Q1-Discuss the implications of remaining a sole trader, going into a partnership with Gregor and katya or setting up a private limited company. Research the issues and provide a full briefing note to form the basis of the advice Paul will require when he attends for his appointment. 

Briefing note on: Paul Potter 
11/03/ 2024
Prepared by: Miss Gleeson

Subject: implications of remaining a sole trader, going into a partnership with Gregor and Katya or setting up a private limited company.
Paul wishes to discuss any implications in remaining as a sole trader, going into a partnership with both Gregor and Katya or, setting up a private limited company.
Purpose
The purpose is to provide Paul with the implications of each alongside his options and recommendations. This will be done by addressing the implications of a sole trader, partnership, and private limited company alongside providing descriptive advice on his options and suggest recommendations.
Background:
Paul has a small business, ‘Sweet stuff.’ He works from home and has been successful for the last 12 months and employed two friends, Gregor and Katya who help him. The business has been growing quickly so Paul wishes to take it to the next level and set up as a larger business.
Paul needs to fund the expansion. Gregor and Katya discussed the possibility of entering as business together with Paul as they love it just as much as him. Each will put in some money to fund the expansion.

Analysis
When looking into the implications for Paul of each type of business, a few things immediately arise. 
Sole trader
[bookmark: _Int_X74H6grq]Staying as a sole trader you are be governed by a variety of laws. This includes but is in no way limited to (small business, Enterprise and Employment Act, 2015) and the (income Tax (Trading and Other Income) Act,2015.) 
There is no requirement to, but it would be advisable to register your name to protect your business and establish a legal identity. It would also be advisable to set up a separate bank account for your sole trader. Keep records of your income, invoices, expenses, or any transactions you make. Consider insurance coverage to protect your business. Keep yourself informed with the legal and regulatory requirements and check for regular updates. 

However, there are still implications despite following the correct steps of remaining as a sole trader. 
Implications:
· One would be unlimited liability. This means, as there is no own legal personality, you would assume all liability for your business and assets. This would include any debts or obligations. Further, if you were to fall into any debt and are unable to pay it back; your assets could be seized. These could be things such as money, your property, or any personal assets. Supported by the work of Rickman (2022.)
· Another implication that has surfaced would be limited access to capital. As a sole trader you would face challenges in accessing significant capital or business loans. The reasoning for this, lenders are hesitant when it comes to providing funds without a more formal/ recognised business structure. This is as there is no distinction between you and the business and you have limited legal status. Expressed by the work of Leigh, Meineke Law Firm (2023.) 
· To build upon, you will have limited capacity in raising capital in comparison to a larger entity. This as you are much smaller and will less likely be recognised.

However, on a more positive note there are some advantages to remaining as a sole trader. 
Advantages:
· Full control over the business decisions and the way it operates. Meaning you will have full flexibility of the job as well as the protection of privacy. 
· You will remain in control of the income and profits made. However, much profit you make depends on how much you are willing to put in. 
· You will have direct access to all profits with no need to share among partners. 
· You can have a simple setup with low administrative requirements apace with tax benefits.

Partnership
[bookmark: _Int_dl6nGFTq]To enter a partnership with Gregor and Katya, you will be governed by the (Partnership Act, 1890.) This highlights the specific laws and regulations which are applied to partnerships in their jurisdiction. 
You will be required to file a name under the (Companies House,2024) along with a ‘nominated partner’ and register with HM Revenue and Customs (HMRC.) A ‘nominated partner’ is the one responsible for managing the partnerships’ tax returns and keeping business records. You can also register your partnership using the SA400 form if you are unable to online. You can register as a partner using the SA401 form. You can also appoint an agent to deal with HMRC on your behalf. 
You will need to draft a partnership agreement. A document covering the key aspects of Eaches role and responsibilities Aswell as profit sharing arrangements, potential dispute resolutions and the proceedings for the removal of a partner. You will need to register your partners for taxation purposes, meaning obtaining a tax identification number (TIN.) Open a business bank account in the name of the partnership. Ensure you have complied with all legal and regulatory requirements. Set up a partnership dissolution plan. This brings us into the implications of starting a partnership with Gregor and Katya. 
 Implications:
· You will have unlimited liability meaning, personal assets of the partners can be used in satisfying any outstanding debts or obligations.
· Shared profits meaning you will need to share any profit made on capital between each partner.
· Dependency on partners meaning for decisions you need majority shareholders to be there.
· Liability for partners actions meaning if a partner makes a bad choose you are all affected. 
· Complex decision making which can result conflicts and disagreements. This could impact decision making and make it much more complex due to estranged relations. This could then further decrease productivity. Further putting the business at risk of disruption and causing damage to reputation.
· Difficulty in dissolution
· Shared profits: Instead of all the cost going to you, it would be split between all the partners in equal shares, or the shares agreed upon. If you remained a sole trader, all the costs would go to you.

