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Unit 3 Managing business situations (1)

	[image: image1.png]




	C A 1.9


Setting up a business: types of companies
You have a good business idea and like the thought of being your own boss, but what sort of business should you start? There are a number of different types and each one is subject to very different regulations.
Sole trader A sole trader is the simplest form of business organisation. There are no legal requirements – you simply set up your business and start trading. All the profits that you earn are yours, and you pay income tax on those profits like everyone else. You have complete freedom to make decisions. However, you also have unlimited liability. That means that you are liable for – responsible for – all your debts. If you stop trading and have large debts, your creditors will have a claim on your personal possessions like your house and car.
Partnership A partnership is, in essence, a company which consists of two or more sole traders. All have a share in the company, and like sole traders, all are also liable for the company’s debts. Before you start trading as a partnership, you must have one legal document: a ‘partnership agreement’ which shows clearly the rights and responsibilities of all the partners. Partnerships are most common in professions like accountancy, medicine and law.
Private limited company (LTD) As a sole trader or a partner in a partnership, you are liable for your company’s debts. In a private limited company you are not. The company’s capital comes from shares which you sell. If things go wrong, the shares can lose their value and eventually be worth nothing, but you yourself are not personally responsible. Setting up a private limited company is more complicated than becoming a sole trader. You need to register the company legally, submit annual accounts, and put the letters Ltd (Limited) after your name. Private limited companies vary enormously in size. They may consist of a small family business, or they could be the Virgin Group, which is a private limited company owned by the businessman Sir Richard Branson.

Public limited company (PLC) Like a private limited company, a plc sells shares, but the key difference is that anyone can buy these shares on the stock exchange. That means that a very large number of people (shareholders) can invest in the company. The company normally reports to its shareholders every year at an annual general meeting. Public limited companies are subject to more legal requirements than private limited companies. For example, they must have two directors and they must employ a qualified Company Secretary who is responsible for the company’s finances.
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