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‘When considering liability for the debts of an insolvent business (sae
ey;erm pox In Chapter 6), it is important to know the legal status
%?the pusiness concerned. There are different rules for individuals/

“unincorporated businesses and incorporated businesses, and these ars
r_consldered in Chapter 6.

A!though unlimited liability can be a significant disadvantage of being a
ﬁ?é[e trader, a key ntage is that there are no specific formalities or legal
qb ycesses requ set up the business. Self-employed people do need to
3,,59§15ter with_k nd some sole traders may be required to register for
A‘l’ (see rapter 7). However, the additional costs of forming a company
sa ojded) In addition to this, unlike companies, there are no onerocus
o) ,j, yoingfe malitydecision-making, filing and disclosure requirements (see
nd Chapter 3). This can make being a sole trader more

e{jﬁ" @ es bel
attrac ve, pri nd less expensive.

ol

' '_ f;_s.j !q C eﬁ%y income tax on their trading profits and capital gains tax on
( the u,@ l; $ at gains (see Chapters 8 and 9). They will usually obtain tax advice

\ T WE efd dmg on the type of business medium.
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Exam warnlng

urposes of SQE], it is important to consider the particular
es of the client when advising on which type of business
uld be most suitable for their particular needs. You should be
ble \o)fo : lance competing factors (eg the importance of limited liability,
’1« erous disclosure requirements) in order to advise. Make sure
hat ﬂtl ead the question carefully (see Practice example 1.3).

\»
\ AQ
racti CO example 1.3

!\* ’( ts to set up his own business as a window cleaner. His funds
t and his liabilities (see Chapter 5) and financial investment

b *‘w w. He is keen to keep things simple and not to incur substantial
ow would you advise Rylan with regard to the most suitable

edlum for him?
8 C28

Alt M'( o $the benefits of limited liability may be significant for those

| n \13:"'

nvi "i«' ( farge sums and taking significant risk, it would appear that
1€ C( 3 \* and administrative burden of setting up a limited company
ﬂ .ge appropriate here. Therefore, in this situation, it would be
11 o Rylan to operate his business as a sole trader.
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Incorporated businessss 7

,‘ 1 ‘Llp unincorporated business, there is no legal separation between the
bus ness and the partners’ personal affairs/assets. They are therefore
o e onally and directly responsible for all debts and liabilities incurred whiist
1‘;‘{ are partners (s 9 PA). Their personal assets are at risk, and they may be

| "i{,pg ‘d’ bankrupt if the business is unsuccessful (see Chapter 6).

quwv fthe PA, there is.no separation of ownership and control (s 5 PA). Every
. ij,. or may act fQ purposes of the partnership business and the acts
of an: V ,one partn@'\ bind the partnership (see Chapter 2). This can make
‘mé an égeme straightforward than with companies.

traders, partners do need to register with HMRC and
ps may e required to register for VAT (see Chapter 7). However,
) tional tsvof forming a company are avoided (see Companies,
to this, unlike companies, there are no onerous ongoing
ion-making, filing and disclosure requirements. This can
partnership more attractive, private and less expensive.

ol uu ppartners pay income tax on their share of the trading profits and
[0} rﬂ' e ains tax on their share of the capital gains for the partnership (see
"--J ters 8 and 9, respectively). They will usually obtain tax advice when
mxov the type of business medium.

\, ;C,zon tlp

‘advising on which type of business medium would be most
et to écllent's particular needs, you should be able to balance

. Two or more people going into business may be
ce lned about ongomg costs and formahtues than wuth the

TED BUSINESSES

on. x l“ explore incorporated businesses - companies and limited
) *n{ erships. For SQEY, it is crucial that you understand their main
eristic \End thelr advantages/disadvantages.

ar "“'L lncorporated business with separatg legél personality ar;d
ners (members) usually have limited liability, The company

——
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shareholders own the shares in the company (see Chapter 3)
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e
itec / Iablllty

mfj“ d major hallmark of a company is the potential for limited liability.

ability ma: .,be limited by shares (more commonly) or by guarantee (usuaily
or ‘o)u t-makmg entities).
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term: limited liability
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Incorporated businessas 1L

Minimum capital requirements -
£50,000 (ss 761 and 763 CA)

Shares must be at least one-quarter
Jpﬁaid up (s 586 CA) 2]

Subject to more stringent/onerous
rules (particularly on disclosura), as
# public money is involved

Company may apply for shares to
be officially listed for trading on a
recognised investment exchange
(eg London Stock Exchange or
alternative investment market)

Officially listed companies are
subject to additional disclosure rules

liablllty partnerships (LLPs)
liability partnership is formed under the Limited Liability

A‘

ps Act 2000 (LLPA). It is a type of incorporated business and is
y S ending form LLINO1 to Companies House.

