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Task- One / Question-1
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	1. Legal Personality

	
A sole trader is not considered as a separate legal personality. This means John’s business would not be treated as a separate legal entity; rather he and his business would be recognised as one and as the same person in case of setting sole proprietorship and making John liable legally for all business profits and debts. Similarly, for partnership, the partnership also does not have a separate legal personality where business partners are liable for business debts and have unlimited liabilities. However, a private limited company has a separate legal personality as it is operated by a few individuals privately. In general, it is treated as a separate legal person from its directors and shareholders, and it requires operating in alignment with the Company Act 2006 and following all the legal rules and duties (Gov. UK. 2021; Gov. UK. 2021a; Gov. UK. 2021b). 






	2. Personal liability of the participants

	               If John decides to establish his business as a sole trader, he would have unlimited personal liability as being the owner. This means John will be personally liable for all of the business financial obligations such as for debts, license fees and taxes; also, he will be solely liable for managing business along with the lawsuits against his business. Similarly, Debra will also be suffering from an unlimited liability under sole trader, and she is reluctant in increasing her financial liability.   In contrast to this, if John and Debra go for partnership, they would be personally liable for arranging the entire amount for establishing, running, and managing business-related obligations as laid down in section 9 of the Partnership Act 1890 (Gov.UK. nd. PA1986). In general, it might be possible that the creditors might use personal assets of John and Debra like their car or house so as to get over debts (Darmansyah, 2018). Moreover, the Partnership Act 1890 section 9 also makes John and Debra be personally liable for all the actions they will take if they would be bound legally with any business transactions including for all obligations and debts. For example, if John on behalf of the partnership would take a high-interest loan, Debra would be held personally liable for administering such obligations or debts (Gov.UK, nd 2021). Nevertheless, in the case of Partnership, Jhon and Debra can undertake a Limited Liability Partnership Act 2000, wherein the liability of both the partners shall be limited to the amount of investment by them in the firm. Also, partnership can facilitate Debra to perform as dormant partner, as per section 6 of the Partnership Act 1890, because she can give the funds but would not like to be involved in the management of the business. Nevertheless, in case Jhon and Debra go for private limited company, they would not personally liable for any type of debts and business losses. Therefore, based on personality liability, a private limited company is found more suitable for John and Debra.  





	3. Creation – Formalities, Speed and Cost


	
	Setting up a business as a sole trader would be the easiest way with no need for registration needs and legal formalities. Nevertheless, John might be required to get a business license from the local authority government of the UK  along with obtaining tax registrations with HM Revenue & Customs for Income Tax and VAT; “as soon as start trading the business need to register with HMRC and have to pay income tax on any business profits, and must fill in a self-assessment tax return each year, detailing John income and expense   also have to make National Insurance contributions (NICs) depending on Jhon annual profits could be Class 2 or Class 4 NICs rate”(HMRC.gov.uk 2021).Also the trademark registration could be obtained so as to make the business brandable and unique. Besides, the sole proprietorship business type is also found cost-effective and easy and fast to form, maintain as well as dissolve because of minimal business requirements (Gov. UK, 2021a). In a similar manner, the formalities for setting up a partnership firm is not complex; rather it requires a few steps including selecting a name and nominated partners and finally getting registered with HM Revenue and Customs (Gov. UK, 2021). However, unlike a sole trader, the formation of a partnership takes a longer time because of the formation of the Partnership Deed and involves additional cost of registration, also there is a conflict of interest between the two partners and involves additional cost for example: forming partners it may cost £50 -£75 + VAT however the legal fees will be added – so it may be well end up costing around £ 250. But it also makes more money for the business to invest for accelerating growth (Korchak, 2017).  In contrast to sole trader and partnership, the formalities of creating private limited business are high that would require John and Debra to get registered with Companies House along with the rules on the article of association, shares and directors (Gov. UK, 2021b). This is because the process of formation of a company, registering it and commencing business involves a lot of time and legal formalities. This requires the promoters prepare the documents with the Registrar of Companies including the application for the incorporation the prescribed form of business, form of consent to serve as director and Articles of Incorporation (Section 9(2)), selection of the company name and decide the type of company to be undertaken (Schedule 6). The memorandum of association is also required to be prepared and the certificate of incorporation is required to be obtained (Gov. UK, 2021b). The increased legal formalities together make the process of setting up a private limited company longer and costly in comparison to sole trader and partnership (British Business Bank, 2021). 