Advantages:

· Diverse perspectives: By going into a partnership, you will have diverse perspective. This is an advantage as it brings diverse viewpoints and experiences to the tables. It would present better decision making alongside innovation and creativity. 
·  increased capital:
· Shared responsibility and several liability: All decisions will be made jointly by all the partners unless specifically specified elsewise. This will be an advantage as the pressure is distributed between all the partners instead of just on you, again, unless specified elsewise. 
· Combined expertise: and resources of partner with the flexibility in decision making and the management.
· Increased capital with tax benefits: Partners will be taxed individually based on the shares of the partnership profits. The partnership itself does not pay tax. 




Private Limited Company
Private limited companies are governed by the (Companies Act, 2006), this sets out the legal framework you will be required to follow to form, operate and dissolute your company. The first step would be choosing a name. You can choose any name if it does not appear to have close relations to the government, is the same or like another company and does not obtain the use of sensitive words. You can run your prosed name through a checker on the government website. You would be required to file a memorandum of association which is a legal statement signed by all shareholders, alongside the articles of association which are written rules of the company that are agreed on by all shareholders, directors and if there is a company secretary. All of which are under the (Companies House, 2024.) 
You would be subject to taxation, meaning you would legally be required to comply with tax laws and regulations such as (His Majesty’s Revenue and Customs,2024) hereby known as (HMRC.)  This would include obtaining a tax identification number (TIN) or VAT registration. You would need to state where your registered office and company are both located. These does not have to have the same location.
There would be need to set up a company bank account for the use of the companies financial transactions and ensure you are complying with all legal and regulatory requirements. Meaning keeping up to date with annual reports, corporate records and paying the company taxes.
Implications:
·  Less flexibility with decision making. You would need to comply corporate government rules and regulations. There are greater regulatory requirements and compliance obligations when it comes to a private limited company. It would be more complex and expensive to set up as well as maintain in comparison to remaining a sole trader or entering a partnership. 
· Disclosure requirements.
Advantages:
· No requirement to offer shares or debentures to the public. 
·  limited liability: this will protect your personal assets and other shareholders assets.
· Separate legal entity: will enhance the credibility and facilitate easier accessed to financing. This as you are larger in comparison to a sole trader, you will be more recognised. 
· Tax advantages including lower corporate tax rates and opportunities for tax planning.
· Personal finances are separate from the company's finances whereas remaining a sole trader, there is no differentiation between the two.
· protection and growth alongside investment.

Recommendations
Although all options are present, the best advice would be to go for a partnership. The reasoning for this is that you are looking to grow your business and benefit from more profits. There will be reduced risks and liability. There are disclosure requirements so if anybody decides, they are required to disclose it. There are tax benefits. You will be able to promote your business more and get recognised more resulting in better profits. By entering a partnership, you will have trust in them helping to provide you second opinions which will help you make sound decisions resulting in less risk of making a major mistake.
The only reason we will suggest remaining as a sole trader is if you wish to remain in full control and want to benefit from all the profits going straight to you. However, by doing so you will miss tax benefits and struggle to grow your business as you wish.

Conclusion
The main points discussed was laying out the advantages and disadvantages of each sole trader, partnership, and private limited company.
We would definitely recommend

Attachments or supporting materials:
· (Companies House, 2024)
· (HM Revenue & Customs, 2024)
· (Partnership Act, 1890)
· (Small Business, Enterprise, and Employment Act, 2015)
· (Income Tax (Trading and Other Income) Act, 2005)
· SA400 Form
· SA401 Form
· Tax identification number (TIN)
· VAT Registration 

Author or contact information:
GleesonS@hotmail.co.uk
07965 007569
Distribution: 
This briefing note is intended for Paul Potter and should be distributed via post and email.














