic in a tax audit: the practice could find some part of 

the depreciation claim being disallowed, on the basis the original cost of the plant and equipment is 

artificially inflated. 

 
Financing the practice  
 

 

Finding a cost effective way to finance your practice is imperative to your long term financial prosperity. 

It is sometimes confusing to shop around for a loan, as there are many providers in the market, each 

assuring the best deal. Some people choose to delegate the research process to a financial adviser, 

who in turn, will also promise to provide the best deal. Many brokers fail to disclose the extent of 

personal financial gain made by recommending one financier over another. Put simply, it is not possible 

to receive the best deal, if it is arranged by a subjective broker, who receives commissions.  

 

       Council zoning   

It might sound obvious; however, it is amazing how often this simple check is overlooked. A 

failure to check zoning permissions is one of the most common mistakes in a sale of business 

transaction. It should not be assumed that a practice is eligible to run from the premises 

because one is run from there now. Gaining confirmation in writing from both the vendor and 

the council (or any other relevant body) is strongly advised. 

 

McMastersô discovered a situation where a large two story 8 doctor medical practice had a 

permit for only one doctor. The sale settlement date was fast approaching. Eventually the 

situation was overcome; however, the sale settlement was temporarily in doubt. It could happen 

again. Check all council zoning rules, and do not assume anything is in order unless you have it 

in writing. 

 
 
Preparation of the sale of practice agreement 

 
 

The sale of practice agreement is conventionally prepared by the vendorôs solicitor. Related documents 

such as a consulting contract, (when the vendor advisor is staying on for a while as part of the deal), 

should also be prepared by the vendorôs solicitor. 
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The purchaserôs solicitor checks the sale of practice agreement and related documents and advises the 

client whether they are in order to sign. If not, advice will be given about what changes are needed in 

order for them to be signed. A solicitor should handle these documents.  

 

The solicitorôs role should not be to ñdo the dealò. This should be done by the advisors, perhaps with 

some assistance from accountants or solicitors. The solicitorôs role should be to document the deal 

agreed to by the advisors, and make sure the sale transaction proceeds smoothly in accordance with 

the advisorsô deal. Many examples have been seen of over-zealous solicitors and other advisors 

ultimately disrupting the sale process and causing detriment to all concerned. 

 

Assumption of responsibility for the vendor's debts 

 
 

Great care needs to be taken in this area. Few 

solicitor recommend buying the shares of a private 

company that carries on a small business such as a 

practice. Not only are the assets of the business 

being bought, but also the liabilities of the business 

are purchased. This includes liabilities that are not 

shown in the balance sheet, such as litigation not 

yet commenced, guarantees not yet invoked, 

liabilities for undisclosed (or as yet unknown) 

income tax liabilities, etc. 

 

For this reason it is unusual for one advisor to buy 

the shares in a practice company owned by another 

advisor. Implementation of specific professional 

advice and appropriate safeguards are vital, such 

as written guarantees and indemnities from the company's directors. This is standard advice given by 

any solicitor or accountant who is experienced in helping clients buy businesses. It is not something 

particular to the purchase of a practice. 

 

When buying into an existing practice company a better alternative is to roll over the assets from the old 

company to a new one, and then subscribe for fresh shares in the new company. Provided certain rules 

are observed, this means the roll over will be ignored for tax purposes. It provides certainty that the 

shares will not be tainted by any latent liabilities not appearing on the balance sheet. Gaining specialist 

tax advice is essential. 

 

It can be sensible for the purchaser to assume responsibility for specified debts of the vendor. For 

example, the practice may be one year into a five-year lease on computers that cost $30,000. The lease 

is at a competitive interest rate and is with a reputable financier. Provided the financier consents to the 

transfer of the lease and there are no unpaid arrears. Taking over the lease can be a smart way to part 
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pay for the practice. If this is done the sale price of the practice should be reduced by the amount of the 

liability assumed by the purchaser. In our example this means $30,000 will be taken off the purchase 

price of the practice. 

 

Restraint of trade clauses  

 
 

A restraint of trade clause is an essential part of any agreement to purchase a practice. It helps to make 

sure the buyer actually gets the goodwill paid for, and the clients do not suddenly disappear. 

 

In cases where there is no restraint of trade clause, it is possible for an advisor who sells the practice to 

appear a month later and begin practicing in a neighbouring location. The advisor would not be able to 

directly approach the clients from the previous practice; however, word would soon spread. The restraint 

of trade clause should put in place a reasonable restriction on the vendor of the practice regarding each 

of the following: 

 

¶ the type of activity restricted (i.e. financial planning and related areas generally), whether as a 

principal, a partner, an associate, an employee or otherwise; 

¶ the geographic area restricted. A reasonable geographic restriction is usually not more than, say, 

between 2 and 3 kilometres from the practice premises; and 

¶ the time period restricted. A reasonable time restriction is usually three years.  This period could be 

longer if an unusually large amount is paid for goodwill. 

 

Deferring part of the purchase price is a good way to add business efficacy to restraint of trade clauses. 

It gives the purchaser of the practice some bargaining power should anything go wrong.  

 

The Courts are not very supportive of restrictive covenants. There have been a number of recent cases 

where buyers have realised the vendor has begun working nearby, and when they went to trial the 

courts were unwilling to take action. For these reasons we suggest to clients that the traditional 

restrictive covenant be supported by a particular promise to not provide medical services to the 

practiceôs clients for, say, 12 months. A Court is far less likely to find a specific and narrow clause like 

this to be against the public interest and therefore unenforceable.    

 

Premises 

 
 

The right to use the premises, whether as an owner or as a tenant, is a critical part of the purchase 

agreement. It would be a disaster to pay, say, $100,000 goodwill for a practice only to find three months 

later the landlord is not willing to renew the lease. Unless there was a specific term in the agreement 

stating tenure was guaranteed, there is little that can be done. For this reason the purchase agreement 

should ensure reasonable tenure and, if for any reason this is not able to be given, the goodwill should 

be reduced heavily. 



The Financial Planner as a Business Adviser 2011 

 

15       

 

02 

T
h

e
 F

in
a

n
c

ia
l 

P
la

n
n

e
r 

a
s
 a

 B
u

s
in

e
s
s

 A
d

v
is

e
r 

  
| 

  
P

a
rt

 

  

 

Tenure can be provided to a purchaser in a number of ways.  These include: 

 

¶ If the vendor leases the premises, assigning the vendor's rights as a tenant under the lease 

agreement to the purchaser. The landlord's consent is required and is normally given without too 

much trouble; and 

 

¶ If the vendor owns the premises, arranging for a fresh lease to be granted to the purchaser for, say, 

five years with options to extend the lease, as required. 

 

It is advisable to get an experienced solicitor to check the lease carefully before proceeding too far with 

buying the practice. 

 

Warranties and Guarantees 

 
 

It is a good idea for a purchaser to obtain third party guarantees from 

the vendor. For example, if the vendor is a practice company or a 

practice trust a guarantee from the directors is appropriate. This 

guarantee can be obtained indirectly, for example, by having each of 

the directors' names on the purchase agreement. This adds 

confidence to the purchaser in the decision to buy the practice. 

 

One common warranty is a clause to the effect that the vendor has 

disclosed to the purchaser all known matters that are relevant to the 

valuation of the practice. If for any reason the vendor is reluctant to agree to such a clause, then the 

deal should probably be walked away from. If something is being hidden, it is not likely to be good news. 

 
Notice to clients 

 

 
Advisors do not own clients. Client relations must be 

managed properly as the practice changes hands. The 

purchaser will be particularly interested in making sure 

this is done properly because this is why he is being 

asked to pay goodwill. Appropriate written notice should 

be given to all clients and this notice should stress the 

skills, experience and other attributes of the incoming 

advisor.  

 

If the new advisor is buying into a partnership it can be 

a good idea for the retiring advisor's clients to be invited 

to see the remaining partners as well as the new 
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advisor. This gives them a choice, and should be reflected in a better retention rate for the partnership 

as a whole. 

 

In the case of a solo practice, the need to manage clients through a changeover is even more important. 

The purchaser should insist on a phase-in phase-out arrangement where the vendor fades out of the 

practice over an extended period. When this is done properly, the clients may virtually not notice the 

change. 

 

A purchaser should be prepared to pay more for goodwill where there is a phase-in phase-out 

arrangement as there is a greater prospect of retaining the clientsô loyalty. Consider a deposit of, say, 

ten per cent and then twelve installments of the price over the phase out year. If after a few weeks (or 

months) it is clear clients are not happy the arrangement should be discontinued. Yes, the deposit may 

be lost. But it is better to lose 10% of the money than 100%. 

 

Client relations throughout the changeover are the most important factor for the purchaser to consider. 

Mistakes can spell disaster.  Some attrition is normal, but it should be limited to no more than 10% of 

clients. The aim should be to grow the practice by more in the first year, so this balances itself out. 

 

Potential of the practice 

 

 
When making a decision to buy, the potential of the practice should be given a great deal of thought. 

 

A new face can be a breath of fresh air in a practice.  A new coat of paint can help too. Many people in 

the area may decide to try just to see what it is like. The matters dealt with in other modules of this 

manual can, if effectively applied, greatly enhance the value of the practice and hence the value of the 

investment in it. It is strongly recommended that these matters be taken into consideration, and applied 

in practices where appropriate. 

 

Word of mouth is a strong form of advertising, and positive first impressions cannot be underestimated. 

It should always be remembered that the clientsô loyalties are a valuable part of the purchase price, so 

looking after them well is crucial. 

  

Goodwill 
 

 
Accountants define goodwill as the excess of the market value of a practice over the sum of the values 

of the individual tangible assets, such as office equipment that are used in that practice. This is a 

conventional and technically correct definition. The market value of a practice will only be greater than 

the sum of the value of the individual tangible assets used in that practice when practice profits are 

higher than the amount the prospective purchaser can earn as a non owner advisor. 

 

Case law identifies three types of goodwill. They are: 
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¶ Personal goodwill, i.e. goodwill that is attached to a particular advisor because of his/her 

personal manner/personality, medical knowledge, clinical experience, and client loyalty. There 

is an interesting technical question as to whether personal goodwill can be transferred to 

another person. The general view is that it cannot, although strategies can be devised to 

ensure that over time an advisor 

buying personal goodwill ultimately 

receives the benefits. This is 

particularly the case in some 

specialist practices, especially 

specialist dental practices. This 

occurs when the vendor specialist 

uses their best efforts to ensure the 

benefit of referral arrangements with 

GPs and passes it on to the 

purchaser advisor; 

 

¶ Location goodwill. Some sites are more likely to generate higher client attendances than 

others. Generally these will be sites with high traffic, high visibility, ample parking (preferably 

not paid for by the practice: an example is a practice next door to a large shopping centre 

where clients can use the shopping centre car park), and the right aesthetic/professional 

presentation. Such locations are likely to generate high client numbers. Security of tenure is 

the critical issue when buying such a practice. It is a good idea to either buy the premises as 

well, or make sure there is a very safe and long term lease. This then raises the question as to 

whether the goodwill belongs to the practice or the premises. It is a good question, and we 

think it belongs to the premises, unless there is a very good long term lease in place; and 

 

¶ Name goodwill. Some practices have stronger reputations than others.  Name goodwill is 

likely to exist in a group practice situation where the purchaser immediately enjoys the benefit 

of the practiceôs reputation, as built up over many years, and the continuing professional 

relationship with the vendor advisors. 

 

In each case the amount of the goodwill depends on the size of the maintainable profits above the 

normal return for an advisor. Therefore, if the profit is only around $100,000 there will be no goodwill, no 

matter what the reputation of the vendor advisor is, (i.e. there is no personal goodwill), no matter what 

the location is, (i.e. there is no location goodwill), and no matter what the reputation of the group 

practice is, (i.e. there is no name goodwill).  

 
The importance of goodwill 
 

 

It is important to understand the relationship between a practice's maintainable profit and goodwill. As 

profit increases and begins to exceed the amount an advisor could earn working similar hours as a non-

owner, practice goodwill is created. 
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A practice that yields a maintainable net profit per principal of $150,000 a year will not have much 

goodwill. This is because $150,000 a year does not exceed the amount most prospective owner 

advisors could otherwise earn as employees. A practice that yields a maintainable net profit per 

principal of $500,000 per year is a different proposition. This is because an amount of $500,000 

exceeds the amount most prospective owner advisors could otherwise earn. Therefore, in most cases, a 

prospective purchaser will be prepared to pay a premium to acquire all or part of that practice. This 

premium represents goodwill. It is solely connected to the profitability of the practice; more particularly, 

to its expected long term maintainable profits. 

 

These comments have to be qualified 

with a warning that at present, for 

reasons discussed in more detail in the 

following paragraphs, few advisors are 

prepared to pay significant goodwill on 

becoming an owner, despite the 

underlying economic theory. This 

phenomenon often causes conflict 

between the expectations of potential 

sellers and buyers, and often leads to 

break-downs in previously harmonious 

relationships. 

 

This relationship between practice profit and practice goodwill is fundamental and should be borne in 

mind at all times. It means any plan or strategy to improve a practice's goodwill must first increase its 

maintainable profit. Without something above a basic time reward, with some special premium 

representing a maintainable return on the equity invested in the practice, the practice will not have any 

goodwill. 

 

When discussing practice goodwill, we are discussing advisor to advisor transactions and not 

transactions involving large corporate service providers paying considerable sums to advisors for the 

sale of their practice, and for signing a five year service agreement. These transactions are not 

discussed in this manual and we recommend any advisor who has been approached by a large 

corporate service provider seek expert tax law advice before accepting such an offer. 

 
Improving the profitability and goodwill of a practice 
 

 

The best way to improve profitability and goodwill is to pay close attention to each of the qualities that 

make up an excellent practice. Consideration should be given to these qualities from the point of view of 

each particular practice, and questions need to be asked regarding what can be done to improve them. 

The purpose of this exercise is to allow practices to systematically put in place a process aimed at 

maximizing profitability and goodwill. It is important to be honest. The practice that cannot be improved 

is yet to be created. (And if it has it should be patented!) 
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As a suggestion, it may be a good idea to ask another advisor, or external practice consultant, to 

prepare a critique of the practice and to list ways the practice can be improved. The external objectivity 

provided by such a person can be a powerful motivator as they will often see opportunities not 

previously considered. 

 

A further suggestion could be to identify other practices and ask: 

 

¶ What (if anything) about this practice would appeal to a client? What (if anything) about this 

practice would appeal to different types of clients? 

¶ What type of services does this practice offer its clients? Is there a special niche this practice 

provides creating a unique demand for its services? 

¶ How many advisors are involved? Are other services (for finance broking or accounting) 

offered from the same premises or nearby? 

¶ Do the employee planners have their own client following and loyalties? 

¶ How effective are the support staff? Do they have an efficient and personable rapport with the 

clients? How well do they complement the professional staff? 

¶ Do the practice's premises have easy access and good parking facilities? 

¶ What type of clients does this practice attract? Are the clients loyal? 

¶ How are clients billed?  

¶ What is the average time spent with a client each year? 

¶ What other advantages or disadvantages does this practice appear to have? 

 

The answers to these questions may 

not describe the concept of an ideal 

practice. Personal preferences are 

important, however the process of 

reflecting on what others are doing 

can be a fruitful source of new ideas 

as well as change and renewal. The 

answers to these questions should 

provide a readymade guide to the 

question of how practice profitability 

and the goodwill of the practice can 

be improved. 

 

The essence of goodwill is whether a practice has a maintainable competitive advantage, that generates 

above average profits that can be passed on to a new owner, and for which other advisors will be 

prepared to pay a premium. The potential purchaser has to be convinced it is worth paying that premium 

rather than starting a new practice from scratch. The vendor should think about these matters years 

before selling, to ensure the practice commands a premium for goodwill upon ultimate sale. 
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    An example     

If a practice is operating from 

premises that are not as ideal 

as the premises occupied by 

other practices in the locality, 

it could pay to up-grade them. 

This can be done either by 

renovating or moving to more 

suitable premises. If the cost 

of doing this is a problem, 

consideration should be given 

to sharing the premises with 

other financial planners or 

other professionals. Perhaps 

the renovation could create 

space for a para-planner, 

whose fees can be thereafter 

shared. It is important to 

remember the idea is spend  

money, to make more money. 

If the extra fees generated by 

attracting new clients do not 

exceed the cost of renovating 

or moving, then it should not 

be done. (This is rare: 

generally we find advisors 

spend too little money on their 

premises. Spending more will 

generally make more.) 

 

If the practice is overly reliant 

on one advisor, it could be a 

good idea to engage someone 

to take over a group of clients. 

Ideally a practice will have a 

principal to staff ratio of at least 

1:1, and usually a lot more.  

