Advisory report

Rowland & Co. Solicitors
Bridgend

To: Dr. Anaya Rahman
Subject: Advise for corporate structure appropriate for NeuroPulse Analytics
        You looked for advice on regards of actual business legal status of your company NeuroPulse Analytics and on regards of the more appropriate corporate structure formation considering the new proposal contract. Additionally, you want the best advice whether an actual partnership between yourself, Leo and Sophie already exists and how new transactions, including a £850.000 future annual contract, new investments, hiring additional staff and product development, can be best manageable under different business structures. You want to limit your personal financial exposure and also to meet investor’s expectations for governance structure, transparency in financial reporting and limited liability for all participants.    
        The following advisory report looks at principles and scopes of partnerships and company law in the situation given. It applies the relevant legal acts such as the Partnership Act 1890, the Limited Liability Partnerships Act 2000 and the Companies Act 2006.
Is a partnership going between the parties involved (Dr. Rahman, Leo and Sophie)?
        Section 1(1) Partnership Act 1890 defines partnership as “the relation which subsists between persons carrying on a business in common with a view of profit” ( Partnership Act 1890, 2026). Partnership law is put in place to cover under the law conjunctures situations where two or more individuals doing business together, for some benefits, without registering a specific legal entity, giving them rights and obligations where people involved have not put them down on paper (Slorach, Scott and Jason, 2021). Partnership Act 1890 establishes the main rules that applies to partnership unless the partners decide differently, it mentions that partners can act on behalf of each other, share profits and are together responsible for the partnership’s debts. Since partnership does not have separate identity and not given limited liability, the partnership is not distinct from the partners . Thus, if the business cannot pay its debts, creditors are entitled to pursue the partners personally (Macgregor, 2020).
        To established if a partnership arisen between the three parties (Dr. Rahman, Leo and Sophie) it necessary to consider the three points (1) business, (2) in common, (3) with a view of profit based on how the parties behaved rather than how their  describe their relationship(Macgregor, 2020). Considering the case of Khan v Miah [2001] where House of Lords established that a partnership may be formed even before a business officially starts trading, as long as the parties have begun carrying out commercial activities as part of a joint venture, it is obviously that behavior of all three parties (Dr. Rahman, Leo and Sophie) in relation to the business NeuroPulse Analytics activity is related to a partnership legal relation.
        It is noted that NeuroPulse Analytics operates as an ongoing technology consultancy and clearly carries on business with the intention of making a profit. Leo and Sophie have invested money and are involved in daily management decisions suggesting that they are running the business together more than acting as passive, independent investors. Although Dr Rahman has described herself as a sole trader, the label she uses does not show the legal reality. The shared management responsibilities and financial contributions determine a different conclusion. These factors indicate that a partnership currently exists between all three individuals. Similar with the case of Stekel v Ellice[1973], the court focused on what was really happening rather than on the way it was labeled in determining partnership status.
Legal consequences of partnership status
        Under the Partnership Act 1890, every partner acts on behalf of the partnership (Partnership Act 1890, 2026). This means that if a partner carries out actions as part of the normal business, the firm and all partners can be legally bound, unless it is clear to the third party that the partner did not have authority. This arrangement gives partners considerable control over the business, but it also creates potential liability. Each partner can be held responsible for contracts or wrongful acts (including torts) committed by any partner during business operations (Jones, 2019). Section 9 of the Partnership Act 1890 specifies that partners are jointly responsible for the firm’s debts and obligations, and can be jointly and individually liable for any wrongful acts or failures by their partners ( Partnership Act 1890, 2026).
        By default, each partner has an equal right to take part in managing the business and an equal claim to profits, regardless of how much capital they contributed, unless the partners agree otherwise. Partners are entitled to be reimbursed for liabilities they take on while acting in the ordinary course of the business. They also owe one another duties of trust, including acting in good faith, avoiding secret profits, and accounting to the firm for any personal gains from partnership opportunities (Jones, 2019).
