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After reviewing and researching all the necessary information needed for Paul. I have written out this brief to outline all the advantages and disadvantages to staying as a sole trader and also forming a company. Hopefully this will prove helpful in allowing Paul to make the correct decision for his business. 
Issue
Paul is looking for advice on whether or not he should form a limited company with his friends or continue as a sole trader. He began his small business ‘Sweetstuff’, which includes making confectionary from his home during the pandemic. Due to the growing success of his business, he has now had to employ two of his friends, Gregor & Katya. Due to the ever-growing increase in sales, Paul is now looking to grow and expand his business by looking at commercial units. He is looking for advice regarding any available funding he can acquire but also looking into the possibility of going into business with his two employees as they have the same intentions regarding the interest of the business. 

1. Legal Personality. 
Once a company has been registered or incorporated, it obtains a legal entity separate from the owners and those running it, i.e. directors. This means that the company has its own legal rights and obligations. In the case of Saloman v Saloman & Co LTD 1897 it defined that a company is its ‘own person’ and accepts liability of all debt occurred, it has the right to own its own property and assets, but also allows the company to sue and be sued (Ahktar, A. 2023). 
Regardless of whether Paul wants to stay as a sole trader or begin a private limited company, as long as the company is registered with the correct information the company obtains a legal personality. 
2. Personal Liability of the participants.
There are a range of different responsibilities each person associated with the business that each participant must follow. Personal liability oftens refers to the individuals’ assets such as home, savings, and other possessions may be at risk if the business is unable to meet the financial obligations (Burke, C. 2024). 
· As a sole trader this means that you are liable for any and all debts that the company obtains. This means that the debts must be paid from the income earned or any savings. If the debt has not been paid then creditors can escalate this further, meaning the business and your personal assets may be at risk (Business Debtline, 2024).
· Liability of partners within a partnership are limited except in cases where fraudulence has occurred, any acts of negligence or unauthorised acts. A partner shall not be deemed liable for the wrongdoings or omissions of any other partner. But all partners are liable for the debts of the business (Bloomenthal, A. 2023).
· As a private limited company, you are deemed ‘protected’ from personal liability. The ‘veil of separation’ is part of a limited company’s structure and protects you from the debts the company may have accrued (Munnery, J. 2024).
3. Creation- formalities, speed, and cost.
When it comes to creating or forming a company or partnership there are a range of rules and regulations that need to be followed in order to establish a legal company. First off is to outline the business and what the intentions of the business are. You must register with The Companies House 
Articles of association 
· The standard registration fee to set up a private limited company is £12, on The Companies House website. 
· To register as a sole trader is completely free, but there can be a risk of financial risk if the business were to fall into debt. 
· A partnership, like a sole trader is completely free to register but it is more complex to set up than a sole trader. It requires a partnership agreement which you may pay someone else to draft. 
· Prices will vary depending on licenses, if necessary, rent if they were to trade outside of a commercial unit. 
The speed of the creation of a company can vary depending on the complexity of the contract and agreements that have been discussed between the parties. It will take around 10 days to completely register as a sole trader, but for a partnership and private limited companies it can take roughly the same amount of time if applications are completed correctly with no errors or mistakes (Aitken, M. 2024)
4. The name of the business. 
It is a very crucial aspect that an extensive and thorough search has been undertaken when it comes to deciding to name a business within the United Kingdom. One of the most key aspects is to check for trademarking, making sure the name you would like to use is not already in use. If you were to use a name already used by another company it can allow the other company to begin legal proceedings against you. There are a range of different rules outlined in The Companies Act 2006, s.53 and s.54 state that it cannot be offensive, it cannot contain a sensitive word or suggest a connection with the local authority or government unless permission has been obtained (Legislation, 2024). 
· For naming a private limited company, your name must end with ‘Limited’ or ‘LTD’. You must ensure that your name isn’t recognized as ‘Same Name’ or ‘Too Like Names’ this means that if your name is similar to another company, you will be asked to change the name. The Companies House will contact you if they believe it is too close to another (Gov, 2024). You must register the name with the Companies House. 
· When it comes to partnerships and sole traders the standards are the same when it comes to naming a company. The rules are different when it comes naming a business, as stated on the government website you can trade under your own name or chose another. The name must be stated on official lettering and any invoices you have. The words ‘limited’ or ‘LTD’ cannot be used when acting as a sole trader, unlike a private limited company you do not have to register the name online (Gov, 2024). 
If you do not wish to change the company name, you can cross check the Companies House to see if the name you wish to use is already in use or if it is available. Although both have different rules, many of the guidelines stay the same such as the name must not be offensive or relate to a local authority or government. 
5. Ongoing formalities/regulations and privacy.
There are a range of formalities, regulations and privacy rules that must be followed when establishing and running a business. The rules will differ depending on what type of company it is and what they offer. 
· There are a range of different regulations that you must follow when it involves a private limited company. One of the main aspects is that they must keep and store documentation that can be deemed relevant to the company. A private limited company must register with The Companies House and pay any corporation tax on all profits each year. 
· The rules and regulations for a sole trader and partnership are very similar. Both must register with HMRC and apply for self-assessments; a sole trader must keep accurate and up-to-date accounts. The only difference between a sole trader and partnership is that the partners must submit separate tax returns each year. 
In regard to privacy, there are data protection rules all companies must follow. This can be anything from storing personal information on customers, staff, and account holders, these will usually include information like home addresses, recording staff working hours and giving any information to delivery services. When collecting someone’s personal information they must be informed on how their information will be stored and used. It does not matter if it’s a sole trader, partnership or private limited company, the rules will stay the same for all (Gov, 2024). 