That is, for every owner 

advisor there will be the 

equivalent of at least one 

other advisor or other fee 

earner. 

 

The profit leverage created 

by the smart use of other 

advisors will enhance 

practice goodwill. This is 

because of the obvious 

increase in profit, but also 

because the practice is less 

dependent on the proprietor: 

personal goodwill, which is 

not worth much, has been 

traded for practice goodwill, 

which can be worth a lot. 

 

 

Different types of value 

 
 

Broadly speaking there are at least three types of value referred to by valuers. These are "market 

value", ñgoing concern value" and "economic value". Ultimately there is only one important value, being 

the amount a person is prepared to pay to acquire the business or part of it. More hypothetically, the 

value is the amount a willing but not anxious buyer, and a willing but not anxious seller, would agree on 

as the sale price of an asset, provided all relevant information is available to each of them. However, 

these three terms help to explain how this amount may be computed depending on the practiceôs 

relevant circumstances. 

 

Market value          A term that implies an identifiable market of buyers and sellers. 

This allows the valuer to determine the price to be paid for the 

practice by reference to comparable sales. 

Going concern value The price a buyer will to pay on a walk-in walkout basis 

Economic value Exists if a buyer is prepared to pay a premium above the price 

suggested by the market in order to access or obtain some special 

advantage connected to the practice. 
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It is possible; even likely, these three values will 

be different in any given situation. This is quite 

normal. The only real value will be the value a 

person is actually prepared to pay to acquire the 

practice under consideration or, more 

hypothetically, what a willing but not anxious 

purchaser, and a willing but not anxious buyer, 

would agree upon as the sale price in this 

situation. 

 

When a practice is being valued, the valuer will 

make recommendations based on these three terms. Each of the three concepts of value have some 

role to play in making an assessment, but none of them, on its own, will be determinative of the final 

outcome of the valuation process. There is further reading on Goodwill in Appendix 2 of this section. 

Market value 

 

 
Market value has been defined as the price that a willing but not anxious buyer, and a willing but not 

anxious seller, will agree on as the price of a particular business. This definition assumes the buyer and 

the seller each have the same information regarding the asset, and each of them have other alternatives 

that they may pursue if the sale is not completed. That is, it assumes that, both the buyer and the seller 

come to the negotiation table with equal knowledge and bargaining power. 

 

This basic definition is rooted in legal precedent and 

history. It is now used as a basis for defining "market 

value" in a number of other commercial disciplines, 

such as economics and accounting. 

 

In the context of a practice, goodwill exists when the 

expected future profits from a practice exceed the 

amount the advisor can otherwise earn as an 

employee. Here, a willing but not anxious buyer will be 

prepared to pay a premium to acquire a right to receive 
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or to share in the practice's profits. Typically this will occur when the practice has a special quality that 

cannot be easily replicated, which is not personal to the proprietor(s), and which can be passed on to a 

buyer with reasonable certainty. 

 

There is no complete list of the qualities that may give rise to practice goodwill. An infinite number of 

possibilities exist, depending on the circumstances of the individual practice. The qualities that typically 

reflect (or create) goodwill in a practice include: 

 

¶ efficient support staff that enjoy a friendly rapport with clients; 

¶ clean modern premises that are easily accessible, have adequate car parking, so clients find the 

ambient surroundings comfortable; 

¶ stable and personable employees, who have their own lists of clients, and who are able to operate 

at a maximum capacity, with minimal supervision and control (and who do not intend to, or who are 

contractually prevented from, setting up an opposition practice in the same locality); 

¶ established relationships with allied professionals, such as accountants, solicitors and finance 

brokers thereby ensuring the practice attracts a continuous stream of new clients and is able to 

provide a broad range of services to its existing clients; 

¶ increasingly, a market niche or practice specialty that attracts a particular type of client. Examples 

include Centrelink planning, business planning, estate planning and so on; and 

¶ good location, both within a particular suburb and as to the choice of suburb or region itself, and the 

related issue of a practice's physical presentation; and 

 

These qualities distinguish a practice from its competitors, and create a maintainable competitive 

advantage that can be passed on to a new owner. This creates goodwill. Other advisors will be 

prepared to pay a premium over the value of the practice's tangible assets, in order to acquire all or part 

of that practice. 

 

Step 1: Calculate future maintainable earnings 

 

 

The first step is quite straightforward. The task is to calculate how much profit each owner is making 

from the practice. Historical accounting reports 

prepared by accountants and used for income 

tax returns are used to estimate the "real 

earnings" of the practice. "Real earnings" is the 

actual reward from all sources accruing to the 

owners from the practice. These historical ñreal 

earningsò are used as a basis for predicting 

future earnings, and will need to be adjusted for 

the effect of any known changes in the practice.  

 

To compute future maintainable earnings per 

advisor, averages of at least three years are 
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normally used, and profit is adjusted for the effect of: 

 

¶ transactions with the persons who own the practice, or who are related to the practice; and 

¶ transactions that will not be experienced by the new owners. 

 

The average full time non-owner advisor at the practice is earning about $200,000 a year, net of costs. 

So, $200,000 was subtracted from the departing owner advisorôs share of net income to determine the 

return on her investment. The $200,000 was taken as a measure of reward for her actual time in the 

practice in 2009, with a small discount for the two prior years.   

 

The figures looked like this: 

 

 2007 2008 2009 

Share of net income $500,000 $600,000 $700,000 

Reward for time in the practice $150,000 $150,000 $150,000 

Reward on equity $350,000 $450,000 $550,000 

 

The average is then computed: 

 
2007    $350,000 
2008    $450,000 
2009    $550,000 
Total    $1,350,000 

 
Average   $450,000 

 
 

The amount of $450,000 represents the average return on investment for the three prior years, and was 

accepted by all concerned as a reasonable estimate of future maintainable earnings. This is thought to 

be the best measure of renewable profit connected to the practice. This amount is then used as a basis 

for all subsequent calculations. 

Step 2: Determine the value of the multiple 

 

The second step is less mechanical and more subjective than the first step. It requires the valuer to 

determine an appropriate multiple to apply to true earnings, in order to estimate value. The 

determination of the multiple requires the valuer to apply logic, business experience, and intuition. It is 

more art than science. Any two valuers will probably come to a different multiple and this is quite 

acceptable: the difference reflects their differing perceptions of the strength of each component in the 

determination of the multiple. 

 

The higher the multiple, the lower the valuer's assessment of the risk attached to the business and the 

greater the value of the business. 
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One method of determining the appropriate multiple for a practice is to identify each of the factors that 

are believed to be critical to a practice's success, and then to allocate to each of these factors an 

optimum score reflecting the relative importance of that factor in the valuation process. Each factor is 

then scored and the sum of the scores compared to the sum of the optimum score to determine the 

multiple.  

 

This approach is very flexible. It allows the advisor to weigh each factor according to the advisor's own 

view of their relative importance to a practice, and to add or delete factors as they deem appropriate. 

This calculation might have looked like the table below: 

 

Attribute   Optimum Score 

Clients   

Loyalty 10 9 

New Clients 10 5 

Activity 10 5 

Number 10 9 

Premises 10 9 

Aesthetic Appeal 20 15 

Functional Appeal 20 18 

Tenure 20 10 

Location   

Access 20 12 

Population Growth 30 20 

Socio Economic Factor 20 18 

Geographic Location 20 18 

Competition   

Distance  30 25 

Other 20 15 

Referral Sources 20 15 

Staff 30 25 

TOTAL 300 208 

 
 

A perfect score of 300 would give a multiple of six, which is the maximum for a practice like this. So a 

score of 208 gives a multiple of 4.16. Again, it is stressed that this is a subjective value and each 

assessment may be different, and for good reasons. 

 

There is no reason why advisors should not 

create their own list of factors to be considered, 

and give them an optimum score that reflects the 

relative importance of each factor to them 

personally. This makes the valuation their 

valuation. Guidance can be given through the 

formal thought processes underpinning the 

valuation. There is every reason why different 
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prospective purchasers would attach different relative importance on each factor, and then score them 

differently. This should be expected to happen. This is the advantage of the approach: it is very flexible 

and can be adjusted to meet different circumstances.  

Step 3  Determine value 

 
 

This multiple is then applied to the estimate of future maintainable earnings of $450,000 obtained earlier 

to calculate goodwill of $354,292. 

 

Maintainable future earnings $450,000 

Multiple 4.16 

Goodwill value $1,872,000 

 

 
In other words, in the valuer's opinion a willing but not anxious buyer, and a willing but not anxious 

seller, would agree to a price of about $1,872,000 to acquire the goodwill of a practice with the above 

characteristics, and that has produced an average earnings for its owner on a four day week over each 

of the previous three years of $450,000. 

 

This value includes a share of the plant and equipment. Second hand plant and equipment values and 

furniture and fittings values are generally very low, and are rarely significant components of a practice 

sale. 

 

Alternative valuation methods 

 

 
There are alternative methods of valuation. For example, we understand some valuers suggest a 

reasonable valuation of a practice can be obtained by multiplying a factor to gross fees generated. A 

typical factor for these valuations appears to be about 3. This approach, as simple as it is, seems to be 

historically entrenched in the minds of advisors and is often used in valuing practices, without any real 

attempt to analyse the practice's profile in a more scientific way.  

 

The difficulty is that it is too mechanical, and does not deal with issues other than gross fees. These 

issues may well have an overwhelming influence on the valuation of the practice. For example: 

 

¶ it does not consider costs. Some 

practices will have a much more 

favorable costs profile than others. 

It seems sensible to take this into 

account by basing the valuation 

methodology on net earnings 

rather than gross fees. If this is not 
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done different practices will be valued similarly just because they happen to have similar gross 

fees.. This is not sensible; and 

¶ it does not consider non-financial matters. For example, it does not take into account expected 

future competition. A potential purchaser may well be cognisant of this but the valuation process will 

not highlight the problem. 

 

We believe this valuation approach is too simplistic, too rigid, and fails to take into account all relevant 

matters that may affect value.  

 
Capital gains tax and goodwill 

 

 
The Australian Government has created a 

number of special concessions to reduce what 

would otherwise be the tax charge on capital 

gains that are connected to the sale of a small 

or medium sized business. The rationale is 

that small and medium sized business are the 

engine room of the Australian economy, 

employing more staff than each of the big 

business sectors and the government sectors, 

and generating more wealth for the economy. 

 

Small and medium sized business operators need incentives to encourage their efforts, and exempting 

capital gains on the sale of a business (provided certain conditions are met) is one way of encouraging 

entrepreneurial efforts and energies. Small and medium sized business operators are also required to 

invest in the businesses, and this often means cash is short for superannuation and similar investment 

strategies. The CGT concessions are seen as compensating small and medium sized businesses for 

not being able to use these other tax concessions to build up wealth for retirement. 

 

Books have been written on CGT and goodwill. It is a  area, and advisors selling goodwill as part of a 

practice sale should make sure they access experienced tax solicitors to confirm that the receipt is a tax 

free capital gain, and is not taxed either as ordinary income or under the general CGT rules. 

 

Suffice to say: 

 

¶ the CGT concessions are one reason why advisors are recommended to invest in their own 

practices. Advisors receive a large tax free cheque on the sale of all or part of their practice; and 

¶ most advisors who sell practices for capital gains are able to treat the capital gain as a tax fee 

capital, under a combination of CGT concessions. 

 

It is important to stress that there is no such thing as off the shelf tax advice, and each case must be 

considered on its individual merits. Any advisor contemplating selling their practice, or any similar rights, 

should seek specific legal advice about the CGT consequences, before proceeding with the transaction.
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APPENDIX 1  CHECKLIST FOR BUYING A PRACTICE  

 
 

It is not possible to cover all matters that should be considered by an advisor before buying a practice. 

The list is endless and differs markedly from case to case. What is important in one case may not be 

important in another.  

 

In this appendix we set out in question form a checklist of matters to be considered by an advisor 

contemplating buying a practice or buying into a practice, whether as an associate or a partner. Buying 

into a practice can be a very big step that involves one of the largest cash outlays made by an advisor. 

Unlike buying physical assets, such as a home, goodwill is not something physically tangible. A practice, 

and the goodwill within a practice, is an intangible asset without a physical existence. It can also be a 

very transitory asset, that is here one day and gone the next. For this reason caution at the beginning is 

prudent and can help avoid problems further along the way. 

 

Professional advice 

 
 

A solicitor or accountant who has experience on the sale and purchase of practices should be consulted 

as early as possible once a sale or a purchase is in contemplation. 

 
Before you start 

 

¶ What are your reasons for going into practice as an owner? 

¶ How does the practice compare with alternatives?  

¶ Are you suited to being a owner? 

¶ Do you have the financial stability to be a owner? 

¶ What hours will be involved? 

¶ Have you spoken to an accountant? 

¶ Have you spoken to a solicitor? 

¶ Have you spoken to your spouse? 

¶ Have you spoken to a bank manager? 

¶ How long have you known the vendor for? 

¶ How long have you known the practice for? 

 

Assessment of value of the practice 

 

¶ Has an expert valuer been consulted? 

¶ How has the practice performed over the last three years? 

¶ How is the practice expected to perform over the next three years? 

¶ Does the practice have a potential that is not yet being tapped? 

¶ What accounting records, tax returns and source documents are available to support the 

financial performance of the practice? 

¶ What is the value of the plant and equipment included in the sale? 

¶ What is the value of the furniture and fittings include in the sale? 

¶ Are comparative figures available for other practices? 

¶ What is the existing and proposed competition? 

¶ Are there any key employees or associates? 

¶ How long has the practice been operating for? 

¶ How did the current owner acquire the practice? 
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¶ How has the practice grown under the current owner? 

 

The premises 

 

¶ Are the premises leased or owned? 

¶ Who owns them? Who has security over them? 

How will you occupy them, as a tenant or an owner? 

¶ What does the lease look like? 

¶ Have you seen a title search? 

¶ Have you had an architect or other building expert look at the premises? 

¶ Who is or will be the tenant? 

¶ Who will own the premises? 

¶ Does a lease need to be assigned? 

¶ Is a real estate conveyance involved? 

¶ Is a caveat required? 

¶ What covenants, easements or other restrictions apply? 

¶ Are all rates and taxes and other outgoings paid up to date? 

 

The documents 

 

¶ Have you seen a proposed contract of sale? 

¶ Have you seen a proposed co-ownership agreement? 

¶ Have you seen a proposed lease? 

¶ Have you seen a proposed licence agreement? 

¶ Is there a buy-sell agreement? 

¶ Is there a restrictive covenant/restraint of trade clause? 

¶ When is the money paid?  How? 

¶ Does a lease need to be assigned? 

¶ In Victoria, do the provisions of the Estate Agents Act regarding the sale of a business or part of 

a business need to be complied with?  These rules apply to businesses with a total value 

including goodwill of $200,000 or less. 

¶ Have you signed a confidentiality agreement? 

¶ Should the benefit of any other contracts pass to the purchaser? 

 

If the vendor is a company? 

 

¶ Does it have the power to sell? 

¶ Who are the directors? 

¶ Who are the shareholders" 

¶ Have any charges been given by the company? 

¶ Does a bank have to consent to the sale? 

¶ Have the company's other activities been taken out of the financial information? 

¶ Is the company being wound up? 

¶ Are you being asked to buy shares in a company? 

¶ Will you be responsible for the debts of the company? 

¶ Are the directors guaranteeing the performance of the company? 

 

Other matters 

 

¶ Does a business name need to be transferred? 

¶ Do any trademarks or logos need to be transferred? 

¶ Are staff needed? Who pays for long service leave, annual leave and sick leave? 

¶ Should there be new employment agreements? 

¶ Have you seen the client files? 

¶ How many clients has the practice seen this month? This week? 
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¶ Do telephones need to be changed? 

¶ Do specialists and allied health professionals need to be advised of the change? 

¶ What medical services (eg pathology and radiology) are used in the practice? 

¶ How will clients be advised? 

¶ Do leases on equipment have to be adjusted against the purchase price? 

¶ Do equipment lessors need to be contacted? 

¶ How can you be sure the vendor owns the practice? 

¶ Should you place a caveat on the premises? 

¶ Are any special licences or advices required? 

¶ Who will collect client debts? 

¶ Have all legislative disclosure requirements been satisfied? 

 

Some details 

 

¶ Who is the vendor's solicitor? 

¶ Who is the vendor's accountant? 

¶ Who pays for the sale documents? 

¶ Is stamp duty payable? If so, who pays stamp duty?  
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APPENDIX 2 GOODWILL AS A COMPONENT OF VALUE 

 
 
By V L Gole, extracted from ñValuation of Business Shares and Propertyô published by Butterworths in 

1980. 