D has ¢ ccmbinatuon of the features of both partnerships and limited
n ;z S {z v nexample they are available for persons ‘carrying on a lawful
‘i hia view to profit’ (s 2(1)(a) LLPA) and every member is deemed

, x ’ ’ftheLLP(sGLLPA)

er W\ -71

reglstered at Companies House, an LLP has separate
ity (s ) LLPA) and members have limited liability/are not directiy

ible m_» ts debts (s 1(4) and (5) LLPA).

Q“Limlted Liability Partnerships Regulations 2001 provide
apply between the partners in default of express of implied

C "‘Ithe contrary (see Chapter 2). There is therefore more

£ ”*ieﬁj egard to management than companies, which have a stricter
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Yes

red the following key knowledge points. You can use
your revision, ensuring you recall the key details from

types of business organisation can be separated into
Uhir f‘»o orated businesses (sole traders and partnerships) and
incorpc ted businesses (companies and LLPs).

LN Q’

C CC mpanies

im d to focus on private and unlisted public companies for the
Q M s@/of SQE1 and do not need to have detailed knowledge of listed
D7 o

q ve of business organisation has different organisational
( 4 &ics and practical implications.

u need o have good working knowledge of the organisational
acte w{ tlcs and practical implications in order to provide tailored
cetoe ’cllent on the most appropriate medium for them and the
sequel @es of such a decision. Remember to consider a client’s
ividu: ﬂu rcumstances

’:\
u,

“5 MS AND CONCEPTS

corpor ted business (page 3)
ncorp ﬁT d business (page 3)
le trac (page 4)
Inlimite \1 ability (page 4)
] ‘1 . (page 6)
M‘ 3{ QO 8)
e leg gal personality (page 8)
wr{ 5 (page 9)
99 9)




L ' : SQEI-style questions 15
B QUESTION 3
R cﬁﬁﬂ! holds 10,000 €1 ordinary shares in a private limited cormpany

fqpmanﬂng a 5% shareholding. The shares are fully paid and the company
is balng wound up, with substantial debts.

How much will the client be required to contribute on winding-up?

% t
étra|ghtf0rwal'd asp garde Ning

.\ Lol Bstantlal B8l oun OSSsib|a an: A, The client will not quired to contribute on winding-up
‘ u “ ;
| ‘brrow s aY ang the, ﬂ"“l‘h& client will be Qd to contribute 5% of the company’s outstanding
,’,, ~ debt.
.{ ’type of bUSIness medi . & The C"ent e QQUlfed to contribute £10,000.
% a:;.’. ‘why? um the 'Uﬁ?\i[he client’ ility will be unlimited.
, ,*" o | e;, The; will be r d to contribute towards the costs of winding-ug
, bec '18 e there is little administratjy, |

wﬁw te limited company.

it ﬂ_,\ buld be of benefit to the Client
dj nvestment and overheads

Jitiona _-J urdens of starting and runni
:'3:‘.:'?..?5?

‘ber eﬁts of separate personality ang NC f the following best describes the client’s liability?

- ;'1
outy éigh all other consnderatlons i N
; :« is a separate legal person, an nt will l
«m e able to separate ownershnp i usiness X P egal person, and the client will be able to

BRI w : gtheir personal assets separate.
=13 v»l r the company’s assetswhen
e o y T 1 g;d\ ent will be personally liable for the debts of the business.

iBility to ‘Gl he 2 C (}ntfs liability will be limited to the amount they contributed to the
y , uﬂ.,@lr ‘sg.

;_:.,z: lgnt will be jointly and severally liable for the debts of the business.
T "v”" ’ gﬁt’Will not be liable as the business has not been registered at

og'?rader whose business is in financial difficuity. However
tantial personal assets and are keen to ascertain their habiity

ng of the business.

’
" 25
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' usiness wit ng standmg
tc bUy premises, employ severa
' ?ally In the medium term, the

fi) 19
he ype of business medium
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Acl §; looking to set up a manufacturing business with two friends who are
%‘-f*ﬂ‘fi ) e verienced executives. They plan to expand quickly, have substantial
bor w“‘i band appoint over 50 employees. The client is happy not to e
"W'”" ‘\3 in the day-to-day management of the business. but he wants to
s el make l?e“that his liability is limited to his investment. The chient may also
i Wi %‘rii’ ) sell his share in the business on his retirement in a fow years' time.

| M+
Whict

Lo whi Qﬁ the following best describes the type of business medium the
i .(‘*“ 1 I\d his two friends should choose?

i"\‘ﬁ

orivate company, limited by shares.
X j "
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Com ;“»‘3_2‘5:1:;3, by guarantee are usually non-profit-making entities.
SO optior i"Ei.f Is incorrect. Option D is incorrect as limited companies are

more Ul'y,‘.[ecogmsed than LLPs for trading purposes.
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MKEY CASES, RULES, STATUTES AND INSTRUMENTS

The CACA z\;": . . .

L4 ~--“H,!;, Assessment Specification does not require you to know any
ST : ) L l i :@;{Y‘)-

ry authorities or specific case names for this topic. However, you

should C‘\ of the implications of the case of Salomon v A Salomen

BACGICO Ltd [1897] AC 22. Specific sections of statutes are set out for ease
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