6. Management – flexibility to transact and bind the business. 
Binding refers to the authority in which one possesses to legally enter into contracts. Dependant on the type of business there are different powers bestowed on each person involved (Sprint Law, 2024).
· The power to conduct business transactions and legally bind the company resides with the directors. Shareholders however typically do not have the authority to bind the company unless they hold specific positions within the company. 
· Partners generally possess the authority to conduct business transactions and legally bind the partnership, unless otherwise stipulated in the partnership agreement. Its crucial to acknowledge that the extent of each partners authority may vary depending on the provisions outlined in the partnership agreement and the specific roles assigned to each partner. 
· A sole trader possesses the autonomy to engage in business transactions and legally bind the business on your own. As a sole owner of the business, you assume complete control and responsibility for all assets of your business.






7. Finance. 
When it comes to starting a business either as a sole trader or a private limited company, the main discussion is financing and what is available to help ‘start out’. First thing to consider is creating a budget, estimating the startup costs, and determining how the business will generate revenue. In this case we have already got a business that is already generating enough income to employ two people. Another aspect to consider is creating a business plan, by having a plan in place it allows bank managers to look and see the structure and determine whether or not a bank loan can be considered. 
· There are numerous options for funding when dealing with private limited companies, each choice comes with their own stipulations. There is money from personal savings, family and friends, bank loans and private equity from private investors (Horton, M. 2021). Bank loans are deemed the most viable option in this case, as long as a strong financial track record can be provided. Many loans will require the owners to show a detailed business plan, profit levels and revenue sources. This may be a vital option to consider when thinking about expansion and if new equipment is needed to create more product. Another option is family and friends, in most cases once personal funding has ended many new owners will look to family and friends for financial help this usually comes in small increments between £5000-£10,000 and majority of the time the people who help usually don’t want any involvement with the company itself. 
· Funding available as sole traders and partnership – there are a range of different grants and loans available. There are over 100 different grants available within the United Kingdom, they are available to help with a range of different things such as reduced costs to free equipment. Generally, government grants come in the form of a direct grant, this is usually given to new start-up businesses for essentials. Some grants will expect the owner to place 50% of the value of the grant but many have funds of up to £500,000 dependant on the sector (British Business Bank, 2024). 

8. Transfer of interest if participants want to ‘sell out’. 
Transfer of interest is usually what happens when a person wants to share their percentage of the business. The rules are very similar for each different type of business but ultimately all mean the same thing, a stock transfer form must be filled out and documented with the proper authorities (Small Business Accountant, 2024). 
· As a sole trader it is your own decision to make. If this is a decision you want to make you must find someone willing to take on the business and any debts the business has accrued. 
· In a partnership, it can be discussed between both parties on whether they would like to ‘buy’ the other person’s shares or if they want to sell to an outside party. It is dependant on what is written within the partnership agreement. 
· Private limited companies
· The transfer of interest pertains the transfer of ownership or shares from one party to another. This transaction typically involves the transferor who is the current owner, selling their shares to the transferee, the prospective new owner. This could be with someone within the company or an outside party. 
9. Taxation of profits generated by the business and distributed to the proprietors. 
All businesses must pay a certain amount of tax per year, there are a range of different taxes a business must pay. These taxes will be dependent on the type of business that’s been set up, whether or not there are employees and other factors including the business premises and any assets owned (Unbiased, 2024). 
· As a private limited company, it must pay corporation tax on all profits accrued. This must be registered for within three months of beginning to trade, you are responsible for ensuring that the correct tax is paid, to ensure this is done correctly there must be an accurate account of the company’s accounts and file a Company Tax Return by the deadline provided. Many companies will hire an accountant to ensure that this is done correctly.  
· Both sole traders and partnerships must pay income tax and contribute to national insurance. Partners must submit a separate tax return form. If you occupy a business premises you must pay business rates on that. If there is anyone employed at the business or its premises then employers’ national insurance contributions must be made, if there are any VAT-able goods you provide and the taxable is over a certain amount (£85,000) then you must register for VAT. If a sole trader or partner were to sell assets that have significantly increased in value, then there could potentially be a capital gain tax




















Task 2 
To Ada, 
After researching and evaluating the terms outlined within document 1, I do believe that all the terms and conditions stated within the document should be included within the companies Articles of Association. By having a specific set of rules in place it allows the partners a sense of protection when it comes to their assets. If all parties have consented to these terms, then it should be included within the contract or partnership agreement they will sign. 
It states in the document that Gregor is taking out an additional £20,000 loan with a 1% interest rate over the span of 7 years, it must clearly state in the agreement that this debt is liable to Gregor and that Katya and Paul are not liable, and that the business would not be at risk if the debt does not get repaid. 
The agreement must state each partner’s salary, with Paul taking a share of £10,000, Gregor’s being £7,000 and they must agree on a wage for Katya as she is unable to commit to the partnership as much as Paul and Gregor. Her salary I presume would be a lot less than the other two parties as they are full time and Katya has committed to 16 hours per week. Paul has expressively stated that if Katya cannot commit to 16 hours per week, then it would be beneficial for Katya to focus on her own business of becoming an interior designer. It needs to be stated within the agreement that she can commit to 16 hours per week regardless of her freelancing business. 
Everything stated in the document should be written up by a legal professional, it should include all the terms they have discussed and once all three parties are happy it should be signed and dated and each party should receive a copy. 
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