 

The nature of goodwill 

 

Every successful business enterprise has an inherent component of goodwill. This quality may arise 

from any one or any number of factors which may be stated:  

 

¶ Profitability ï consistent and continuing; 

¶ Good management; 

¶ Favourable location;  

¶ Sole distribution rights ï valuable franchises;   

¶ Capable staff ï competent, efficient, courteous; and  

¶ Possession of trademarks, patent rights, copyrights and similar protective devices.  

 

Goodwill, therefore, may be locational, personal or corporate. It could be a combination of all of these. It 

is a quality difficult to quantify, and in a sense is abstract rather than tangible. It exists whether it is 

represented in the balance sheet in dollars or whether it is not. In fact, more often than not is has no 

representation in the balance sheet. It may or may not have exchangeable value. Locational goodwill 

and personal goodwill may and probably would change with a change of either. It may be purchased or 

built up over a period within the enterprise.  

 

Definition 

 

It is difficult to define goodwill precisely. Perhaps it is easier to describe it. This appears to be the view 

expressed in judicial opinions going back to the earliest part of the last century.  

 

As far back as 1901 Lord MacNaghten described goodwill as ñthe attractive force which brings in 

custom... goodwill is composed of a variety of elementsò: Inland revenue commissioner v Miller & Coôs 

Margarine Ltd (1901) AC 217 at 224 P D Leake on 1947 described goodwill in these terms (at 21): 

ñGoodwill in its commercial meaning is the transferable right which grows out of all kinds of past effort in 

seeking profit, increase in value, or other advantage. The term ócommercial goodwillô covers the whole 

field of rights growing out of all past effort of this nature.ò 

 

Rich J in the high court made this observation: ñTo determine the nature of goodwill in any given case, it 

is necessary to consider the type of business and type of customer which such business is inherently 

likely to attract as well as all the surrounding circumstancesò: F C of T v Williamson (1943) a AITR 454.  

 

He went on to say that: ñthe goodwill of a business is a composite thing referable in part to its locality, in 

part to the way in which it is conducted and the personality of those who conduct it, and in part to the 
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likelihood of competition, many customers being no doubt actuated by mixed motives in conferring their 

customò.  

 

H E Seed puts it this way (at 8): ñGood will is the advantage which arises from the good name, 

reputation and connection of a business, alternatively the benefit which accrues to the owner of a 

business from the likelihood that such business will earn, in the future, profits in excess of those 

required to provide an economic rate of remuneration for the capital and labour employed therein.ò  

Weston and Brigham in the glossary appended to their book Essentials of Managerial Finance use a 

specific definition of goodwill in relation to the acquisition of a business and state the definition in these 

words: ñThe intangible assets of a firm established by the excess of the price paid for the going concern 

over its book valueò.  

 

In the observations of Lord MacNaughten and Rich J there is an emphasis on the combination of 

location, personal and corporate conduct.  

 

P D Leake looks more particularly at past performance as a strong contributing factor to existing 

goodwill. The preservation of goodwill depends on continuity of performance and may quickly dissipate 

if not nurtured.  

 

H E Seed has regard to the good name and connection which have been built up by performance but 

looks also to the future and the expectation of continuing profits. He also suggests that the profits must 

be something more than a mere economic return on investment. As some writers have described it ï 

ñthe earning of super-profitsò the latter being in turn described as ñthose profits over and above those 

required to provide an economic rate of remuneration for all labour and capital employed in the 

businessò. The Weston and Brigham definition is entirely relevant in merger and takeover situations 

where the excess price paid must be featured in the subsequent balance sheets as ñGoodwill on 

Consolidationò or ñGoodwill on Acquisitionò.  

 

In a ñGlossary of Accounting Languageò appended to his book Accounting Reports R G A Boland 

applies a strictly accounting concept to ñgoodwillò. He describes it in these words: ñValue of the name, 

reputation, intangible assets of a business. In accounting it is only recorded (at cost) when it is 

purchased; not depreciated; often written off to nil; never valued at market price; generally a hidden 

asset of the business.ò 

 

Some aspects of this definition could be criticised. Sometimes goodwill, inherent in the business, is 

bought to account and represented in the balance sheet at some selected figure although not 

purchased. In some cases bonus share issues have been made out of the capital reserve created by 

the value placed upon goodwill. Admittedly this may not be wise or desirable. As stated by Boland, more 

often goodwill is seen as a hidden asset. If it is recorded by purchase it is usual to write it off to nil over a 

reasonable period of years.  
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APPENDIX 3  CAPITALISATION OF FUTURE MAINTAINABLE PROFITS (FMP) 

 

Extracted from The Valuation of Businesses, Shares and Other Equity by Wayne Lonergan, 

published by Allen and Unwin 2003 

 

For industrial and commercial entities, it is generally assumed that they will have an almost infinite life. It 

is also considered too difficult and subjective to make forecasts of future cash flows for any more than a 

small number of years in the future. In the alternative, even if this information is available for the entity 

being valued (such entities are usually companies, but may include trusts, joint ventures, partnerships 

etc.), it is normally very difficult to obtain cash flow information for other entities for the purposes of 

comparison. Therefore, it is usual in valuing an ongoing entity to estimate a figure for FMP as a 

surrogate for the future cash flows and to multiply this earnings figure at an appropriate price earnings 

ratio (PER). This process of multiplication is called the ñcapitalisationò of FMP.  

 

The risk and real growth prospects associated with the FMP are taken into account in setting the PER. 

The appropriate PER is normally based on industry norms in the marketplace, adjusted to reflect the 

unique circumstances of the company or business that is being valued.  

 

Where the assessment of the fair market value of an entity is undertaken by reference to the 

capitalisation of its underlying profitability, this will initially entail the valuer determining the core 

underlying profits or the FMP of the entity, These profits do not necessarily represent either the latest 

historical, or immediate forecast earnings. For example, a company may be in a position of short-term 

decline, either as a result of industry pressures, or internal managerial difficulties, and it is therefore 

important that a long-term view be adopted that discounts any short-term irregularities in profitability. In 

valuing on the basis of the capitalisation of FMP, the value of the underlying net assets will also be 

reviewed, although this is normally only to ensure that the profitability of the entity will be maintained in 

the future and to assess the implied value of goodwill.  

 

The capitalisation of FMP is widely used as a valuation method. This is primarily because of the 

widespread availability of information about comparable transactions.  

 
 

What did John do? 

 
 
Once John decided to resign his employment and own his own business the question of whether he 

should start his own business from scratch or buy all or part of an existing business arose. John 

considered all possibilities including: 

 

(i) buying a minority interest in his previous employer; 

(ii) partnering with an ex-colleague who he knew was thinking the same way; 

(iii) buying all or part of an existing business: he knew of a few opportunities; or 

(iv) starting his own business. 
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Each of these options was considered at the ñpre-business planò reflection stage. John discussed them 

with each of me, his fiancé (now his wife) and his father in law, and eventually decided that starting his 

own business was the best option for him.  

 

John would not have been satisfied owning just, say, 15% of his employerôs business. This would not 

have satisfied his entrepreneurial ambitions, and he would not have the control and autonomy he 

craved. And his was not convinced his employer was doing things the right way anyway. John did not 

want to pay out any non-deductible goodwill, with the debt this entailed and he would not get the tax 

advantages he was after, since his employer had a tax inefficient legal structure. But the clincher was a 

personality thing: John expected his boss would stay just that, his boss and there was not room for two 

alpha males in this business arrangement. His boss was a good bloke, but realistically it was just not 

going to work. 

 

John went through the same thought processes with an ex-colleague now working at another business. 

Sam was much like John, was in the same stage of life and saw things the same way. But after 

discussions they decided to stay friends and become friendly competitors rather than co-owners. And 

there was always the prospect of merging their businesses down the track. 

 

John spent a lot of time looking at buying all or part of an existing business. He got to the due diligence 

stage on more than one occasion, and learned a lot from the process. He quizzed the hopeful vendors 

on what worked and what did not work, and what their ownership experiences had been. One business 

in particular was attractive, and seemed to tick all the boxes. It would have been nice to just walk into a 

good business and enjoy the profits from day one. The problem was the price. The owner wanted a 

good price for a good business, but this just created too much risk for John to take on: it was going to 

take more than five years of after tax profits to pay off the original loan, and this was a deal breaker. 

 

So in the end, in a mix of preferences and circumstances, John started his own business. From scratch: 

he did not have one customer. Just skill, experience and ambition. But he also did not have a history, or 

a mental blockage of what was possible and achievable, so he was able to write his own story and 

create his own business the way he had always wanted to, and the way he knew would work. 

 

I let John make up his own mind on this. I expect it was what he wanted to do anyway, from the 

beginning. But considering, and then discarding, the options worked as a pre-business plan conceptual 

exercise, allowing John to look at options and identify what would suit him best, and was time and 

energy very well spent. 

 

And it meant John owned the decision and would not blame anyone else, including me, if things did not 

turn out the way he wanted. 

 

Now that John knew what he wanted to do, he had to work out how he would do it.  

 

This called for a business plan. 
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PART 3  THE BUSINESS PLAN 
 

 
An overview of business plans 

A successful financial planning practice does not happen without effort. It is the result of a good idea, 

implemented in a systematic way, over a period of time, according to a pre-conceived plan or schedule. 

This is the case, whether the practice is being started from scratch, or whether it is an older practice 

entering a new phase of activity and growth. This is also the case, regardless of practice location and 

competition.  

 

A good business plan reflects the ownersô personal preferences and ambitions. It accommodates private 

lives and, by anticipating expected problems, helps to reduce future stress levels. If there is a plan for 

what is going to be done and why, the chances are it will be implemented more successfully, and with 

less angst.  For example, a good business plan will cater for peak workloads through the introduction of 

strategies such as introducing new support and para-planning staff.  

 

Sometimes the plan is in the owners' heads. They have strong views on what will work, and they set 

about doing it in a determined way. That is commendable, and there are many examples where this has 

worked well and has produced good results. However, the prospects of good results are greatly 

increased, and the prospects of bad results are greatly decreased, if the plan is documented. This 

should be done in a disciplined and structured way, identifying what should be done and what should 

not be done, who will do it, and why. 
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This discipline will focus thoughts on why and how the practice development should be conducted. It 

leads to a more rigorous pursuit of the practice's goals and aspirations. It provides a set framework for 

performance assessment for everyone involved in the practice.   

 

There can be many reasons for owners to draw up a business plan. These can include documenting 

thoughts in order to check, revise or improve them at a later date, and may be related to many aspects 

of business management and development such as attracting new clients to the practice, or simply 

advising a lending institution in order to secure funding. The business plan can be instrumental when 

describing future objectives to a potential partner.  

 

This process is called identifying the audience; if the business plan is being designed for a financial 

institution the emphasis should be on security for the proposed loan and how it can be serviced. 

However if it is being composed for a potential partner the emphasis should be more towards security of 

venture capital and returns on investments. If the business plan is being written for internal use only, it 

should then place equal emphasis on all components. Identifying the audience allows informed 

decisions to be made on the content to be included in the business plan that will satisfy the 

requirements of the particular audience. 

 

It is a good idea to analyse and check the plan regularly, which 

may vary according to practice activities. For established practices 

experiencing little growth once a year is an appropriate. For 

practices that are experiencing great change, review of business 

plans may occur more frequently, as deviations and changes may 

occur. In each case monitoring and up-dating the business plan is 

an intrinsic part of developing and maintaining a successful 

practice. 

 

Owners can choose to develop their own business plan or they can seek the help of a consultant. There 

are advantages and disadvantages for both and these are listed in the table on the next page: 



The Financial Planner as a Business Adviser 2011 

 

36       

 

03 

T
h

e
 F

in
a

n
c

ia
l 

P
la

n
n

e
r 

a
s
 a

 B
u

s
in

e
s
s

 A
d

v
is

e
r 

  
| 

  
P

a
rt

 

  

 
 

 Creating your own plan Seeking assistance 

Advantages ¶ An intimate knowledge of the plan 
allows the writer to implement the 
actions; 

¶ A better knowledge of the 
practiceôs profitability will increase 
the understanding of how the 
practice works; 

¶ Business skills will be increased; 
and 

¶ It will cost a lot less than a 
consultant.  

¶ Professionals will have a far 
greater knowledge of creating 
business plans; and 

¶ Ownersô time can be better spent 
consulting while professionals 
write the plan. 

Disadvantages ¶ A large amount of time will need 
to be invested in researching and 
writing the plan; and 

¶ Ownersô skills at business plan 
writing will not be as proficient as 
a professional. 

¶ If someone else has written the 
plan, the owner may not fully 
understand it; 

¶ The opportunity to gain further 
knowledge about the potential 
practice is missed; 

¶ The person writing the plan may 
not have a full understanding of 
the health industry and the 
desires of the practice; and 

¶ The cost involved will be high. 

 
Alternatively, a combination of both options could be viable. The consultant could provide the guidance 

and expertise that owners do not generally have for writing a business plan, and the ownerôs expertise 

in the industry can assist in its preparation. Therefore, both the owner and the consultant will be familiar 

with the situation. 

 
Getting started 
 

Successfully executed, a business plan should ensure practice profit, hence goodwill is maximised and 

all viable options available to the practice are encouraged and explored to their fullest extent.  

 

Planning cannot begin if there is not a vision. Formalising the process can help turn abstract concepts 

and ideas into a practical reality. Formal statements about the visions and plans of the practice are often 

developed; this enables owners to enhance their identity and market their plan, which in turn allows 

them to better manage performance and outcomes. The formalised process is called a vision statement 

and is usually kept short and simple to contain ideas about the future direction the practice intends 

taking. 

 

To assist with creating a vision statement, owners should first establish a set of principles and values 

that will underpin their practice. A simple tool to assist with the mapping of the practiceôs values is the 

ñvalue wheelò, as illustrated. The values should be agreed and understood by management and staff as 

they are an important factor in the success of the practice.  
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Once the principals, beliefs and values of the practice have been developed the meaning of each value 

needs to be reflected upon. Questions should be asked such as:  

 

¶ what each value is about and what it really means;  

¶ whether it is fully understood by staff and clients; and  

¶ what other ideas are associated with each value.  

 

The values can then be translated into a set of principles and standards of behaviour within the practice, 

and incorporated into the vision statement. 

 
Thinking about the clients 
 

 

Financial planning practices are different to other businesses. The overriding fiduciary duty of care to 

clients doesn't occur in most other businesses: the dominant purpose of a financial planning practice 

should not be profit maximisation.  

 

The paradox is that a properly constructed and implemented business plan will assist in achieving the 

goals of client care and support, and assist the owners to maximise their income and wealth. In a good 

practice the two concepts support each other and do not conflict with each other. The market rewards 

good service. 

 

An ethos of client care and support should dominate the plan; in the same way client service or 

customer service should dominate the business plan of any other type of business. If this occurs the 

financial planning practice should flourish under all measures of success, including both client service 

and practice profitability.  

 

The owner will need to define the demographics of the practice, and the planning process should be 

developed around meeting the needs of the type of clients it will be serving. Identifying the potential 

client base is an important factor when thinking about the type of services that will be provided.

 

Thinking about the owner 

 
 

A good business plan reflects the personal preferences and ambitions of the owners. Apart from setting 

goals and selecting strategies, it also accommodates private lives, and by anticipating problems, helps 

reduce stress levels.  Knowing what the plan is, and why it is implemented, increases the chances of a 

successful outcome, and with less resistance. 

 

The process of preparing a business plan allows the owners to identify what is important to them, and 

allows for consideration of their choices and visions. The needs of a young family may dictate the hours 

the practice is open. An assistant may be required to help after hours, or on weekends. The preferred 

location of a practice may need to be weighed against the availability of good schools in that area, and 

the living or career requirements of a spouse. The business plan should be realistic and should be 
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developed with regard to the practical aspects of the practice demographic, including lifestyle wants and 

needs of the main stakeholders. 

 

The business plan process often presents a good opportunity for reflection on the priorities of the 

practitioners, and for ensuring there is consistency between personal and professional goals. 

 

What a business plan looks like 

 
 

There is not one standard format. A business plan is not a precise formula to be strictly adhered to no 

matter what the circumstances of the owners are. It is a document with some opportunity for flexibility, 

reflecting the needs of the people who created it and use it. 

 

Nevertheless, some broad guidelines can be set out to assist in preparing business plans. Within 

common sense limits, a business plan can be as short or as long as one wishes it to be. It can be filled 

with detail, or devoted solely to the big picture.  The plan should reflect the unique needs of the practice, 

and since it is their document, should be written by the owners, using outside assistance if required. 

Using a template or a precedent can assist in developing a logical and consistent strategy for 

conducting the practice in both the short and long terms. This is particularly the case if a third party, 

such as a potential partner or a bank is going to view the document.  