        At NeuroPulse, disagreements over decision-making and profit distribution indicate that key matters—such as voting rights, profit shares, and exit arrangements—have not been formally agreed. As a result, the default provisions under the Partnership Act 1890 could apply, potentially producing outcomes that differ from what the partners intended. For NeuroPulse, the implications are significant. First, unless there is clear evidence of a different agreement—either express or implied—Leo and Sophie are likely to have equal rights in management and an equal share of profits alongside Dr Rahman. Second, each of them could be personally responsible for the full £850,000 annual contractual commitments, any bank loans, and other business debts. Third, if one partner commits a wrongful act in the course of running the business, all partners may be held personally liable. This form of unlimited, joint and several liabilities is against Dr Rahman’s willing, she intends to limit her personal financial exposure as the business continues to grow.
Private company and Limited Liability Partnership
        A fundamental principle of company law is that a company has its own separate legal identity. After incorporation, it is recognised as an independent legal entity, able to own assets, enter into contracts, and bring or face legal proceedings in its own name (Slorach, Scott and Jason, 2021). The case representative for this principle is Salomon v A Salomon & Co Ltd[1897] the House of Lords confirmed that once a company is validly incorporated, it operates independently and is not simply acting as an agent or trustee for its shareholders. As a result, shareholders are not personally responsible for the company’s debts beyond any unpaid portion of their shares. This concept is firmly reflected in the Companies Act 2006, which treats the company as the main legal entity. Under this framework, creditors pursue their claims against the company itself, not against the shareholders personally (Slorach, Scott and Jason, 2021).
        Limited liability partnerships sit between traditional partnerships and companies. Under section 1(2) of the Limited Liability Partnerships Act 2000, an LLP is recognised as a corporate body with its own separate legal identity. This means it can enter into contracts and own property in its own name, and it is primarily responsible for its debts and obligations. Members’ financial risk is usually limited to the amount they have agreed to contribute. However, they can still be personally accountable for their own wrongful acts or omissions carried out in the course of the LLP’s business (Jones, 2019). 
        In contrast, a traditional general partnership under the Partnership Act 1890 does not enjoy a fully separate legal identity from its partners in England and Wales. For liability purposes, the firm and the individual partners are essentially regarded as the same. Although the partnership may operate and be sued under a “firm name” for procedural convenience, this does not create true legal separation between the business and its members(BLACKETT-ORD and HAREN, 2018).
Directors’ duties and corporate governance and control within a company
        The Companies Act 2006, Chapter 2 sets out the principal duties owed by directors. These include acting in accordance with the company’s constitution and within their authorised powers, promoting the company’s success for the collective benefit of its members, exercising independent judgment and applying reasonable care, skill and diligence, and avoiding conflicts of interest as well as any unauthorised personal gain(Companies Act 2006, 2026). Directors owe these duties to the company itself, rather than directly to shareholders or creditors. However, if the company faces insolvency, directors are required to consider the interests of shareholders or  creditors (Jones, 2019).
        Limited liability Partnerships do not have “directors” in the same way companies do. Instead, the members typically manage the LLP according to their agreement. While the Limited Liability Partnerships Act 2000 incorporates certain aspects of the Companies Act 2006 for registration, filing, and administrative purposes, it does not apply the full set of directors’ duties (Slorach, Scott and Jason, 2021).
        
Managing NeuroPulse transactions under different structures:
^^^ Transactions under partnership (PA 1890)
        If a major contract is entered into by any partner in the firm’s name and within the normal scope of the consultancy’s activities, all partners would be bound by it and would share personal, joint responsibility for carrying it out and for any breach. While lenders and commercial counterparties may see this as advantageous—because they can pursue the personal assets of  Dr Rahman, Leo, and Sophie—it significantly increases individual financial risk, especially where the agreement is long-term and carries complex liability exposure. In the absence of a detailed partnership agreement, disagreements may arise over whether a partner had authority to conclude the contract; however, this is unlikely to affect third parties who acted in good faith (BLACKETT-ORD and HAREN, 2018).
        .When it comes to raising investment, a traditional partnership structure presents practical limitations. It cannot issue shares in the way a company can. A new investor would typically need to join as a partner or provide funding through a loan, potentially exposing them to partnership-style risks and internal confidentiality limitations. For this reason, many institutional investors are hesitant to invest in general partnerships. This could restrict NeuroPulse’s ability to secure funding for AI product expansion. Similarly, external borrowing—such as bank finance—would either be taken out in the firm’s name, leaving partners personally liable, or in the individual names of partners acting for the business (BLACKETT-ORD and HAREN, 2018).
