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Guide: Sole trader 

 

There is nothing to stop you commencing business in your own name, e.g. John J Smith. 

The sole trader category is a suitable entity for small-scale business operations employing the personal 
talents of the proprietor. 

The owner of the business is personally liable for the debts of the business and all of the owner’s personal 
assets can be utilised to pay business debts. 

Limitations 

The operational life of the business is limited. When the sole trader dies, the business organisation will come 
to an end automatically, unless otherwise provided for in a will. 

The sole trader’s access to finance for establishing and operating the business is more limited than that of a 
company. It is much easier for a bank or other financiers to obtain a general security over company assets, 
than to obtain one over a sole trader’s business assets. 

Taxation 

The taxable income of the sole trader takes in the entire taxable income of the business. 

There is limited ability to spread income between family members. A sole trader is able to pay a spouse a 
salary or wage, but must obtain advance approval from Inland Revenue as to the value of the salary or 
wage. 

The sole trader therefore has limited ability to avoid the top marginal individual tax rate, currently 39%. 

Assets 

The sole trader normally owns the assets of the business in his/her own right. 

Liability 

The sole trader is personally responsible for any business debt or loss and any business creditor will 
therefore have the right to claim against the sole trader’s personal assets (such as the family home) to 
enforce a right of payment. 

Advantages 

However, for a small enterprise, the advantages for a sole trader include: 

  • Low cost of entry 

  • Easy to set up 

  • No significant legal costs 

  • Only one tax return required 

  • No registration of name required (if trading under your own name) 

Disadvantages 

On the other hand, the disadvantages mean: 

  • You are personally liable for all business debts 

  • When you die, the business entity dies 

  • You have limited ability to split income out to other family members 

  • More limited access to business finance 
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Disclaimer 

Stephen Larsen and Co has provided this guide on the understanding that: 

  1. The document is a guide only and should not form the sole basis for any decision without first 
obtaining proper professional advice. 

  2. We will not be responsible for and expressly disclaim liability, whether under contract or 
negligence: 

  (a) For the results of any use made by users of the guide 

  (b) For any errors or omissions in this guide 

  (c) For any direct or consequential loss or damage to arising from the use of this guide, 
whether to a direct purchaser of this guide or to any other person who may borrow or use 
them 

  (d) If any part of the guide, whether used in its original form or altered in some way by the 
user, proves invalid or does not attain the result desired by the user 

  (e) For any negligence in the publication or preparation of this guide 

  3. This disclaimer extends to the user and to any client of the user who suffers loss as a result of 
the use of this guide. 

  4. The user acknowledges that it has not told us about any particular purpose for which this guide 
is required and that it has not relied on our skill or judgment to provide a paper suitable for any 
such purpose. 

Intellectual Property Notice 

Stephen Larsen and Co is the owner of, or has the right to use, all copyright, trademarks and other 
intellectual property rights comprised in this document, and all related documents, and in providing this guide 
does not allow these rights nor any part of this paper to be used, sold, transferred, licensed, copied or 
reproduced in whole or in part in any manner or form whatsoever without its prior written consent. 
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