 

When starting from scratch developing a business plan, there is no set sequence that needs to be 

followed. However, common sense suggests that strategic strategies cannot be identified until 

organisational strengths have been researched, and the direction of the practice has been determined. 

Neither can the tactical strategies be determined, until the practice strategic plans for development have 

been established. When reviewing a previous plan it is often easier to follow the same template that was 

originally used, as this has the added benefit of allowing review of the historical developments of the 

practice. One suggestion for a business plan is set out in the table below. 

 

Category Contents 

1. Background Information 1.1  Purpose of Report 
1.2  Structure of Plan 
1.3  History of Organisation and Organisation Profile 

2. Mission 2.1  Mission 
2.2  Objectives 

3. Practice Position 3.1  Market Overview 
3.2  Competitors 
3.3  Clients 
3.4  Summary 

4. Organisational Strength 4.1  Marketing 
4.2  Management Control 
4.3  Human Resources 
4.4  Construction/Operation Technology 
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4.5  Finance 

5. Strategic Audit 5.1  Situation Analysis Summary 
5.2  Strengths 
5.3  Weaknesses 
5.4  Opportunities 
5.5  Threats 

6. Grand Strategy 6.1  Mission Review 
6.2  Basis for Growth 
6.3  Sustainable Competitive Advantage 

7. Functional Strategies 7.1  Alternative Strategies Available 
7.2  Recommended Strategy 
7.3  Operations Strategy 
7.4  Finance Strategy 
7.5  Marketing Strategy 
7.6  Resources Strategy 

8. Implementation 8.1  Implementation Strategy 
8.2  Contingency Factors 

 
Background information 

 
 

This is sometimes called an executive summary, and is an overview of the business plan. It is usually 

developed after the body of the plan has been drafted, although it is presented first. It sets out the 

reasons for undertaking the process and highlights the main points by placing them into context.  

 

It sets out the basic information required for its audience, (and should be modified for different 

audiences) including the practice name, ownerôs experience, description of the type of practice, the 

structure of the practice, location and date it was established. This section should also contain an 

overview of the key activities of the practice, and the variety of services offered.  It should include an 

overview of the target markets of the practice, who the competitors are, and what competitive 

advantages it has over them. Then it should determine the projected profits from these services, what 

the capital needs are, who will be contributing these, and what security will be offered.  

 

Practice position 

 
 

This section determines where the practice stands in relation to its competitors, examines what the 

clients want. It uses an integrated approach to assess the competitive advantages. It closely examines 

the client profiles through the use of demographic information provided by market research, and enables 

the practice to make informed decisions about future actions. It also looks at the competitorsô profiles, 

and what strategies have been undertaken to fulfil any identified needs.   

 

Market research of both the competitorôs and the practiceôs current clients must be relevant, accurate, 

and objective, to enable decisions to be made relating to the following areas: 
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¶ how to promote the practice; 

¶ what pricing structure to use, and what fees the competitors are charging etc;  

¶ what extra services to offer; 

¶ whether the clients live locally or cover a wide geographical area; and  

¶ changes that might enable these services to be established. 

 

Organisational strength 
 

 

Having examined the competitor and client profile, it is now time to look at what is happening in the rest 

of the world, and where the practice may have strengths. There are going to be some factors that can 

be controlled by the practice, as well as other areas that cannot be controlled. These could include, but 

are not exclusive to, technological advances, the economic climate, the availability of specific skills, 

client preferences, etc.  

 

Many external factors cannot be controlled, these may include:  

 

¶ legislation and political/legal requirements - business licence requirements, property titles and 

leases, employment law, zoning and parking restrictions etc;  

 

¶ economic factors - trends in clients behaviour, interest rates and their effect on spending, and 

economic policies;   

 

¶ environmental factors - whether the practice can continue to operate during a pandemic, bush fire, 

flood etc; and  

 

¶ issues with suppliers ï does the practice use enough supplies to warrant a 30 day accounts, 

different pricing structures, and how quickly supplies can be delivered.  

 

Most internal factors, however, can be controlled. These could include:  

 

¶ physical resources ï the number of staff to be employed, expected client numbers, workflow, client 

service policies, staff appraisals;  

¶ financial resources ï the amount of working capital required, whether there will be adequate cash 

flow, access to finance; and 

¶ business capabilities ï available space for increasing the number of owners, experience and 

expertise of practical and non practical staff, ongoing educational needs, recruitment and selection 

policies, staff morale and communication. 

 

Strategic audit 

 
 

When the market research is complete, it is time to determine whether the practice will be able to 

operate within this environment, and if so what makes the practice special or different from its 
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competitors. This is when a SWOT analysis should be undertaken; it gives the chance to review the 

strengths, weaknesses, opportunities and threats that will affect the practice.  

 

Questions that could be asked include: 

 

¶ whether the practice will have the capacity 

to operate successfully in this market, 

considering the competitor analysis and 

client profile;  

¶ whether enough cash is available to set up 

practice without compromising client 

services; 

¶ whether employees can be successfully 

attracted to work in the practice; and 

¶ have all regulations been observed.  

 

By identifying weaknesses and threats, strengths can be built upon and opportunities will present 

themselves allowing the practice to change direction if needed. The SWOT analysis allows the practice 

to identify what critical success factors are required to enable it to have a competitive advantage. The 

three main critical success factors include:  

 

¶ resources - appropriate premises to operate from, adequate funds to operate successfully, and 

skilled staff to undertake the work;  

¶ processes and systems - feedback systems, procedures and policies, operating systems, 

accounting systems, appropriate client relationship protocols, client confidentiality processes; and  

¶ services being offered, including prices and promotion of these services.  

 

Although the three types of critical success factors are independent, it is important to remember that in 

order to deliver the right services, appropriate resources and processes must be in place. 

 

Grand strategy 

 
 

This section gives the opportunity to assess how to make the most of what differentiates the practice 

from others already established, and gives the opportunity to assess the risk of opening a new practice. 

It is time to review the mission statement, and identify what is important to the practice. It is also 

important to prioritise the critical success factors already identified; these priorities may be different to 

other practices, and this is also a point of differentiation:  

 

¶ business resources, such as comfortable consulting rooms, ongoing staff training, appropriate 

equipment, cash flow etc;  

¶ processes and systems, such as a system for recruitment and retention, systems to ensure 

cleanliness, processes for admin staff, appropriate backup and restoration of IT/IM, processes for 

maintaining client confidentiality etc;  
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¶ services, such as which services are required, value for money structure, how to promote the 

practice etc.  

 

The risk of the practice failing is fairly low, as there is much greater demand for owners than supply. 

There is also scope for diversification, such as adding other services to give the practice a sustainable 

competitive advantage over others. 

 

Functional strategies 

 
 

It is now time to identify key activities to put the strategies already identified in place. The tasks will need 

to be broken down and done one at a time.  

 

The action plan should have the following characteristics: SMART: ï  

 

Specific The strategy states precisely what will be achieved 
 

Measurable The strategy can be monitored or measured 
 

Achievable The strategy needs to be achievable. There is no point planning to 
do something if it is unlikely it will ever occur 
 

Realistic The strategy must be realistic in order to be achievable 
 

Time  The strategy states a definite time when it should be achieved by 
 

 
This ensures that what is undertaken will in fact be appropriate and achievable, and focus doesnôt move 

from the critical success factors identified. The person responsible for identifying the project also needs 

to be identified.  

 

Alternative strategies can be examined in this section, and action plans are developed for all areas of 

the business including:  

 

¶ an operating strategy - how the practice is going to run, keeping in mind the resources and 

processes identified earlier;  

¶ a financial strategy - budgets are drawn up for expected income and expenditures, spread sheets 

for costs, how much clients will be charged, whether they will be charged on on-going basis, 

whether it is appropriate to consider a second or even third owner, fixed costs compared to variable 

costs, breakeven point etc;  

¶ a marketing strategy - signage, advertising in local papers, word of mouth, website, community 

involvement; and  

¶ a resources strategy - how many owners will work, how many support staff will be required, what 

alternative services will be offered, what awards staff will work under and similar matters. 

 



The Financial Planner as a Business Adviser 2011 

 

43       

 

03 

T
h

e
 F

in
a

n
c

ia
l 

P
la

n
n

e
r 

a
s
 a

 B
u

s
in

e
s
s

 A
d

v
is

e
r 

  
| 

  
P

a
rt

 

  

Implementation 

 
 

Having identified all the activities and tasks required to achieve the goals set, it is time to put it all into 

operation. Contingency plans should be included in case alternatives are required.  

 

It is fair to say this template is a very detailed business plan for a financial planning practice. Many 

practices prefer something less formal and rigid. However, it is useful to refer to this style as a model for 

subsequent discussions and explanations. Some business plans have exceeded thirty A4 pages of 

single spaced typing: this may sound a lot but in reality it is not, and it is surprising how much detail can 

be forthcoming once the process has begun. 

 

Issues that need to be addressed 
 

A basic business plan will address the following 

basic themes:  

 

¶ establish where the practice is going; 

¶ confirm where the practice is currently; 

¶ consider where the practice could be; 

¶ examine how to get there; and 

¶ discover when you have arrived. 

 

Where the practice is going 
 

 

The business plan will establish the vision for the practice, and identify the direction for future plans. It 

will identify what sets it apart from other practices, and what the desired goals and achievements will be, 

giving it differentiation and direction.  

 

Where the practice is now 
  

 

For existing practices, it is important to confirm the current situation. This will entail confirming what the 

practice's past record, strategy and focus was.   

 

It can then reflect on whether it has done as well as it 

should have, having regard to the purpose or vision of 

the practice.  If it has not, then establishing why 

outcomes have not been achieved will help in future 

planning? Important areas for any business to 

consider include: 

 

¶ management, direction and control; 
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¶ marketing; 

¶ operations; 

¶ finance; 

¶ human resources;   

¶ quality of  management; and 

¶ other strengths and weaknesses. 

 

Where the practice could be 

 

 

Think about the big picture.  It is OK to be a little idealistic here, as everything begins with an idea 

 

How to get there  

 

 

Given the current situation of the practice, the plan will need to include ways of achieving its identified 

goals, and how to become the practice of its vision. This is the sharp end of the business plan. It is here 

the real detail sets in and actual tactical planôs and proposed actions are formulated, setting out the key 

issues of who, when, what and how. 

 

Knowing when you are there  

 
 

Plan controls and assessment criteria are needed to measure the success of the practice, having regard 

to the objectives set for it. These should include financial and non-financial criteria.  

 

 

A thought 

Before starting a business plan, clients could be asked what they desire from 

the financial planning practice and whether their needs are currently being 

met. 

Perhaps a questionnaire could be sent to a few clients. Remember, this is not 

the Government Actuary, so be selective about who is asked. Make sure the 

sample is representative and sufficiently large for the results to be reliable and 

meaningful. 

 

Business plans are documents that set the business ownersô intentions and aspirations for the business. 

Business plans should be: 

 

(i) factual and realistic, and not ñblue sky dreamsò;  

(ii) written in plain English, without unnecessary complexity or prolixity; 
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(iii) an exercise in self-examination and reflection; a process that allows the owner to consider all 

potentialities before crystalizing achievable goals and objectives document that clearly and 

concisely sets out what the business is, what its strengths are, what its weaknesses are, what its 

threats are what its expected profits and net cash flow are, and what its expected valuation is. 

 

Business plans are often prepared specifically for banks or potential investors.  

 
What did John do? 

 
 
John started off simply jotting down random thoughts on a big blank piece of paper. 

 

There was no order or system, and no one else there. It was a crystallization of the numerous thoughts 

and emotions that surface at a time like this, including many non-financial issues. These jottings, and 

diagrams and lists, provided the mental template for the more formal business plan that came next. 

 
The business plan, and the real business plan 

 
 
John actually created two business plans.  

 

The first business plan, the real business plan, was for himself, and allowed him to create a personal 

strategy to improve all aspects of his life including his health, relationships, academic learning and 

lifestyle as well as his new business project. John stamped it ñdraftò, to remind himself it was a work in 

progress and could be changed whenever he wanted.  He pulls it out regularly to remind himself of what 

he wants, and why, and to change it as his needs change.  

 

Johnôs real business plan proved to him that he really wanted to own his business. 

 

Johnôs second business plan was less personal and more formal. It was a modified and (heavily) edited 

version of the first real business plan, and was intended for third parties and, in particular, his bank: 

John was asking for an extension to his home loan, a line of credit, to fund his enterprise in the early 

days before cash flow stabilised at satisfactory level. This, John estimated, would take about six 

months. 

 

John needed the bank to cover his early operating costs including information technology, lease 

payments, staff costs, and advertising costs and the total outlay was expected to be just over $200,000. 

John needed his bank to be on side, and this meant he had to explain to it what he was doing and how 

he was going to do it. 

 

This business plan was more formal and less personal, and to tell the truth was intended to be a bit of a 

sell document, a bit more persuasive in content and style than it needed to be. But John was careful to 

remain objective and realistic and to substantiate all statements with verifiable facts. Otherwise his 

business plan would not get to first base with any bank manager worth his salt.  

 
 



The Financial Planner as a Business Adviser 2011 

 

46       

 

03 

T
h

e
 F

in
a

n
c

ia
l 

P
la

n
n

e
r 

a
s
 a

 B
u

s
in

e
s
s

 A
d

v
is

e
r 

  
| 

  
P

a
rt

 

  

Johnôs business plan looked like this: 

 
1. Executive summary 

2. Index 

3. Funding requirements 

4. Background 

a) John 

b) Johnôs experience 

c) Johnôs planned business: the idea 

5. Proposed legal structure including diagram 

6. Proposed initial organisational structure 

7. The proposed team 

8. The proposed location (including images and draft lease) 

9. The competition versus John 

a) strengths 

b) weaknesses 

10. The existing and future market 

a) industry history 

b) current profile 

c) expected future trends 

11. Marketing and advertising strategy 

12. Information technology 

13. Financial position 

a) Johnôs current financial profile; 

b) budgeted profit and loss statement for first three years: 

¶ optimistic 

¶ neutral  

¶ pessimistic 

¶ budgetted cash flow statement for the first three years: 

¶ optimistic 

¶ neutral 

¶ pessimistic 

 

Marketing strategy 

 
 
John was comfortably confident that he had the personal characteristics needed to create a profitable 

financial planning business. 

 

Nevertheless, John spent time setting down in writing, as part of his business plan, a detailed marketing 

plan for the first 12 months of operation.  He up-dated it regularly so it eventually evolved into a 

revolving 12 month marketing plan.  

 

It was a simple plan, and looked like this: 
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Marketing Plan: Johnôs Financial Planning Practice 

 
 

Physical presentation and client interaction 
 

Reception and meeting rooms will be warm, modern and inviting, with quality appointments. The 

emphasis is on ethical, conservative quality.  

 

Visitors will be greeted by name and offered a choice of refreshments on arrival. 

 

All requests for appointments will be met within five business days. 

 

All e-mails and telephone calls to be returned the same day, in a chatty and friendly style that shows 

familiarity with the clientôs financial profile. 

 

Website 

 
 

The website will be created by 31 March 2006 and will feature 

technical material of interest to actual and potential clients to 

demonstrate technical competence. 

 

Target market 

 
 

Initially, anyone who seeks our assistance. But preferring clients older 

than age 45 who are serious about developing and implementing a 

comprehensive statement of advice covering all aspects of their 

financial profile and not limited to the placement of financial products. 

 

Specialise in the soon to retire market since a homogenous client base lends itself to standardisation 

and systemisation, which means higher volume quality and profits, with lower risk and client fees. 

 
Pricing 

 
 

Fee for service time based fees emphasising recurring fees for continuing advice on assessable income 

related activities, to maximise the deductibility of the advice in the clientôs hands.  

 

Statements of advice 

 
 

SOAs will cover all aspects of each clientôs financial profile and will emphasise direct investment where 

ñmiddle-manò costs are eliminated or at least minimised and there is a need for on-going advice. Income 

tax efficiency will be stressed to help demonstrate the value proposition to clients. 
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All statements of advice will be quality controlled before being sent to clients, and to be prepared within 

three business days of the relevant meeting. 

 

Advertising 

 
 

We will advertise in the local newspaper with a 1/8th page advertisement once a month. 

 

General comments on Johnôs marketing plan 

 
 

John let everyone on his team know about the marketing plan. He stressed the need to smile every time 

they spoke to a client, and to make each client feel like they were special. Getting everyone on-side with 

the marketing plan was actually a key part of the plan itself. Marketing includes all aspects of a 

business, but it particularly includes third party interactions, so making sure the inter-actors know what 

is expected was a key part of the practiceôs success. 

 

Soon after he started John was contacted by a marketing 

guru who promised to triple his profits in six months. The 

guru used a variety of slick marketing methods, most of 

which looked great and promised clients the earth. 