        In the absence of an alternative agreement, profits and losses are divided equally, regardless of differences in capital contribution or the value each person brings to the enterprise. Departure is another area of vulnerability: unless arrangements state otherwise, the death or retirement of a partner may result in dissolution of the partnership, potentially disrupting ongoing contracts and investment arrangements (BLACKETT-ORD and HAREN, 2018).
        Taken as a whole, the partnership model does not align well with NeuroPulse’s expansion plans or with investor expectations for limited liability, structured governance and financial transparency.
^^^ Transactions under Limited Liability Partnership (LLPA 2000)
        With a Limited Liability Partnership, the £850,000 contract would be signed in the LLP’s name, making the LLP itself primarily responsible for meeting its obligations. Members’ liability would typically be limited to the amount they have agreed to contribute, along with any guarantees they choose to provide, though they could still be personally liable for any wrongful actions committed during the LLP’s business activities (Baker et al., 2018). This setup supports Dr Rahman’s aim of limiting personal financial exposure while allowing all members to participate actively in management, unless an alternative arrangement is established.
^^^ Transactions under Private company limited by shares (CA 2006)
        In a private company limited by shares (Ltd), the company itself would enter into the major consultancy contract, with liability limited to the company’s assets, shareholders only being at risk for any unpaid share capital(plus-lexis, 2026). Directors would handle negotiating, approving, and supervising the contract, fulfilling their duties under the Companies Act 2006, ss.171–177, duty to promote the company’s long-term success, taking into account employees, business relationships, and the need to maintain innovation and reputation, Companies Act 2006, ss. 172(Companies Act 2006, 2026). This clear distinction between ownership and management provides investors with the structured decision-making and board accountability they typically expect (plus-lexis, 2026).
How the roles of key stakeholders such as directors, shareholders, creditors and members would interact during the future development of NeuroPulse Analytics ^^^Private company context    
        In a private company limited by shares, directors owe their statutory obligations to the company itself, expecting them to act with powers((s.171). They are required to look beyond immediate shareholder pressure(s. 173) and focus on the company’s long-term success(s. 172), taking into account factors such as employees’ interests(s.174) and, where insolvency is a real risk, the position of creditors(Companies Act 2006, 2006).
Where the founders are also both directors and shareholders—as Dr Rahman, Leo and Sophie could be—they must keep these roles distinct. They cannot use their control to secure personal advantages at the company’s expense or to the detriment of future minority investors.
        Conflicts may arise, for instance, if investors push for rapid expansion while directors are concerned about excessive risk. In such situations, the legal framework obliges directors to apply independent judgment and exercise reasonable care and skill, rather than simply act on investor instructions (plus-lexis, 2026).
        Shareholders generally influence the company through their voting rights on significant issues, such as appointing or removing directors and approving major transactions, as well as through rights set out in shareholder agreements. Their financial return depends on increases in share value, dividends, and the possibility of an early exit, which may encourage them to favour more ambitious or higher-risk strategies than creditors would consider acceptable (Worthington, 2022).
        Creditors, on the other hand, are primarily concerned with the company’s ability to remain solvent and maintain sufficient assets to meet its obligations. Company law seeks to safeguard their position through rules on capital maintenance, provisions on wrongful trading, and the requirement that directors give greater weight to creditors’ interests when insolvency becomes likely(Poole, 2020).
^^^ Limited Liability Partnership
        If NeuroPulse adopted an LLP structure, its main stakeholders would be the members and its creditors, with management powers and financial entitlements mainly governed by the LLP agreement (Baker et al., 2018). Disagreements could arise if, for example, some members favor reinvesting profits into AI product development while others prefer to take distributions.
Conclusion and recommendations for Dr. Anaya Rahman
        As the advisory report clearly shows you are in a partnership relation with Leo and Sophie under PA 1890, exposing all three of you to unlimited personal liability. 
        Although an LLP offers the advantages of limited liability and adaptable management arrangements, a private company limited by shares is more suitable for a business seeking to win high-value contracts, raise external equity funding, and ensure clear governance structures alongside transparent financial reporting.
        Private company limited by shares under CA 2006 is the recommendation for future business transactions. It has separate legal personality, with limited liability, structured control and investor suitability. Considering the future business plans and request of limited personal financial exposure, private company limited by shares is again strongly recommended.
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