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Business 
Structures
If you are establishing a new business there are a number of things 
to consider, in particular, the way it is to be structured. This can be 
done in a number of ways but the best one for your business will 
depend on a number of factors and you should always take advice 
from a solicitor and an accountant. Below is a list of various types of 
business structures with some of the advantages and disadvantages 
of each but this is a guide only and is no substitute for proper advice.
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Sole Trader
A sole trader is often seen as the most straightforward 
business structure as you operate the business in your 
personal capacity.

The benefit of this is that you can run the business 
as you wish and you will not have to make public any 
information relating to the business or your accounts. 
This can also simplify your payment of tax as you would 
submit a tax return that relates to income from the 
business and any other income you may receive rather 
than submit a separate business tax return. However, 
this may cost you more in tax than other structures.

The main disadvantage of being a sole trader is that 
your personal assets can be treated as business assets, 
and so you could lose these if a claim is made against 
you for any business debt. Similarly, any poor credit 
rating of the business will be reflected in your personal 
credit rating.

You should also consider how the structure you 
choose will affect your business dealings with other 
people; your potential customers or suppliers may 
consider you to be a much smaller business than say a 
limited company; this could therefore prejudice you in 
obtaining finance, entering into contracts or 
negotiating terms.

Partnership
When two people are in business together without 
having any other formal business structure in place they 
will be working as a partnership, whether or not they 
have a partnership agreement in place.

An advantage of this is that, as with sole traders, there 
are no requirements to make accounts public. The 
partners will each be responsible for paying the tax 
which is due on their share of the profits even if this has 
not been released to them.

A disadvantage of a partnership is that partners each 
risk their personal assets being used utilised to pay any 
debts of the business. Further, recovery of money for 
any debt can be against all of the partners jointly or one 
of them solely, making it potentially risky.

Limited Liability Partnership
If you would like to trade as a partnership but limit your 
liability as partners then this is possible by forming a 
limited liability partnership; the liability for tax will be 
the same as for partnerships.

You will have to be registered at Companies House and 
file accounts, which are available to anyone to inspect; 
however, generally the administration requirements of 
a limited liability partnership are less onerous than for 
a limited company.

The members of a newly formed limited liability 
partnership are likely to be asked for personal 
guarantees just like the shareholders in a newly 
formed company.
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Limited Company
When trading as a limited company you must register 
it at Companies House and file accounts and other 
information on a regular basis; that information will be 
open to public inspection. As a legal requirement you 
must also maintain formal books that contain specific 
information, and they must be made available for public 
inspection.

The owners of the business will hold shares in the 
company and often act as directors (the directors are 
the managers of the company). An advantage of a 
limited company is that your personal assets are not at 
risk, provided you have paid for your shares in full.
The tax position of you as a shareholder is very different 

to that of other business structures, as the profits of the 
business can be distributed in various ways to maximise 
your income and minimise your tax liability.

On the face of it other businesses may consider a 
limited company to be of better standing than a sole 
trader but in the days as the director you could be asked 
to provide guarantees or other security thus putting 
your own assets at risk. However, as the business grows 
and builds a trading and credit history the requirement 
for such guarantees is less likely.
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You should always seek advice on your individual 
circumstances; this leaflet is for information only, 
and does not constitute advice.