However, John had been around for a while and new that 

grand promises, like grand expectations, always lead to 

disgruntled clients and are not a basis for a lasting long 

term relationship.  

 

John was thinking thirty-year relationships, not thirty-day relationships. 
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PART 4 CHOICE OF LEGAL STRUCTURE 
 

 
The choice of legal structure for a new business is very important. 

 

What are the options? 

 
 

The classic choices are sole proprietor, partnership, trust or company. 

 

Variations are possible. For example, a partnership may include a sole proprietor, a trust and a 

company, and partnership income will be allocated to each partner and taxed in accordance with that 

partnerôs own tax profile. Or shares in a company may be owned by a family trust.  

 

And there are different types of partnerships, companies and trusts. 

 

The choice can seem complicated and confusing. But in most cases small business should be set up 

using trust based structures and financial planners should be concerned if for any reason a client is not 

using a trust based structure.  



The Financial Planner as a Business Adviser 2011 

 

50       

 

04 

T
h

e
 F

in
a

n
c

ia
l 

P
la

n
n

e
r 

a
s
 a

 B
u

s
in

e
s
s

 A
d

v
is

e
r 

  
| 

  
P

a
rt

 

  

 

Sole proprietor 

 
 

This is the simplest and cheapest option. Nothing is needed, just yourself.  

 

Some professions, such as barristers and auditors, have to operate as sole proprietors. But they will 

often use other entities for other income, or a service entity arrangement to move income to lower tax 

rate persons. Otherwise sole proprietorship is best suited for small (even very small) businesses or 

where business are expected to incur tax losses and the owner wants to offset the losses against other 

income, for example, salary income from a full or part time occupation. 

 

A sole proprietor faces unlimited liability for the debts connected to the business. A sole proprietor may 

use a registered business name to help market his or her business. 

 

Partnership 

 
 

A partnership is generally defined as a group of persons 

carrying on a business with a view to profit. The tax law 

provides a more expansive definition: basically two or more 

persons receiving income jointly. 

 

In this context partnerships are normally thought of as 

comprising partnerships of individuals, and being 

somewhat like sole proprietorships in that they are most 

suited to smaller businesses where the owner may wish to 

offset losses against other income such as salary income, 

except that they involve more than one person. 

 

But partnerships can be used for larger enterprises too. 

Often here the partners will be companies or trusts owned 

or controlled by individuals involved in the enterprise. This 

means the various advantages and disadvantages of 

companies and trusts are experienced by the partners and in effect the partnership. 

 

Partnerships do not have their own separate legal form and each partner is technically both a principal 

and an agent of each other partner. Partners are jointly and severally liable for the liabilities of the 

partnership. However, they are not liable for any other debts. 

 

Company 

 
 

A company is a legal person set up under the Corporations Law. This means it can enter into contracts 

in its own name. 
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The original idea behind a company was to limit the liability of shareholders, and to aggregate investor 

monies so larger scale enterprises could be completed. The concept of limited liability is often 

overridden by Parliament making directors liable for the acts of a company, for example under the trade 

practices law, occupational health and safety law, environmental law, tax law and the corporations law. 

 

Trusts 

 
 

A trust is a bundle of equitable obligations cast on a person, called a trustee, to hold property on trust for 

another person or persons, called beneficiaries, or in the case of unit trusts and hybrid trusts, 

unitholders. 

 

Trust based structures are discussed in detail in other McMastersô Advisorôs manuals including: 

 

1. Financial Planners and Family Trusts; 

2. Financial Planners and Unit Trusts; 

and 

3. Financial Planners and Hybrid Trusts.  

 

These manuals include a detailed 

explanation of the history and background 

of each type of trust and how income and 

capital gains are taxed when trust based 

structures are used.  These manual can 

be downloaded from the McMastersô 

Advisors website. 

 

What sort of legal structure is best? 

 
 

Trust based structures are best because: 

 

1. they are cheap and easy to set up and run; 

2. they are income tax efficient, and are amenable to most income tax, capital gains tax and fringe 

benefits tax planning strategies; 

3. they are flexible; 

4. they are common and are well understood within business circles and in particular by banks. 
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What did John do? 

 
 

John considered the alternative legal structures including a simple sole proprietorship situation and a 

company. 

 

John dismissed the concept of a sole proprietorship because he was very aware of the ability of a family 

trust to distribute net income to low tax rate family members, including his parents in law. This 

generated significant tax savings, which meant there was more cash flow available to invest in the 

business and to reduce debt. John was aware he could also set up an investment company to cap tax at 

the company tax rate of 30% (with the probability of franking credit refunds in later years) but this could 

be done later if circumstances required it. 

 

John dismissed the concept of a company. It also lacked the ability to distribute net income to low tax 

rate family members, and it was also capital gains tax inefficient. John was very mindful that he would 

probably want to sell the business one day and he wanted to be sure from the beginning that he would 

not have to pay CGT on the profit on sale. 
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Table summarising the alternative legal structures 

 
 

 
Sole 
owner 

Partnership 
Individuals 

Partnership 
Trusts 

Discretionary 
Trust  

Hybrid  
Trust with a 
company 
as a 
beneficiary 

Unit 
Trust 

Company 
with 
individual 
sharehold
ers 

Company 
with 
discretionary 
trust 
shareholders 

Ability to defer 
tax under 
franking credit 
protocols, and 
limit current 
year tax to 30% 

No No 

Yes, if the 
trust has a 
company as 
a beneficiary 

Yes, if the 
trust has a 
company as a 
beneficiary 

Yes, if the 
trust has a 
company as 
a beneficiary 

Yes, if the 
trust has a 
company 
as a 
beneficiary 

Yes Yes 

Income sharing 
capability 

No No Yes Yes Yes No No Yes 

Offset losses 
against other 
income from 
external 
activity 

Yes Yes No No No No No No 

Amenable with 
other tax 
planning 
strategies 

Low Low High High High Moderate 
Low-
medium 

Moderate 

Organisational 
complexity 

Low Moderate High Moderate Moderate Moderate Moderate High 

Cost to set up 
and run 

Low Moderate High Moderate Moderate Moderate Moderate High 

CGT 50% 
discount 

Yes Yes Yes Yes Yes Yes No No 

CGT active 
asset 
exemption 

Yes Yes Yes Yes 

Yes, subject 
to 20% 
income and 
capital test 

Yes, but 
cost base 
reduced 

Yes Yes 

CGT retirement 
concession 

Yes Yes Yes Yes 

Yes, subject 
to 20% 
income and 
capital test 

Yes Yes 
Yes, subject to 
conditions 

CGT 15 year 
concession 

Yes Yes Yes Yes Yes Yes Yes 
Yes, subject to 
conditions 

CGT small 
business 
rollover 

Yes Yes Yes Yes Yes Yes Yes Yes 
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Co-ownership agreements 

 
 

A co-ownership agreement is a legal contract between the owners of a business, whether they be 

partners, unitholders or shareholders, setting out the rules for decision making, profit share, cash 

withdrawals, new owners joining the enterprise and old owners leaving the old enterprise. 

 

As things turned out, John did not need to have a co-ownership agreement because he decided to start 

his own business. But if John had bought part of his employerôs practice, bought part of another practice 

or started a new practice with a colleague then a co-ownership agreement would have been needed. 

 

What is a co-ownership agreement? 

 
 

A co-ownership agreement is a legally binding document that governs the relationship between the 

owners of a practice. It will be in writing, and may vary from a 2 or 3 page letter, to a 50 page legal 

masterpiece, bound nicely and signed and witnessed by all concerned. 

 

Co-ownership agreements protect minority interests, and create rights and entitlements that may not 

otherwise be in place. The agreement reduces the scope for dispute in the practice by setting out 

processes for dealing with potentially contentious matters. The co-ownership agreement can be varied 

by consent, so the owners are not locked into the agreement: if they can think of something better there 

is no reason why they cannot do it. The co-ownership agreement provides a fall back document for 

guidance other options are not apparent. 

 

Partners will be surprised to hear they are deemed to a partnership agreement if they do not have a 

separate written agreement. The various state Partnership Acts provide a statutory agreement that 

applies to any partnership that does not have a written agreement. The deemed contract provides for 

equal profit share: this may be completely inappropriate and against the wishes of the partners. But if 

there is no written partnership agreement then the law says profits are distributed equally.  

 

Whatever its form, an effective co-ownership agreement will include rules for: 

 

¶ profit share arrangements; 

¶ cash distributions (cash being different to profit); 

¶ decision making processes, including tie-breaker clauses; 

¶ employment of staff and the engagement of other financial advisors; 

¶ expulsion for inappropriate behavior or poor performance; 

¶ hours spent in the practice; 

¶ absence from the practice due to leave or illness; 

¶ restrictive covenants on leaving the practice; 

¶ the process for an owner leaving the practice; 

¶ the process for a new owner joining the practice; 
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¶ mediation and possibly arbitration processes; 

¶ capital expenditure provisions; and 

¶ ownersô meetings and decision making processes. 

 

The precise form of the co-ownership agreement depends on the precise form of the practiceôs 

ownership. The options are set out in the attached table: 

 

Legal structure Type of co-ownership agreement 

Associates Associate agreement 

Partners Partnership agreement 

Unit Trust or Hybrid Trust Unit-holdersô agreement 

Company Shareholdersô agreement 
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Features of a co-ownership agreement 
 
The following table sets out and describes the main clauses in a co-ownership agreement and 

comments on what other businesses have done. 

 

Summary and Comment on Main Clauses in a Co-Ownership Agreement 

Clause Comments 

The parties 

The parties will differ in each case and will usually be the owners or their 

companies or trusts.  If a party is not the owner you should consider 

whether the owner should be asked to guarantee the performance of the 

party, or be a second party to the contract. Each party or guarantor 

should sign the agreement. 

Recitals or 

Preamble 

These clauses briefly describe the history of the matter and include 

background materials to help explain the document. 

Nature of the 

relationship 

This clause confirms that the relationship is one of associate or 

ownership, as the case may be. It may go on to exclude other types of 

arrangements (e.g. ñ...This is a ownership and is not an associateship...ò) 

Profit share 

rules 

These clauses include a technical description of how profit and cash are 

to be distributed to the owners. Itôs a good idea to include a worked 

example based on a real month, so that everyone knows exactly what the 

arrangements are. 

Decision 

making 

processes 

These clauses will set out rules regulating meetings and how decisions 

are to be made, for example, on a 50% majority, or perhaps on a 75% 

majority for more serious decisions. Authority for smaller decisions may 

be delegated to an individual owner for expediencyôs sake. 

Consider who will sign cheques. Consider whether a ñmanaging ownerò 

or a management committee is needed. 

Employment of 

staff and 

engagement of 

owners 

Smaller businesses will tend to have a 100% rule for hiring or firing 

decisions, so that any one owned can block a decision. Larger 

businesses may need a smaller % to make the process more efficient. 

Expulsion of 

owners 

These rules will include requirements to maintain professional standards, 

qualifications, or licences, and may also include more subjective criteria 
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regarding professional deportment and presentation. Need a review 

process to be effective. 

Hours spent in 

the business 

Itôs a good idea to include minimum hours, and even a proposed roster 

(perhaps in a schedule) so that all are aware of what is expected. 

Some businesses will a have a cap on maximum hours. 

Absence from 

business due 

to recreational 

leave 

We recommend a minimum of four weeks. Many businesses will have six 

weeks. Some will have more. Some businesses forfeit unused weeks 

(intended as an incentive to take a break and freshen up!) Some 

businesses will allow for longer leave, with the owner taking the longer 

leave subsidising costs while absent from the business. Some 

businesses allow older owners to take more leave. Timing of leave? Who 

gets school holidays? Does unused leave lapse or accumulate? Can 

unused leave be sold? 

Sabbatical 

leave 

Quite common to allow, say, one month after five years of continuous 

service 

Sick leave, 

parental leave 

Varies from business to business. We counsel generosity, but often 

observe stinginess. May need mandatory income continuance insurance. 

Does a sick/injured/disabled owner have to leave after a specified period 

of absence? How are costs treated? Maximum period? 

Process for 

leaving the 

business not 

on retirement  

Normally a notice period of between one and six months (may be 

reduced by consent, and often is). Need to set out what payments will be 

made, if any, to a departing owner. Often includes a process for offering 

the ex-ownerôs interest to the remaining owners, or for the remaining 

owners to OK the purchaser (ie their new co-owner). 

Process for 

leaving the 

business on 

retirement  

Consider whether there should be a compulsory retirement age (and 

whether the retiree can continue at the business in a difference capacity). 

Consider whether a small amount of life insurance is needed to cover 

payments to a deceased ownerôs estate on premature death, for goodwill. 

Process for 

expelling an 

owner 

Needed in case of serious misconduct and possibly serious personal 

misconduct or financial malfeasance (e.g. bankruptcy) 
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Restrictive 

covenant 

The parties will differ in each case and will usually be the owners or their 

companies or trusts.  If a party is not the owner you should consider 

whether the owner should be asked to guarantee the performance of the 

party, or be a second party to the contract. Each party or guarantor 

should sign the agreement. 

Process for a 

new owner 

joining the  

These clauses briefly describe the history of the matter and include 

background materials to help explain the document. 

Mediation & 

arbitration 

processes 

This clause confirms that the relationship is one of associate or 

ownership, as the case may be. It may go on to exclude other types of 

arrangements (e.g. ñ...This is a partnership and is not a ...ò) 

Capital 

expenditure  

We suggest a majority is needed for any costs exceeding, say, $5,000 in 

a year. 

Amendment 
Normally the agreement can be amended by a further deed, if all owners 

or the required percentage of owners agree in writing to do so. 

Other details 

Which bank? Which account? Which accountant? Which accounting 

system? What about ownersô personal deductible costs? How formal 

should decision making processes be? Legal indemnity insurance? Other 

insurances? Monthly accounts.  Employment of a practice manager? Full 

time or part time? Form and address of legal notices? 

  

 
What did John do? 

 
 

John considered going into business with some like minded colleagues. They even got as far as asking 

a solicitor to prepare a co-ownership agreement, specifically a unitholdersô agreement because they had 

identified a unit trust as the best option.   

 

They all agreed that the discussions would occur and if any one of them decided to not proceed no 

offence was taken and that their friendship would continue. 

 

In Johnôs case he started to realise that his proposed colleagues had different professional interests to 

him and were in particular more interested in securing a passive income stream than actively working 50 

hours or more each week in the practice. This emerged as the big issue: they would not agree to 

minimum time in the office conducting specified activities and John became very concerned that he may 

end up being the only one working hard. 
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John was philosophical, not angry. Better to find out before than after, he reasoned. He quietly withdrew 

from the discussions and go on with setting up his own operations. It wasnôt a wasted effort though: the 

discussions certainly helped him focus on what he wanted from his practice and his professional career

 

Cash management issues 

 
 

Cash is the lifeblood of any business.  

 

Poorly planned cash flow is a major reason for 

small businesses failing. Ironically many small 

business run out of cash because they are too 

successful and cannot fund their growth. Cash flow 

is normally lagged, ie it comes some time after the 

critical event, such as a sale or the provision of a 

service, and in the case of a new business can 

sometimes not come until three or four months 

after the business starts. 

 

Small business cash flow comes from three main sources, which are: 

 

¶ equity, ie capital contributed by the owners; 

¶ debt, ie loans from institutions such as banks; and 

¶ sales, ie payment for the supply of goods and services. 

 

Cash budgets 

 

 

Cash budgets are a simple and effective management tool if used carefully.  

Many start-up small businesses go under in the first few years because they do not budget properly. 

They typically over-estimate revenue and under estimate costs, and often spend too much on private 

lifestyle. New businesses need cash and growing businesses need even more cash: there is a huge 

investment in debtors, stock, marketing and overheads to get a business up and running efficiently and 

optimally. 

Itôs ideal if you have experience with a comparable business on which you can base your expected 

revenue and expected cost. This gives the budget a lot more credibility and objectivity.  

If in doubt, be conservative. Itôs better to be safe than sorry. Identified expected cash deficits need 

remedial action: there are only four options here: 

(i) reduce costs; 
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(ii) increase receipts; 

(iii) borrow; or 

(iv) contribute more equity. 

Budgets should be compared to actual experiences as the year unfolds, and up-dated as necessary: the 

concept of a rolling budget is strongly recommended for all businesses regardless of size or age. 

The following materials are extracted from SP Robbins & D Mukerji. Managing Organisations: New 

Challenges and Perspectives. 1990, Prentice Hall of Australia, ISBN 0 7248 0769 1. pp138-141. 

 
Some Types of Budgets 

 
 

Revenue budgets  

The revenue budget is a forecast because it is based on projecting future sales. Managers must take 

into consideration their competitors, advertising budget, sales force effectiveness and other relevant 

factors, and they must make an estimate of sales volume. Then, based on estimates of demand at 

various prices, managers must select an appropriate sales price. The result is the revenue budget. 