Q 2- Research whether the terms outlined in document 1 should be contained in an express agreement.

To: Ada Adebayo
Subject: Research into ‘expressed agreement’ in concerns with document 1

After adventuring some research, here are some answers.
An expressed agreement is legally binding. 
It typically contains the following and is in no way limited to:

· A detailed description of any terms and conditions agreed upon by all partners involved.
· Includes any responsibilities each will partake.
· The way any income, capital profits and losses will be split.
· The decision-making process.
· Any dispute dissolution mechanisms which help deter from misunderstandings and potential conflicts down the line.

Document 1 provided contains each capital Paul, Gregor and Katya will each input. Paul will input a capital of £30,000, whilst Gregor will input £10,000 and Katya will input £10,000. In addition, it specifies that Gregor will further input an extra capital of £20,000 as a 7-year loan plan with the annual interest rate of 1%.
Further it specifies that the interest on capital is presented at 5% per annum. Paul will receive a salary of £10,000 per annum and Gregor a salary of £7,000 to reflect the full-time off work they will both participate.  Katya only works 16hrs in the week.
In addition to this, it portrays that the income, capital profits and losses will be split as follows;
· Paul will receive up to 50%;
· Gregor will receive 30%, and;
· Katya will receive 20%.
Over and above that, the document states that if a partner retires then the other partners if they wish to do so can purchase their share. This would be completed in monthly instalments over a 2-year period again with 5% per annum. Further again, Paul wishes Katya to leave if she is unable to work at least 16hrs a week.
 
To conclude the findings:
the terms contained in document 1 are acceptable to be formally written in an expressed agreement, with the following suggestion that Paul specifies in his articles of association that he wishes Katya to become a private partner. 
By doing it in this way, if Katya leaves; Paul and Gregor have the option to buy her shares and will be in no way affected by her decision. Together Paul and Gregor amount to over 70% of the partnership, specifically 80%. They are the majority shares so would hardly be affected with the loss of Katya. In addition, by Katya being a private partner it would allow for her to continue focusing on her own business alongside working with Paul

Sent from: GleesonS@hotmail.co.uk 














Legislation throughout

1. Companies Act. 2006. C.46. Available at: https://www.legislation.gov.uk/ukpga/2006/46/contents (Accessed: 14th March 2024)

2. Companies House. (2024). Set up a limited company: step by step. Available at: https://www.gov.uk/set-up-limited-company (Accessed: 14th March 2024)

3. HM Revenue & Customs. (2024) Income Tax: detailed information. Available at: https://www.gov.uk/government/collections/income-tax-detailed-information (Accessed: 14th March 2024)

4. Income Tax (Trading and Other Income) Act. 2005. C.5. Available at: https://www.legislation.gov.uk/ukpga/2005/5/contents (Accessed: 14th March 2024)

5. Partnership Act. 1890. C.39. Available at: https://www.legislation.gov.uk/ukpga/Vict/53-54/39/contents (Accessed: 14th March 2024)

6. Small business, Enterprise and Employment act. 2015. C.26. Available at: https://www.legislation.gov.uk/ukpga/2015/26/contents/enacted (Accessed: 14th March 2024)




References list throughout

1. Leigh, B. Meineke Law Firm. (2023) What are the advantages and disadvantages of a sole partnership. Available at:https://www.yourtexasattorney.com/advantages-and-disadvantages-of-sole-proprietorship/#:~:text=Limited%20Access%20to%20Capital&text=This%20is%20because%20the%20business,money%20to%20a%20sole%20proprietorship.(Accessed: 12th March 2024)

2. Rickman, J. (2022) Legal Consideration When Operating My Business as a Sole Trader. Available at:https://legalvision.co.uk/business-structures/legal-considerations-operating-business-sole-trader/#:~:text=Unlimited%20Liability,-There%20is%20no&text=This%20is%20because%20your%20business,for%20any%20debts%20or%20obligations. (Accessed: 12th March 2024)