	4. The Name of the Business

	
The Company and Business Names Regulation 2009 Act is the major regulation in the UK that allows organisations to trade under a specific business name (Sensitive Words and Expressions) Regulation 2014. As a sole trader, John would be free for selecting the name of his business without the need for getting his name registered. This would require him to consider the requirements and provisions established under the Act. However, section 55 Companies Act 2006 refers to further regulation (2014) made by the Secretary of State in order to used prescribed word for the business name. He could trade using his own name or could also select any fictitious name for his business (Gov. UK, 2021a). Similarly, in partnership, John and Debra could choose the business name on their own with no registration need. However, the name of all partners must need to be included on official papers including letters and invoices as per Partnership Act 1890; also, it must not include LLP, LTD, or PLC (Gov. UK, PA 1890). In contrast to this, if they would go for a private limited company, they would be required to get their business name “Plush Pet beds” registered with a legal entity, Companies and Company House. The Company House would first approve the selected name and then John and Debra could trade under the specific name.  In contrast to this, if they would go for a private limited company, they would be required to get their business name “Plush Pet beds” registered with a legal entity, Companies, and Intellectual Property Commission (CIPC). While choosing the name, John and Debra would require consider ending the name with ‘limited’ (section 59), ensure the name is not similar to another registered name (section 66), ensure it is not offensive (section 53), see permission for the prescribed words with Business Names (Sensitive Words and Expressions) Regulations 2014 and include only permitted characters (section 57) (Gov. UK, 2021a). The CIPC would first approve the selected name and then John and Debra could trade under the specific name.  




















	5. Ongoing Formalities / Regulations and Privacy

	
Ongoing formalities regulations in case of choosing sole proprietorship or partnership business would require John to maintain records of the expenses and sales of his business, send tax returns (self-assessment) each year, pay income tax each year on earned profits and maintain National Insurance. In contrast, the ongoing formalities and regulation for John and Debra in choosing a private limited company is to comply with the rules of the companies Act 2006, the Articles of Association, shares and directors’ shareholders, keeping detailed business records and finances in order as well as paying business taxes each year. For instance, they would require John and Debra to select the type of company to be registered and follow the process of online registration of a company. The name is required to be compliant with the Companies Act 2006, Trademarks Act, and appointment of key management executives like the company secretary and directors and preparation of documents to run the company such as Memorandum of Association and Articles of Association and registration of the company. However, in comparison to partnership and private limited companies, a sole proprietorship would have higher privacy advantages as it involves minimal state regulations and government filings.
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	6. . Management - Flexibility to Transact Business and Bind the Business

	
As a sole trader, flexibility to transact business and bind the business will gain the advantage of full control over the activities of a business, including the daily activities and the way of performing business bind its activities and transact it in the market. On the other hand, in partnership, every partner included works as an agent of the partners and the firm. The activities of one partner bind the partners and the firm as per Section 5 of the Partnership Act 1890 (Morse, 2010). In this manner, the acts of John will also bind Debra, and as she wants to prevent any liabilities and management work, it is not suitable for both of them. In addition to this, in the private limited company, John will work as an officer of the company with a position of director and have obligations to act as per the constitutions of the company and able to exercise powers only for the purpose they were given as per Section 171-177 of the Companies Act 2006 (McLaughlin, 2018). In this manner, a private limited company has the lowest level of power and flexibility of transit business. Further section 6 of the Partnership Act 1890 also binds the partners by the acts on behalf of the firms.


















	7. Finance

	
          In sole trader business, there is an absence of the provision of separate legal entity due to which all the debt and liabilities shall have to be borne by the John and the condition in which business unable to make success then John has to pay from own assets whether they are associated with the assets of the company or not. Moreover, in the partnership, the partners are identified as a single entity with the name of the firm and likewise both of them, John, and Debra, will be responsible for loss and debt along with the risk of their personal assets can be seized in the adverse conditions as per the Partnership Act 1890. On the other hand, Section 232 of the Companies Act 2006 suggested that the directors and the company are different entity and directors do not have personal legal liabilities for loss and debt (Slorach and Ellis, 2019). Therefore, private limited provides the advantage of limiting liabilities of John and Debra if they function with this type of company structure, and they can be able to enjoy a higher level of benefits from the business. 




















	8. Transfer of Interest if Participants Want to ‘Sell Out.’

	
In the sole trader, John will act for their own, and there is no method of sharing or transfer of interest as he will be the sole owner of the business, and he will perform with all of the liabilities of the business. In partnership, the partners are able to sell out or transfer economic interests in a partnership firm without the proper consent of the partner to a third party. The person acquiring the interests is only liable to share the profit or loss from the firm as per the transferred shares, and that person does not gain rights or power to participate in the business activities or become a partner of the business. Further, as per the Partnership Act 1890, the partnership interests are free to be transferred and hence, restrictions in the partnership agreement are essential. This restriction is stated in the agreement as a right of first refusal. If all members do not agree to this offer, the partners can be allowed to transfer interest to anyone they would choose. In case the transfer of interest in a partnership leads to a change in the membership, the original partnership is deemed to be dissolved and the new partnership is expected to continue under the business of the first partnership (Gov. UK, 2021). However, in case private limited company, the director of the business can transfer the interests if a partner wants to sell out, as mentioned in Sections 983,984 and 985 of the Companies Act 2006. The offeror and offeree should abide by the conditions of the contract before the transfer of interest and acquisition of share should be done properly (Jones, 2019).