Expense budgets 

Found in all units within a firm and in not-for-profit and profit-making organisations alike. Expense 

budgets list the primary activities undertaken by a unit to achieve its goals and allocate a dollar amount 

to each. Managers give particular attention to so-called fixed expenses, that is, those that remain 

relatively unchanged regardless of volume. As production drops, the variable expenses tend to control 

themselves because they fall with volume. 

Cash budgets 

Cash budgets are forecasts of how much cash the organisation will have on hand and how much it will 

need to meet expenses. This budget can reveal potential shortages or the availability of surplus cash for 

short-term investments. 

Capital expenditure budgets  

Investments in property, buildings and major equipment are called capital expenditures. These are 

typically substantial expenditures both in terms of magnitude and duration. The magnitude and duration 

of these investments can justify the development of separate budgets for these expenditures. Such 

capital expenditure budgets allow management to forecast future capital requirements, to keep on top of 

important capital projects, and to ensure that adequate cash is available to meet these expenditures as 

they become due. 
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Approaches to Budgeting 

 
 

Incremental budgets  

The incremental (or traditional) budget has two identifying characteristics. First, funds are allocated to 

departments or organisational units. The managers of these units then allocate funds to activities as 

they see fit. Second, an incremental budget develops out of the previous budget. Each period's budget 

begins by using the last period as a reference point. Only incremental changes in the budget request 

are reviewed. Each of these characteristics, however, creates a problem. 

The incremental budget is particularly troublesome when top management seeks to identify 

inefficiencies and waste. In fact, inefficiencies tend to grow in the incremental budget because it's easy 

for them to get hidden. In the typical incremental budget, nothing ever gets cut. Each budget begins with 

the funds allocated for the last period to which unit managers add a percentage for inflation and 

requests for those new or expanded activities they seek to pursue. Top management only looks at the 

requests for incremental changes. The result is that money can be provided for activities long after their 

need is gone. 

Program budgets 

Program budgets allocate funds to groups of activities (programs) that are needed to achieve a specific 

objective. As such, they are designed to deal with one of the major problems of incremental budgets; 

that is, funds are allocated to activities, not to departments. 

Zero-base budgets  

Zero-base budgeting (ZBB), originally developed by Texas Instruments, requires managers to justify 

their budget requests in detail from scratch, regardless of previous appropriations. It's designed to attack 

the second drawback we mentioned in incremental budgets: activities that have a way of becoming 

immortal. 

ZBB shifts the burden of proof to the manager to justify why his or her unit should get any budget at all. 

ZBB is no panacea. Like incremental budgeting, it has its own set of drawbacks. It increases paperwork 

and requires time to prepare; the important activities that managers want funded tend to have their 

benefits inflated; and the eventual outcome rarely differs much from what would occur through an 

incremental budget. 

Further reading 
 

 

You can read more about cash management and in particular debt management principles at the 

Financial Planners Guide to Debt Management which can be accessed at this website.  
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What did John do? 

 
 
Johnôs business plan included a cash budget and this indicated that cash outflows would be significant 

in the first three months, with payments for leased premises, staff, equipment and marketing preceding 

any significant client revenue. 

 

John considered all his alternatives including: 

 

¶ an ñangelò investor, ie an experienced investor and mentor who would put capital and experience 

into the business in return for a share of the business. After a few cups of coffee with aspirant 

angels John decided that their experience was limited and that he knew more about financial 

planning than they did, and that the exorbitant expected rate of return (more than 20% for doing 

nothing) the potential for interference and conflicting goals meant this was not a viable option; and 

 

¶ commercial hire purchase funding for the set up costs including the office fit out, the plant and 

equipment and the software systems. After a few cups of coffee with aspirant financiers John 

decided their money was too expensive, the administration too much of a bother and the forced 

early repayment of the capital component was too tax inefficient. 

 

John visited his home lender at the NAB and found the meeting a bit of a let down. Things changed 

when he met with a NAB specialist business lender who was more switched on to business issues. The 

business specialist suggested John arrange a line of credit in his own name, secured against his home, 

and then on-lent to the trustee of the business trust at the same rate.  

 

This line of credit was the cheapest, simplest and most flexible way to borrow the money. It also meant 

he only paid interest on the money he used, and that the set up costs were minor. Importantly, John was 

not forced to pay back principal at a time when he still had a non-deductible home loan. 

 

The line of credit was capped at $200,000. This was more than John realistically needed, but he wanted 

to be very certain that the cash would be there if needed if things did not go to plan.  

 

John knew that when dealing with banks its all about the cost of money. They all claim to have superior 

service, and may be they do, but itôs really just a hollow marketing pitch. What really matters is the 

interest rate, that is, the cost of money.  

 

John executed a simple minute of a meeting of the director of the trustee company to record the back-

to-back nature of the $200,000 loan. The NAB loan had to nominally be a loan to John, to get the lower 

home loan interest rate. The minute of a meeting looked like this: 
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What did John do? 

 
 
John found that one the advantages of not being an employee and owning a business is the ability to 

pay off expensive non-deductible debt faster than otherwise.  

 

John owned his own home, and it was worth about $800,000. He owed about $250,000 to the NAB. 

This meant John could comfortably borrow up to $560,000, ie an extra $310,000, under the NABôs 

normal home lending rules, ie 70% of market value. John did not need this much and limited his line of 

credit to $200,000. 

 

As an employee John was taxed under the Pay As You Go Withholding rules. This meant an 

appropriate amount of tax was withheld from his salary each month by his employer, and remitted to the 

Australian Taxation Office as part of his employerôs quarterly Business Activity Statement or BAS. John 

received his salary on an after tax basis, which meant he was basically paying his tax up-front each 

year. 

 

Different rules apply to non-salary income. 

 

Minute of a meeting of the directors of Johnôs Financial Planning Practice held at the 
registered office on 1 July 2005 

 
Present 

John 
 
Chairperson 

John 
 
Capacity 

 
The company was meeting in its capacity as trustee of Johnôs Financial Planning Trust. 
 
Back to back loan from the NAB 

The Chairperson reported to the meeting that line of credit for up to $200,000 had been 
secured from the NAB, and that a lower interest rate would be charged if the loan was in 
Johnôs name rather than the companyôs name.  
 
The meeting considered this matter and then authorised John to borrow up to $200,000 from 
the NAB on behalf of the company, and indemnified John for all costs incurred in respect of 
this loan including interest and principal repayments. 
 
There being no further business the meeting closed. 
 
Signed as a true and complete record of the meeting on the day stated above. 
 
ééééééé.. 
Chairperson 
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Non-salary income is taxed under the Pay As You Go Instalment rules. A taxpayerôs quarterly payments 

are based on prior year (non-salary) income. If there is no such income then there are no instalments, 

and tax is deferred until the relevant income tax return is lodged. 

 

Timing advantages arise when a taxpayer changes from the Pay As You Go Withholding Rules to the 

Pay As You Go Instalment Rules. 

 

In Johnôs case the timing 

advantages meant he did not pay 

any tax from the time he ceased 

being an employee, ie June 2005, 

until April 2007, ie nine months after 

the year ended 30 June 2006, being 

the first year of his new business. 

And when he did pay tax he paid 

less tax than he had as an 

employee because he was able to 

distribute net income to lower tax 

rate family members, and because 

the total amount of net income was lower than otherwise due to lags in the work in progress and debt 

collection processes. 

 

This meant that in his first seventeen months of running his business John was able to channel net cash 

flow from the business on to his expensive non-deductible home loan, and use deductible debt (ie his 

NAB line of credit) to pay the business set up costs, as well as some major operating costs including 

first year super contributions. 

 

This meant by April 2007 Johnôs expensive non-deductible home loan was gone. John was caught short 

when his 2006 year income tax assessment notice arrived, but he was able to use his NAB line of credit 

to pay this cost, and then repay this borrowing quickly out of recurring business cash flow. The strategy 

of eliminating Johnôs non-deductible home loan of $250,000 saved John more than $8,000 cash a year 

every year (ie $250,000 times 46.5% times 7%).  

 

This was an unexpected side-effect of starting Johnôs own practice. 
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Accounting records 

 
 
The tax law and various other laws require business owners to keep appropriate records of their 

business transactions. 

 

The income tax law generally requires accounting records to be kept in English or in form that can be 

easily converted to English and understood by the Australian Taxation Office. The records must be kept 

for at least five years after they are prepared, obtained and the relevant transaction occurs. Accounting 

records for taxable Australian assets must be in effect kept indefinitely. The ATO website 

www.ato.gov.au contains a large amount of information for small business and the record keeping rules 

are explained here: ATO record keeping rules. 

 

Accounting for decision making 

 
 
Records are also needed for accounting reports for management decision making. 

Management accounting is "the process of identification, measurement, accumulation, analysis, 

preparation, interpretation and communication of information used by management to plan, evaluate 

and control within an entity and to assure appropriate use of and accountability for its resources. 

Management accounting also comprises the preparation of financial reports for non-management 

groups such as shareholders, creditors, regulatory agencies and tax authorities" (Chartered Institute of 

Management Accountants). 

Small to medium sized businesses need, as a minimum, monthly management accounts. These can be 

built on, or adapted, as needed to better suit specific management information needs, such as year to 

date results, actual results compared to budgeted results, or, in the case of a professional practice, 

revenue according to operator, or other source. 

http://www.ato.gov.au/
../../../../../Users/terry-office/AppData/Local/Microsoft/Windows/Temporary%20Internet%20Files/Low/Content.IE5/Q8W8GAXY/ATO%20record%20keeping%20rules
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Choosing Accounting Software 

 

In Australia, there are really only two players in the small business accounting software market: MYOB 

and QuickBooks. Both products are excellent, respected worldwide, with solid Australian support. 

How do I compare the two products: MYOB versus QuickBooks? 

Choosing accounting software, or indeed 

comparing accounting software, can be a 

daunting process. Things get especially 

tricky if your business has special 

reporting needs, complicated inventory or 

a way of working thatôs a bit unusual. 

Both MYOB and QuickBooks are 

excellent accounting software solutions, 

but you still need to think carefully in 

order to make the right choice:  

¶ Work through the features. You can download product demos for both MYOB and 

QuickBooks free from their Web sites. If you have any idiosyncratic needs that arenôt standard 

to business, test the demos to see which product performs best. For example, non-profit or 

community organisations will probably find that the advanced budget features in QuickBooks 

suit them best, but businesses with inventory in multiple locations will probably be better 

steering towards MYOB. 

¶ If comparing cost of each product, factor in the current cost of annual support and 

annual upgrades. If youôre comparing the prices of different MYOB and QuickBooks products 

(they change all the time, so youôll need to shop around to get the current prices), remember to 

factor in the price of annual support. Support is vital, especially at the beginning, and help 

thatôs only ever a phone call away can be a lifesaver. In some instances, annual support is 

almost equal to the purchase price of the software, and so it's important that you factor it in. 

Even if the purchase prices includes a year's annual support, find out what the regular annual 

fee is. (You don't always need to upgrade accounting software every year, but if you have 

employees, you're often forced into the upgrade in order to get the latest payroll tax tables.) 

¶ Evaluate whether you need any add-ons. Just as you wouldnôt employ a secretary who only 

speaks French and a manager who only speaks pig Latin, you need to make sure that your 

accounting software can talk to the other computer programs in your office. For MYOB, you 

can find a list of add-ons by visiting the MYOB Add-Ons page at this Web site. For 

QuickBooks, visit www.quickbooks.com.au or contact their customer service line to ask about 

add-on products. 

¶ Consider your operating system. In Australia, MYOB FirstEdge and MYOB AccountEdge are 

the only small business accounting software products available for the Macintosh platform. 

QuickBooks is only available for the Macintosh platform in the United States. 

http://www.veechicurtis.com.au/index.php/myob-add-ons
http://www.quickbooks.com.au/
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¶ Talk to your accountant. If your accountant much prefers working with one of other of these 

products in particular, then youôll probably minimise accounting fees by following their 

recommendation. 

¶ Think about who you'll use as a consultant or for training. In the cities, both MYOB and 

QuickBooks have an excellent network of trainers. There are also lots of venues where you 

can attend training courses. However, consultants get much more scarce in the bush, and so it 

pays to find out what the local support consists of, and which product is supported best in your 

particular locality. 

The MYOB software family 

 

In its range of small business management products, the MYOB software family starts with MYOB 

BusinessBasics and builds to AccountRight Enterprise (for Windows) and MYOB AccountEdge (for 

Macs). From here, thereôs a range of Enterprise products ð serving medium-to-large sized businesses 

ð including MYOB Exonet and MYOB PayrollEnterprise. 

To find out more about any of the products in the MYOB software family, click the links below: 

MYOB Windows Products 

MYOB BusinessBasics 

AccountRight 

AccountRight Plus 

AccountRight Premier 

AccountRight Enterprise 

MYOB LiveAccountsMYOB FirstEdge 

MYOB AccountEdge 

 

The QuickBooks software family 

 
 

The QuickBooks small to medium-sized business software family ranges from QuickBooks EasyStart to 

QuickBooks Enterprise, but thereôs also an extended family that includes Retail Point of Sale, 

QuickBooks Payroll Premier and Quicken Personal. (Quicken Personal is the world's bestselling 

personal finance software, and is the ideal software for managing personal finances and share 

portfolios.) 

To find out more about any of the products in the QuickBooks small to medium business software 

family, click the links below: 

QuickBooks EasyStart  

QuickBooks Accounting 

QuickBooks Accounting Plus  

QuickBooks Pro  

QuickBooks Premier  

QuickBooks Premier Enterprise 

 Extracted from www.veechicurtis.com.au on 13 June 2011 

http://www.veechicurtis.com.au/index.php/myob-businessbasics
http://www.veechicurtis.com.au/index.php/myob-accounting
http://www.veechicurtis.com.au/index.php/myob-accounting-plus
http://www.veechicurtis.com.au/index.php/myob-premier
http://www.veechicurtis.com.au/index.php/myob-premier-enterprise
http://www.veechicurtis.wordpress.com/
http://www.veechicurtis.wordpress.com/
http://www.veechicurtis.com.au/index.php/myob-accountedge
http://www.veechicurtis.com.au/index.php/quickbooks-easystart
http://www.veechicurtis.com.au/index.php/quickbooks-accounting-plus
http://www.veechicurtis.com.au/index.php/quickbooks-pro
http://www.veechicurtis.com.au/index.php/quickbooks-premier
http://www.veechicurtis.com.au/index.php/quickbooks-premier-enterprise
http://www.veechicurtis.com.au/
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What did John do? 

 

John has a degree in business studies from RMIT University and this includes an introduction to 

accounting. Luckily John knew enough about accounting to know he did not know enough about 

accounting, and he accepted our reference to a local accountant who specialised in small business. 

 

John met with the local accountant and discussed his needs. 

 

They agreed that simplicity should prevail and the 

accountant arranged for Johnôs business to register 

with BankLink, and that the accountant would prepare 

the quarterly BAS using the BankLink process and 

then supply quarterly cash flow reports to John.  

Many small businesses should have more frequent 

cash flow and profit reporting. But in Johnôs case his 

business has predictable costs and he is involved in 

the fee generating process, so he can easily 

ñguesstimateò income each month by simply adding 

up tax invoices rendered and deducting an estimate 

of costs.  

 

Quarterly reporting will not suit all businesses but it does suit Johnôs small business. 

 

Johnôs annual tax return process is based on the BankLink service and includes two consulting 

meetings to make sure everything possible is being done, on both the practice structure side of things 

and the deductions being claimed. 

 

You can learn more about BankLink at www.banklink.com.au. 

 

John remains close to his businessô finances. This closeness pays off on better decision making and 

lower accounting fees. 

 

John is the only signature on the businessô cheque account, and all transactions were conducted 

through the one cheque account, which made the accounting process simple and cheap to run. It also 

means John is aware of the businessô financial position and the first chore of his day is a quick on-line 

check of the bank account and the line of credit so he knows exactly where he is on the cash flow side 

of things. 

 

John checks each tax invoice before it leaves the office, and makes sure each client pays within 30 

days. 

 

Johnôs accountant supplied John with a chart of accounts originally developed for another financial 

planning client, and after a few minor changes this chart was adopted by Johnôs business.  

http://www.banklink.com.au/
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Johnôs major costs are training, advertising, cars, interest, rent, superannuation contributions, AFSL 

fees, salaries/other staff costs, and these are shown as separate costs in the profit and loss statement. 

All other costs are shown as either ñdeductible other costsò or ñnon-deductible other costsò. Limiting 

expenses to eleven categories makes sure the profit and loss statement is meaningful and fits on one 

page. 

These simple expedients are all that is needed to make sure John is on top of his businessô finances at 

all times. 

 

 
Keep it simple 

 

John keeps his accounting systems deliberately simple. 

 

An accounting system should be as simple as possible having regard to the circumstances of the 

business and the information needs of the various stakeholders.  

 

This means an accounting system designed for a listed public company will look completely different to 

an accounting system designed for a small financial planning practice, where the owner works in the 

business and has personal control of the cash flows in and out of the business. 

 

Excessive complexity reduces comprehension and hence the effectiveness of the accounting reports. 

Many small business owners are talked into excessively complicated accounting systems that cost the 

earth and produce no additional effective information.  
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Common registration requirements 

 
 

Johnôs accountant provided him with the following table to make sure all appropriate registrations were 

completed. John spent some time on he www.business.gov.au website making sure he had all 

registrations covered. 

 

Taxation registrations 

Tax file number 

application 

A TFN is mandatory for all 

ATO dealings 

You can register on-line using one 

document at www.ato.gov.au or at 

www.business.gov.au 

 

Australian 

Business 

Number 

application 

An ABN is needed to avoid 

46.5% withholding tax 

GST registration 

GST registration is needed 

to claim GST credits or if 

annual turnover is greater 

than $75,000 

Pay As You Go 

Withholdings  

PAYG registration is 

needed if you pay salary or 

wages 

 

Payroll tax registration 

Consider whether payroll tax is payable once 

total annual payroll including certain contractor 

payments exceeds $550,000 pa 

You register via the relevant state 

revenue office website 

Workersô compensation insurance 

All employers are required to have workerôs 

compensation insurance for injured workers 

Refer to the relevant state authorityôs 

website eg www.worksafe.vic.gov.au 

www.workcover.nsw.gov.au 

 

Superannuation Guarantee Scheme 

Quarterly contributions are required by the 28th day of the end of the quarter 

Compulsory contributions of 9% of each employeeôs earnings base. 

Standard Choice form to be supplied to all new employees within 28 days of employment 

starting 

http://www.business.gov.au/
http://www.ato.gov.au/
http://www.business.gov.au/
http://www.worksafe.vic.gov.au/
http://www.workcover.nsw.gov.au/
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Business name registration 

A business name must be registered in each state in which business is carried on. 

Other business registrations: more information 

You can access more information on other business registrations at www.business.gov.au 

 

 
Common lodgement obligations 

 
 

Type of return Date for lodgement Lodgement party 

Income tax return 

To be lodged by 31 August 

each year or as required under 

a tax agent lodgement program 

Australian Taxation 

Office 

Business Activity 

Statement (including 

GST, PAYG 

withholdings, PAYG 

Instalments, FBT and 

certain other minor 

taxes 

Quarterly if turnover is less 

than $20,000,000. 

Yearly if turnover is less than 

$75,000 

Australian Taxation 

Office 

Employee PAYG 

summary 

14 days of end of the financial 

year, ie normally 14 July each 

year 

Australian Taxation 

Office 

Payroll tax (if 

applicable) 
Various 

Relevant state 

revenue office 

Workerôs 

compensation 

insurance 

Various Relevant state office 

Superannuation 

Guarantee shortfall (if 

applicable) 

14
th

 day of the second month of 

the relevant quarter 

Australian Taxation 

Office 

Annual ASIC company 

statement 

Annual. No lodgement as such: 

the return is prepared by ASIC 

ASIC: no return 

required if ASIC 

return is correct 

 

http://www.business.gov.au/
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PART 5 SPECIAL TAX CONCESSIONS FOR SMALL BUSINESS 
 

 

 
The Australian Government has introduced a number of special tax concessions intended to help small 

businesses. 

 

Small business entities 
 

 

This bundle of concessions was originally introduced as ñthe simplified tax systemò. These concessions 

apply to ñsmall business entitiesò (ie entities with annual turnover less than $2,000,000) and include: 

  

¶ depreciation rules where assets costing less than $1,000 (check) can be deducted against 

assessable income in the year of purchase; 

 

¶ depreciation rules where assets are pooled and depreciated at accelerated rates; 

 

¶ no obligation to complete a year end stock take if closing trading stock is within $5,000 of 

opening stock; 

 

¶ pre-paid deduction rules provided the service period is no more than 12 months; 
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¶ small business CGT concessions apply irrespective of whether the taxpayer meets the 

$6,000,000 net assets test; 

 

¶ a two year statutory amendment period; and 

 

¶ certain CGT concessions on the sale of active assets. 

Entrepreneurôs tax offset 

 
 

Small business entities with an annual turnover less than $50,000 receive an offset of 25% of the tax 

liability relating to business activities (but not employment activity). Transitional rules apply up to an 

annual turnover between $50,000 and  $75,000. 

 

The offset is subject to an income test 

based on $75,000 for single persons and 

$120,000 for families. In this context 

ñincomeò is defined widely to include 

taxable income, total reportable fringe 

benefit amounts, reportable 

superannuation contributions and total net 

investment losses. 

 

The entrepreneursô tax offset is rarely 

encountered in practice. 

 

Small business CGT concessions 

 
 

The Australian Government has introduced a number of capital gains tax (ie CGT) concessions 

designed to encourage small business initiatives and investment. 

 

In summary, the CGT small business concessions provide: 

 

1. the 15-year exemption: Can eliminate a capital gain altogether where the underlying asset being 

sold has been held for more than 15 years; 

2. the 50% active asset reduction: Can reduce the overall capital gain by 50% on assets held for 

more than 12 months, and can be applied in addition to the general 50% CGT discount 

concession;  

3. the retirement concession: Allows taxpayers to reduce capital gains by up to $500,000, even 

where the taxpayer is not physically retiring; and 

4. the rollover concession: Allows a taxpayer to rollover a capital gain into the cost base of a 

replacement asset acquired within a two-year period. 
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Certain condition must be satisfied before the concessions are available, including 

 

1.  the net asset value of the taxpayer and its associates must be less than $6 million. Alternatively, 

the turnover of the taxpayer and its associates must be less than $2 million; 

2.  the asset being sold must have actively been used in the operations of a business; and 

3. if the asset being sold is a share in a company or a unit in a unit trust, the taxpayer must own at 

least 20% of the company or trust, in which case the taxpayer is referred to as a ñCGT 

concession stakeholderò. 

 

An example 

 

 

For example, if Johnôs practice described above was sold for $1,872,000 by an individual or a trust there 

would be no CGT on sale, the calculation being as follows: 

 

Capital gain $1,872,000 

Less 50% discount exemption $936,000 

 $936,000 

Less Active asset exemption $468,000 

 $468,000 

Less Retirement exemption (paid to  

a complying superannuation fund) 
$468,000 

Taxable capital gain Nil 
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Some FAQs 

 
 

What is the preferred legal structure for access to the small business CGT concessions? 
 

Trust based structures provide the best access to the small business CGT concessions. 

 

Are business premises active assets? 

 

Yes. Business premises are active assets and provided certain conditions are met any capital 

gain on the sale of business premises can be CGT free under the small business CGT 

concessions. This is the case even when a separate person owns the business premises.  

 

Do the retirement concessions apply if the taxpayer is not retiring? 

 

Yes. There is no need for the taxpayer to actually retire in order to access the retirement 

concession. However, if the taxpayer is aged under 55, the amount applied under the 

retirement concession, normally one quarter) must be paid to a complying superannuation 

fund. 

 

Can the small business CGT concessions be applied to gains on rental properties? 

 

No. the small business CGT concessions do not apply to rental properties.  
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PART 6 BAS BASICS 
 
 

BAS Basics helps explain the BAS process and the basic tax compliance tasks connected to running a 

business. A BAS statement is a two-page form summarizing the information needed to pay a number of 

tax obligations. These include GST, Pay as You Go instalment (PAYGI), Pay as you Go Withholding tax 

(PAYGW), and fringe benefit tax (FBT) instalments. Every business advisor needs a working knowledge 

of the BAS process is a necessary part of every business. 

 

BAS Basics 

 
 

A BAS statement is a two-page form summarising the information needed to pay a number of tax 

obligations. These include GST, Pay as You Go instalment (PAYGI), Pay as you Go Withholding tax 

(PAYGW), and fringe benefit tax (FBT) instalments. However, the BAS does not replace your annual 

income tax return. 

Each business that is subject to GST, the PAYGW system, the PAYGI system, or FBT, is required to 

lodge a BAS at the end of each tax period. Typically, this will be quarterly for doctors, but sometimes 

can be on a monthly basis. GST registration is compulsory if your business turns over more than 

$75,000 per annum. 

The Australian Tax Office (ATO) automatically send the BAS if the business needs to lodge one. Each 

BAS is personalised to the particular business, based on its GST registration details. Some parts 

arealready be filled in by the ATO, and include a pre-printed and unique document identification 
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number. The pre-printed information will include details of the due date for lodgment of the BAS, and the 

period it relates to.  

If the business lodges its BAS on a quarterly basis, it is generally due to be lodged within 28 days of the 

end of each quarter. Alternatively, it the business lodges its BAS on a monthly basis it is generally be 

due to be lodged within 21 days of the end of each month. Businesses with annual turnover more than 

$20 million must lodge a BAS each month. 

A monthly Instalment Activity Statement is required where withholdings from salaries and similar 

amounts are more than $25,000 but less than $1,000,000 in the previous financial year. This monthly 

activity statement only shows the PAYGW details and does not show the other details included in the 

quarterly BAS.  

Example One 

A practice which paid more than $25,000 PAYG - Withholding on employeesô salaries and 

wages in the year ended 30 June 2010, is required to lodge a monthly BAS for July 2010 and 

August 2010. This BAS will show just the PAYGW details. The practice must lodge a quarterly 

BAS for September 2010. This BAS will show the PAYGW details for the month of September 

2010 plus the GST, FBT and PAYGI details for the September 2010 quarter. 

 

Example Two 

A practice which paid less than $25,000 PAYG - Withholding on employee wages in the year 

ended 30 June 2010 only needs to lodge a quarterly BAS. This BAS will show the GST, FBT 

PAYGI and PAYW details for the September 2010 quarter. 

 

The business may elect to lodge a full monthly BAS showing all details (ie GST, FBT, PAYGI and 

PAYGW details) rather than a quarterly BAS. However, this should not be done without first discussing 

the details with your accountant. 

 

The remainder of this manual refers to a BAS as a quarterly ñfullò BAS unless otherwise indicated. 
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Lodging the BAS 

 
 

The BAS can be lodged either manually or electronically. The choice depends on what is most 

convenient for the business situation. 

 

Manual lodgment requires mailing the completed form to the ATO address shown on the pre-printed 

envelope, and also shown on the pre-printed BAS form. It is a good idea to record this address for future 

correspondence with the ATO. 

If lodging the BAS electronically, the ATOôs internet based electronic commerce system will need to be 

accessed. Businessô who have informed the ATO of their preference to lodge the BAS electronically, will 

have received an information pack explaining how to do this. This information is also available at the 

ATO website at lodge your activity statement online, or by contacting the ATO on 13 28 66. If assistance 

is required using the ATOôs electronic commerce system, the ATO can be contacted on 1300 139 373. 

Electronic payments can be made using the existing facilities (that 

is, direct credit, direct debit, or BPAY). Other payments can be 

made via mail or at Australia Post. 

Payments are normally required at the same time that the activity 

statement is due to be lodged. The dates for payment and 

lodgment are pre-printed on each activity statement. Voluntary 

payments can be made at any time. This will be deducted from the 

net liability.Full details of the ATOôs electronic payment options 

and manual payment options are set out at appendix 1 at the end 

of this module. 

When a refund is due from the ATO, a payment will be made into 

a nominated bank account within 14 days of the BAS being lodged 

electronically. This will take a little longer if the BAS is lodged 

manually. Interest will be paid if the refund is delayed by the ATO. If money is owed to the ATO from 

other activities the amount of the refund will be offset against this debt. 

The refund will only be paid by direct credit to a nominated account with an Australian financial 

institution. Banking details will have been provided to the ATO at the time of registration for ABN/BAS. If 

a business has queries regarding refunds, or wishes to change the nominated bank account for 

payment, the ATO should be contacted on 13 28 66. The ATO requires proof of identity before any 

details can be altered. 

 

http://www.ato.gov.au/businesses/content.asp?doc=/content/36030.htm&pc=001/003/099/002/009&mnu=42557&mfp=001&st=&cy=1
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Example of a quarterly activity statement 
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An Instalment Activity Statement (ñIASò) is similar to a BAS, and must be used when a business is not 

registered for GST, but is subject to the PAYGW system, or the PAYGI system rules described in this 

module. For example, if a person is an employee, but receive investment income or trust distributions, 

an IAS may be required to be lodged on a monthly or quarterly basis, to comply with the PAYGI system 

rules. The IAS looks similar to a BAS, however, it only shows information relating to the PAYGW or 

PAYGI obligations. It does not show information relating to GST.  

A summary of the BAS GST labels on the calculation worksheet 

 
 

A brief explanation of the labels and comments on their practical significance is a useful tool for getting 

to know the BAS. The 20 GST labels are located on the GST calculation worksheet for BAS. They are 

marked G1 to G20. Some require fresh data to be inserted, and some are simply totals of other sets of 

labels, or similar internal calculations. Labels G1 to G9 deal with the amount of GST due on taxable 

supplies. Labels G10 to G20 deal with the amount of GST credits available.  

 

A brief tour of the GST part of the BAS is a useful way to get a handle on the issues. All labels other 

than Label G9 and Label G20 are inclusive of GST. Labels G9 and G20 are amounts of GST payable or 

creditable to be transferred to 1A and 1B. 

 

G1 Total sales (including any GST) 

This is the total income from all sources during the tax period including GST charged on them, if any. It 

includes other incomes and blended payments (although we generally prefer these to be banked by 

service trusts where possible). The amount will usually be determined on a cash basis. That is, only the 

amounts received in the period will be shown, and opening and closing debtors should be ignored. 

 

G2 Export sales  

Financial planners usually do not have exports and can ignore label G2. 

 

G3 Other GST free sales 

The amount of GST free services rendered during the tax period should be shown here.  

 

G4 Input taxed sales 

Interest income and residential rent income should be shown here, if these amounts have been included 

in the total income figure shown at item G1. 

 

G5 Add G2 + G3+ G4 

Add the totals of these three sections.  

 

G6 G1 minus G5 

This represents total taxable supplies ï i.e. total sales, less GST free sales and input taxed sales. 

 

G7 Adjustments 

This section allows adjustments for mistakes or omissions from prior periods. 
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G8 Add G6 + G7 

This amount represents the total of taxable supplies, less adjustments.  

 

G9 Divide G8 by eleven 

This is the amount of GST payable, before the credits shown at item G20 are considered. This amount 

should be transferred to label 1A on the BAS. 

 

G10 Capital purchases (including any GST) 

This is the sum of capital costs paid by the business that have attracted GST.  

 

G11 Non-capital purchases (including any GST) 

This this includes items like rent (assuming the landlord has turnover above $75,000 per annum, and is 

required to charge GST), contractors (but not salary and wages), utilities, consumables and similar 

costs.  

 

G12 Add G10 + G11 

This is the total of all costs paid that have attracted GST. 

 

G13 Purchases for making input taxed sales  

This label is usually nil. If residential rent has been included at label G4 input taxed sales, then any 

costs that relate to this income should be shown at item G13.  

 

G14 Purchases without GST in the price 

This amount includes supplies that are GST free or input taxed. Examples are interest paid, or rent on 

commercial premises, where the landlord has not registered for GST. 

 

G15 Total of estimated private use of acquisitions + non-income tax deductible acquisitions 

This is self-explanatory. 

 

G16 Add G13+G14+G15 

This is also self-explanatory. 

 

G17 G12 minus G16  

This is the total of creditable acquisitions. 

 

G18 Adjustments 

This relates to mistakes or omissions from prior periods. It should be nil in your first BAS. 

 

G19 Add G17+G18 

This is the total of creditable acquisitions, after adjustments. 

 

G20 Divide G19 by 11 

This is the amount of credit due for GST paid. This amount should be transferred to label 1B 

on the BAS. 
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Sample of a GST Calculation Worksheet 

 
 

Labels G1 to G9 deal with the amount of GST due on your taxable supplies. 

 
Labels G10 to G20 deal with the amount of GST credits available to you. 

G1 Total sales (including any 
GST) 
This is the total income from all 

sources during the tax period, 

including GST charged on them, 

if any. 

G2 Export sales  

Financial planners 

usually do not have 

exports and can ignore 

label G2. 

G3 Other GST free sales 

The amount of GST free services 

received during the tax period.  

G4 Input taxed sales 
Interest income and 
residential rent income 
should be shown here if 
these amounts have 
been included in the 
total income figure 
shown at item G1. 