	9. Taxation of Profits Generated by the Business and Distributed to the Proprietors

	
            In the sole trader, the owner is entitled to all profits but simultaneously liable to all debts. For instance, the owner is required to pay Class 2-, and 4 -Income Tax and National Insurance on all the profit made that is taxable. In the UK, there is no tax on the profit made by partnerships; rather, the individuals that are a partner in business should pay income tax in relation to the profits and capital gain. Corporate partners are liable to pay corporate tax on the share of their profit is the company is a limited company. The partnership allocates an individual share of profit after establishing of profit as per the agreement, and on their own share of profit, the partner has to pay tax (HM Revenue and Customs, 2016). Section 8 of the Corporation Tax Act 2009 suggested that the private limited companies have to pay a corporation tax for profit made in a financial year. In addition to this, the company has to also pay Value Added Tax (VAT) as per Value Added Tax Act 1983 for the goods and services transferred or bought or sold by the company (Alldridge, 2017). The current rate of corporation tax is 19% as examined on April 1, 2021. 














Task – Two 

	Question – 2

	
An express agreement is a legal contract that involves exchanging promises where parties agree over something either stated in writing or orally (Klass, 2020).  As similar to other contract agreements, the express agreement requires making an offer by one party and accepting it by another party. For the successful formation of an express agreement, it requires the existence of certain instructions. Therefore, in the provided case, the express contract has been made in the written form that clearly define the capital contribution, profit and loss distribution, salaries and other aspects that are critical for creating a successful partnership (Manesh, 2013; Klass, 2020). First of all, it has been described in Document 1 that Emmanuel Latif will inject a certain amount of money along with the cash contribution by Abigail and Ray Singh; also, it details the interest that would be paid to all three partners on their capital contribution. All the aforementioned points by Emmanuel are the most important points to be discussed while creating a contract of any type whether expressed or implied. 
The report published by British Business Finance Ltd (2014) mentions that each partner must disclose the amount of their capital contribution to others before entering into the partnership agreement. In general, it is critical for the partnership agreement to explicitly state the contribution by each and every partner so as to help cover the business cost; also, such disclosure is important in the partnership agreement as it indicates the percentage of ownership of each partner in business and hence the details about the capital contribution by Emmanuel should be considered important for the creation of the successful express agreement. In addition to this, as per the Partnership Act 1890, it is legally needed by all the partners to share equally in business profits along with the losses in order to have a successful partnership. Further, it also mentions that, for partner making, the partners are entitled to get interest of 5% each year, if any advance or actual payment beyond the actual capital amount that has been subscribed or agreed (Gov.UK, nd). Therefore, the disclosure of the interest rate to be paid by Emmanuel must be needed to be embodied for the creation of a successful express agreement.  
The provision of salary mentioned in point number 5 of the express contract made three of the business partners as salaried partners to which they are also subjected to the percentage of profit and loss as per point number 7 of the express contract that appears to be the situation of loss for Latif. He will gain profit in the condition of making a profit by the partnership; however, he will face loss and has to pay salary to Singh and Folland in the condition of loss due to which he has to pay from his own money in the condition of loss to the partnership. Moreover, the working hours of Singh are also fixed as 16 hours as he is appointed as a consultant, and due to this reason, he should not get a percentage of profit and loss as his working hours are restricted as per conditions of the contract (Wang, 2011; Rutterford, 2012).
The provision of transfer of interests and purchase of a share in the partnership in the condition of leaving the partnership or retirement is supportive to Latif as he will be able to purchase the share of the partner who leaves the partnership. However, there should be one more provision of providing equal opportunities at the time of leaving the partnership, and in order to ensure this, a point of providing informed consent before retirement or leaving the company should be included in the contract. As per this point, the partner leaving the partnership should inform the partners at a reasonable time and conduct an auction in order to provide a fair chance of purchase to all the partners present at the time of retirement or leaving the partnership (Roach, 2012). The inclusion of a point regarding fair access to everyone in the process of acquiring shares of a person who retires from the position.
Abigail has suffered from chronic fatigue syndrome, and she was unable to work for a period of six months; and due to this reason, proper provisions should be made in order to ensure her devotion and the partnership will not face any adverse consequences due to adverse health outcomes of Abigail. Therefore, the provision of removing her from the partnership if she will not be able to work more than three months in a year is fully justified. The clause of removing her from the partnership will help in improving her working productivity and saving the partnership from any loss caused to the partnership due to her adverse health conditions. In addition to this, a clause should also be added in the contract that conditions in which loss occurs to the partnership due to carelessness or mistake of one partner then that person should bear all the loss caused to the partnership (Berry, 2019; Zhang, 2018).   
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