G6 G1 minus G5 
This represents 
total taxable 
supplies, i.e. total 
sales less GST 
free sales and 
input taxed sales. 

G8 Add G6 + G7 
This amount 
represents the total 
of taxable supplies, 
less adjustments. 

G9 Divide G8 by eleven 
This is the amount of 
GST payable, before the 
credits shown at item 
G20 are considered. This 
amount should be 
transferred to label 1A 
on the BAS. 

G7 
Adjustment 
This 
represents 
mistakes or 
omissions 
from prior 
periods. 
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G10 Capital purchases 

(including any GST) 

This is the sum of capital 

costs paid by the business 

that have attracted GST.  

 
 
 
G11 Non-capital purchases 
(including any GST) 
This includes items like rent, 
contractors (but not salary and 
wages), utilities, consumables and 
similar costs.  

G12 Add G10 + G11 

This is the total of 

all costs paid that 

have attracted GST. 

G13 Purchases for making 

input taxed sales  

Self explanatory  

G14 Purchases without GST 
in the price 
This amount includes 
supplies that are GST free or 
input taxed.  

G17 G12 minus G16  

This is the total of 

creditable 

acquisitions. 

G18 Adjustments 

This represents 

mistakes or omissions 

from prior periods. 

G19 Add G17+G18 

This is the total of 

creditable acquisitions 

after adjustments. 

G20 Divide G19 by 11 

This is the amount of 

credit due for GST paid. 

This amount should be 

transferred to label 1B on 

the BAS. 
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Sample of a Business Activity Statement 

 

G1 Total sales (including any GST) 

This is the total income from all sources 

during the tax period including GST charged 

on them, if any.  

 

G2 Export sales  
Financial planners 

usually do not have 
exports and can 
ignore label G2. 

 

G3 Other GST free sales 

The amount of GST free services received 

during the tax period.  

G10 Capital purchases 
(including any GST) 
This is the sum of capital 
costs paid by the business 
attracting GST.  

 

G11 Non-capital purchases (including any GST) 

This includes items like rent, contractors (but not salary 

and wages), utilities, consumables and similar costs.  

 

G21 GST Instalment 

amount: worked out by 

the ATO (pre-printed) 
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Page 2 of a BAS 

 

 

 

1A GST on Sales or GST Instalment:  

This is the total amount of GST (including any 

relevant adjustments) that are liable to be 

paid the ATO for the reporting period 

1B GST on Purchases: 

This is the total amounts of GST credits 

(including any relevant adjustments) that are 

eligible to claimed from the ATO 
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The PAYGI system 

 

 
PAYGI system requires clients who have income other than salary income and capital gains, ie, 

investment income or business income, to pay tax on a quarterly basis during the tax year. The PAYGI 

instalments are notified to the ATO in your Business Activity Statement. 

Anyone who has registered for the GST, has investment income, or has business income is involved in 

the PAYGI system. This includes most companies, super funds and individuals. It does not normally 

include trusts and partnerships.  

If the only income is salary and 

wages, PAYG instalments are not 

required. 

The due date for quarterly PAYG 

instalments for a taxpayer who is 

required to pay GST monthly is 

generally 21 days after the end of 

each quarter. 

Where a tax payer has a Business 

Activity Statement or Instalment 

Activity Statement quarterly obligation, and is not required to pay GST monthly, the due date is 

generally 28 days after the end of each quarter. 

If a tax payer is eligible, and has chosen to make an annual instalment, it must be paid by 21 October, 

and before the income tax return is lodged. The instalment will be credited against the tax liability for the 

relevant income tax year.  

The final tax liability will not be known until of the end of the income year, when the annual income tax 

return is lodged. PAYG instalments for the year are credited against the assessment to determine 

whether tax is owed, or whether a refund is due. 

Calculation of the instalment will depend on which reporting option is chosen. 

¶ Option 1: Pay a PAYG instalment amount quarterly. 

The ATO will calculate the amount needed to be paid, based on the business and investment 

income shown on the most recent income tax return (adjusted by a gross domestic product 

amount). The instalment amount will be pre-printed at label T7. If this option is chosen, it is not 

necessary to know how much income has been earned, to work out the instalment amount. 

Option 1 is only available to: 

- All individuals; 

- Companies and superannuation funds with business or investment income of $2 million or 

less, in their last income tax return, and 

- Companies and superannuation funds eligible to pay an annual PAYG instalment. 
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¶ Option 2: Calculate PAYG instalment using income times rate 

The instalment is equal to the ñinstalment incomeò times the ñinstalment rateò. 

This option is available to all taxpayers. 

ñInstalment incomeò is the assessable income for the quarter. Assessable income is gross income, i.e. 

income before deductions, not taxable income, i.e. income after deductions. Instalment income includes 

sales, professional fees, interest income, rental income, dividends, and other types of business income 

or investment income.  

Instalment income includes any share of partnership net income, and trust net income. GST charged to 

clients is not included in instalment income. Salary and other income taxed at the source are not 

included in instalment income.  

The instalment rate is the rate of tax paid on assessable income for the previous year. The effective tax 

rate reflects deductions, so the higher the deductions, the lower the instalment rate. The instalment rate 

appears on the pre-printed BAS forms at label T2. 

The instalment amount will be added to any withholdings due on employee salaries and any GST paid 

on non-GST free supplies. This total will be reduced by the amount of any GST credit on the inputs (i.e. 

accountantôs fees etc) to determine whether the owner has to pay tax to the ATO, or is due a refund of 

tax from the ATO. A person who has not been notified by the ATO of their instalment rate is not required 

to complete the PAYGI labels of the BAS. 

Some Examples 

Some examples 

1. A planner who practices in his own name had assessable income of $500,000 and costs of 

$200,000 in 2009. Tax on the profit of $300,000 at 2009 rates is about $101,000. The planner 

bills $125,000 in the quarter ending 30 September 2009. 

The planners instalment income is $125,000. The plannerôs instalment rate is 20.20%, being 

$101,000 as a percentage of $500,000. The amount of the September 2009 instalment is 

therefore $25,250, being $125,000 times 20.20%. The planner will show his instalment income 

of $125,000 at label T1 on his BAS, and the instalment rate at label T2 on his BAS. The 

planner will show the amount of the instalment, i.e. $25,250, at label 5A on his BAS.  

2. A superannuation fund had contributions income of $60,000 and investment income of $50,000 

in 2009. Costs were $5,000. Tax on the profit of $105,000 is $15,750. Investment income of 

$20,000 is received in the quarter ending 30 September 2009. 

The fundôs instalment income is $20,000. The fundôs instalment rate is 14.30%, being $15,750 

as a percentage of $110,000. The amount of the September 2009 instalment is therefore 

$2,860, being $20,000 times 14.3%. The fund will show its instalment income of $20,000 at 

label T1 on its BAS, and the instalment rate at label T2 on its BAS. The fund will show the 

amount of the instalment, i.e. $2,860, at label 5A on its BAS. 
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If there is an expectation that less tax will be paid in the year ending 30 June 2010, the instalment rate 

at (label T2) may be reduced, or the instalment amount at (label T7). Care is needed as there are 

penalties for submitting incorrect information.  

If there is an expectation that more tax will have to be paid in the year ending 30 June 2010, the 

instalment rate at (label T2) may be increased, or the instalment amount at (T7). Care is needed as 

there are penalties for submitting incorrect information.  

Annual instalments can be elected to be paid, if the PAYG instalment for the year ending 30 June 2010 

is expected to be less than $8,000. The ATO should be advised of this election by telephone on or 

before the date the first instalment would be due. Again, the decision to pay annual instalments should 

not be undertaken without discussing the matter with an accountant first. 

Trusts do not pay tax on the trustôs net income. Instead, the trustôs net income is allocated to its 

beneficiaries (unitholders in the case of a unit trust), who do pay tax on the trustôs net income. This 

means trusts per se are not subject to the PAYGI system. But individual and corporate beneficiaries will 

pay tax under the PAYGI system. 

Partnerships also do not pay tax on the partnershipôs net income. Instead the partnershipôs net income 

is allocated to the partners, who do pay tax on the partnershipôs net income. This means partnerships 

per se are not subject to the PAYGI system, however, individual and corporate partners will pay tax 

under the PAYGI system. 

The PAYGW system 

 

 
Businesses have to withhold tax from certain payments they make to others. These payments include:  

¶ salaries, wages, bonuses and commissions paid to employees; 

¶ payments to company directors; 

¶ eligible termination payments; 

¶ payments for unused leave; 

¶ compensation, leave or accident payments; and 

¶ payments where an ABN has not been quoted in relation to a supply. 

 

Tax must be withheld from both cash 

and non-cash payments. The withheld 

amounts must be reported on the 

activity statement and remitted to the 

ATO. 

 

The ATO publishes the withholding 

rates in various schedules and 

regulations. They are based on the 

individual tax rates at the time of the 

payment. If the payee has not 

provided a properly completed tax file 
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number declaration, tax must be withheld at the highest marginal tax rate, plus Medicare (currently 

46.5%). 

If an employee has been issued with a variation by the ATO, tax may be withheld instead at the lower 

rate specified by the ATO. 

Withholders are classified as small, medium or large. An entity is classed as a large withholder if the 

amounts withheld, during a financial year, ending at least two months before the current month, exceed 

$1million. If the total amount withheld during a financial year, ending before the current month is 

between $25,000 and $1million, it will be classified as a medium withholder. Where an entity is neither a 

large or medium withholder, it will be a small withholder. 

Small withholders must complete the PAYGW section of the BAS (labels W1 to W5), and forward the 

appropriate amount of tax to the ATO each quarter. Medium withholders must do this each month. 

Large withholders must remit the amount withheld to the ATO within seven days of making the payment. 

Many doctors pay more than $25,000 withholding tax each year. In this case, a monthly BAS is 

required, but the monthly BAS only relates to the withholding payment, and does not affect its other tax 

obligations. 

There are certain other obligations that arise where the employer is required to withhold tax from PAYG 

payments. These include: 

¶ registering for the PAYGW system; 

¶ making payments to the ATO of the amounts withheld; 

¶ providing an end of year summary to all recipients; 

¶ sending tax file number declarations to the ATO; and 

¶ providing an annual reconciliation to the ATO on all 

withholdings. 

 

When making payments to the ATO under the PAYG 

withholding system, the employer must register with the 

ATO. The application must be made by the first day it is 

required to withhold an amount. 

 

When sending withheld amounts to the ATO, this can be done on the quarterly BAS if the withholdings 

are less than $25,000 per year. However, if withholdings are more than $25,000 a year but less than 

$1,000,000, in a monthly BAS is required (but PAYGIS payments, GST and other payments continue to 

be paid quarterly). 

The timing of tax payments 

 

 
There are two parts to the PAYG. These are: 

¶ The instalment system, or PAYG Instalments; which controls the payment of tax on income (and 

any companies or superannuation funds). 
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¶ The withholding system, or PAYG Withholding, which controls the payment of income tax due in 

respect of tax withheld on salary payments (and payments made to a business that did not quote 

an ABN).  

 

The GST cash collection system is 

another separate system. Each of 

these three systems use the same 

ATO forms - known as activity 

statements- these forms are sent 

out by the ATO. 

 

Activity statements used to advise 

the ATO of the amounts due to it 

under the GST and the PAYG Instalments, and the PAYG Withholding. There are two types of activity 

statements. The first type of statement is the Business Activity Statement (ñBASò) and the second is the 

Instalment Activity Statement (ñIASò). The BAS is used if for entities registered for GST and the IAS is 

used for entities not registered. 

Quarterly BASs and IASs are generally required to be lodged no later than 28 days after the end of the 

relevant period. Monthly BASs and IASs are generally required to be lodged no later than 21 days after 

the end of the relevant period. 

One area generating questions is PAYG Withholding. Entities with withholdings of more than $25,000 

but less than $1,000,000 are required to lodge monthly activity statements to remit tax deducted from 

employeesô salaries and wages (and payments to businesses that have not provided an ABN). This is 

so, even though the entity has to only provide GST and PAYG Instalment information on a quarterly 

basis. 

If annual withholdings are less than $25,000 the entity is required to remit withholdings on a quarterly 

basis. If annual withholdings are more than $1,000,000 the entity is required to remit withholdings within 

7 days of making the payment.  
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TABLE A 

Table A summarizes the payment dates and for small, medium and large withholders. 

 

 Size of 

withholder 

Amount of 

threshold 
Due date for payment 

Method of 

payment  

Large 

  

Total amounts 

withheld during a 

financial year 

ending at least 2 

months before the 

current month 

exceed $1m 

  

If a withholder 

withholds on: 

Withholder must pay 

by: 
Electronic payment 

Saturday or Sunday 
The 2nd Monday 

after that day 
  

Monday or Tuesday 
The 1st Monday 

after that day 
  

Wednesday 
The 2nd Thursday 

after that day 
  

Thursday or Friday 

The 1st Thrusday 

after that day 

  

  

  

Medium 

  

  

  

Total amounts 

withheld during a 

financil year ending 

before the current 

month of between 

$25,000 to $1 m 

  

The 21st day after 

the end of the 

month in which the 

amount was 

withheld* 

  

  

  

  

  

  

  

Electronic payment 

or other means 

approved by the 

Commissioner 

  

Small 

  

Total amounts 

withheld during a 

financial year 

ending before the 

current month are 

less than $25,000 

The 21st day after 

the end of the 

month in which the 

amount was 

withheld* 

  

  

  

Electronic payment 

or other means 

approved by the 

Commissioner 

*Where a small or medium withholder has a BAS or IAS quarterly obligation, the payment date is extended 

to the 28th day (apart from an entity that pays GST monthly). 

 

The due dates for quarterly PAYG instalments for a taxpayer who is required to pay GST monthly are 
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summarized in Table B below. 

 

TABLE B 

 

End of quarter Due date 

30 September 21 October 

31 December 21 January 

31 March 21 April 

30 June 21 July 

 

The due dates for taxpayers that have a BAS or IAS quarterly obligation, and are not required to pay 

GST monthly are summarised in Table C below. 

 

 

TABLE C 

 

End of quarter Due date 

30 September 28 October 

31 December 28 February 

31 March 28 April 

30 June 28 July 
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APPENDIX 1 
 

 

PAYMENT OPTIONS: 

The ATOôs electronic payment options and manual payment options are as follows:  

Electronically 

¶ Direct debit ï a completed direct debit request form (NAT 2284) needs to be sent to us. This can be 

obtained from a tax agent, from our website, or by phoning ATOôs Electronic Funds Transfer Help 

Desk on 1800 802 308 between 8.00am and 6.00pm, Monday to Friday. Business Portal users can 

also send requests to us via the portalôs message facility;  

¶ Direct credit ï initiate an electronic payment using internet banking or a banking software package;  

¶ BPAY
® 

(Biller code 75556) ï use your financial institutionôs BPAY facility to pay by phone or internet 

(the EFT code on your activity statement is the BPAY reference number). 

For more information about direct credit or BPAY, contact 1800 815 886 between 8.00am and 6.00pm, 

Monday to Friday, or email payment@ato.gov.au 

Please note that the ATO does not accept credit card payments. 

By Mail 

Mail the original completed activity statement, with the cheque, using the pre-addressed envelope 

provided, to Australian Taxation Office, Locked Bag 1936, Albury NSW 1936, if the entity is located in 

WA, SA, NT, TAS or VIC. Alternatively post to Australian Taxation Office, Locked Bag 1793, Penrith 

NSW 1793 if the entity is located in NSW, ACT or QLD. 

Cheques should be made payable to the óDeputy Commissioner of Taxationô and crossed óNot 

Negotiableô.  
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PART 7  EMPLOYING STAFF 
 
 

All financial planning practices employ staff; therefore appropriate management of these human 

resources is a vital process. Practices have legal obligations to fulfil, whilst building a positive and 

cooperative culture. The practice needs to ensure that human resources policies and procedures are 

kept current with changes to legislation. Practice managers and practice owners frequently require 

assistance in understanding legal requirements pertaining to employment and dismissal of staff. 

 

In Australia there are a vast number of laws that affect employers and staff and this Guide will focus 

directly on the recruitment process. Some areas may have been covered in the earlier mandatory 

Guides, and where this is the case links to the appropriate sections will be provided. 

 

Recruitment procedures 

 
 

The practiceôs relationship with its employees is shaped through the procedures it uses, and its 

compliance with legislation set down by federal and state governments. There are a number of steps the 

practice manager needs to undertake in order to recruit and select appropriate staff to fill positions in the 

practice. Firstly, the practice manager will identify the need for additional human resources, either 

resulting from a staff member leaving or through increased workloads. A process to establish practice 

guidelines for recruitment needs to be followed.  

 






































































