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Business 
Structures
Although (understandably) the term ‘business’ and ‘company’ are sometimes confused as being 
the same thing, they’re not! 

A business can have lots of different structures and a company structure is just one of them (and 
even then, there are different types of company structures too!). 

Why do people go into business? 

Ultimately, a business is set up because the owners of the business want to sell a product or 
service and make a profit from those sales (i.e. income less expenses). 

The profit made from the business is then reinvested back into the business or paid to the 
owners. 

Do you have to incorporate a company to go into business?  

No. You can actually operate a business as a ‘sole trader’ (if by yourself) or a ‘partnership’ (if 
it’s you and a few other people). This means you can quite literally start selling something on 
Instagram right now without having to worry about putting a formal company structure in place. 

So why even bother setting up a company? 

Well unfortunately, having a sole trader or partnership status doesn’t give you (i.e. the business 
owner) the same level of protection as a company does. You and your business are seen as the 
same thing/person so people can sue you if there are any issues with the products/services you 
sell and you end up exposing yourself to lots of risks. 

There’s also a number of tax benefits to setting up your business as a company AND it’s easier to 
grow your business into a huge empire if you’re a company! 

What are the most common business structures? 

Let’s look at the most common business structures:
 
Sole Trader
Partnerships - including Limited Partnerships and Limited Liability Partnerships
Companies - including unlimited companies, private limited companies (by shares or guarantee) and 
public limited companies



• A sole trader is exactly what it says on the 
tin – an individual who conducts business in 
his or her own name

• The business does not have a separate legal 
status so any contracts entered into with the 
sole trader will be in that individual’s name 

• The sole trader has unlimited personal liability

• There is no specific regulation on sole traders 
– they are essentially treated as ‘self-em-
ployed’ 

• A partnership is defined as ‘the relation 
which subsists between persons carrying on 
a business in common with a view to profit’ 
(section 1 Partnership Act 1890)

• The legal definition is therefore very broad 
and covers a range of relationships including 
an informal partnership between two friends 
who decide to make and sell t-shirts online 
via Instagram. 

• A traditional informal partnership such as 
the two t-shirt selling friends does not have 
a separate legal status … so all contracts 
are made by those individuals in their per-
sonal capacity and they each have unlimited 
personal liability (joint or several) to third 
parties 

• Governed by the Limited Partnership Act 
1907

• Must be registered at Companies House

• No need to disclose accounts

• Needs to be at least two people that carry 
on a business with a view to profit

• There are two categories of partner: limited 
partners and general partners

• Limited partners have limited liability in re-
lation to the debt of the business but can’t 
be involved in management functions of the 
business

• General partners have unlimited liability and 
manage the business
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Sole Trader Partnerships

Limited Partnerships

• LLPs are governed by the Limited Partner-
ships Act 2000

• LLPs have flexibility of a partnership struc-
ture with the added benefit of its members 
(i.e. the partners) having limited liability (as 
set out in a partnership agreement entered 
into by the partners) 

• LLPs have separate legal status so can own 
property, enter into contracts and be sued in 
its own name. 

• From a tax perspective, the LLP is treated as 
a partnership with each partner having to pay 
tax on any income/capital gains it gets from 
the LLP.

Limited Liability Partnerships



All companies have a separate legal identity so they can own property, enter contracts and sue or be sued in 
the name of the company. 

The owners of the company are known as ‘shareholders’ or ‘members’ and the people that manage the operations 
of the company are known as ‘directors’. 

There is not one single company type – there are a fair few: private limited companies, private unlimited 
companies and public limited companies. 

Your modules won’t focus on public companies (the law around public companies is very complex and you’ll 
get the joy of that when you do your corporate seat during your TC!). 

Instead, your course will focus on private companies limited by shares. 

04

Companies

• The legal ownership of the company is made up of shares known as the company’s share 
capital. Each share will have a nominal value. 

• The owners will decide amongst themselves how many shares each of them will get and the 
number of shares held by them individually will determine the extent of ownership (i.e. if the 
share capital is 100 shares, one owner can hold 51 shares (51%) making him the majority 
shareholder). 

• The shareholder’s liability will be limited to the unpaid amount of the nominal value of the 
shares they hold. 

Private company limited 
by shares

• Instead of owning shares in the company, the owners of the company will give a guarantee 
that if the company was ever wound up, they would contribute a certain amount of money - 
so their liability is limited to the amount of the guarantee. 

• The guarantee is usually a small amount such as £1. 

• The liability of the members is unlimited
 
• There are a number of reasons why members will expose themselves to unlimited liability 

and that’s largely to do with the level of privacy unlimited companies have over limited com-
panies (i.e. disclosing certain documents to the public). 

Private company limited 
by guarantee

Private unlimited
companies



1. Who will actually own the company (known as ‘members’ or ‘shareholders’)?

2.     How will these members/shareholders split ownership?

• Where a company is limited by ‘shares’, it means the ownership of the company is represented as 
shares- so if Person A owns 20% of the company, he will own 20% of the shares in the company (this 
may be less straightforward when there are different classes of shares but more on that later!). 

• The company will have a ‘share capital’ which is the total amount of shares that have been ‘issued’ 
(i.e. given to shareholders) 

E.g. if the company has 10 shares in total, the share capital will be 10 shares so Person A will own 2 
of the shares (i.e. 20%)

Under the Companies Act 2006, a private company limited by shares has no minimum number of 
shares (well, it’s 1) and there is no maximum!

• Each share in the company is given a ‘nominal value’. This is the lowest value a share can be given. 
A nominal value can be less than 1p! E.g. A share could have a nominal value of £0.001. This is the 
lowest amount the share can be issued or transferred to a shareholder. 

3.     Who will control the company?
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Incorporating a 
private company limited by shares

Points to consider prior to incorporating:

To form a registered company, all you need is at least one person and a ‘lawful purpose’ (Section 7 of the 
Companies Act 2006). 

There are certain decisions that need to be made to form a registered company (these questions assume 
the client is going to proceed with a private company limited by shares):

• The owners of a company ultimately control it based on how many shares they have so in the example 
above, B actually has the majority shares and will have final say on decisions that reach shareholder 
approval. 

• However, shareholders don’t get involved in the day to day running of the business. 

• Instead, the company is controlled by ‘directors’. The owners can choose to take on the role of a 
director but they can also choose not to. 

• The directors and shareholders can be totally different people. 

• The directors will manage the day to day business of the company (known as ‘the board of directors’). 



So... now you’re ready to incorporate the 
company at ‘Companies House’ ... what 
documents do you need?

Effect of registration:
• Company becomes a separate legal entity
• It can conduct business, own property, hire employees, incur debt, make profits etc 
• Members of the company can change but that won’t effect the company 

Once the documents are ready... 
...send the documents to Companies House (Registrar of Companies for England and Wales). 

Companies House will (if it’s all fine) register the company and the applicant will receive a ‘Certificate of 
Incorporation’ – this is conclusive evidence that the Companies Act 2006 has been complied with – s. 15

Memorandum of Association 
 (s. 9(1)). 

This is a short prescribed document 
(set out in the Companies (Registration) 
Regulations 2008 SI 2008/3014, reg 
2(a), Sch 1). 

• This sets out who the subscribers 
are that wish to form the company 
(i.e. who is taking the initial shares 
in the company and agree to be 
members) and confirms they take at 
least one share each (s.8(1)). 

Articles of Association 
(s. 9(5)(c))

The articles of association set out the 
rules governing the internal running of 
the company such as how meetings will 
be run, who can be a director and how 
they’re appointed, details about share 
rights and different classes of shares 
etc. 

If no articles are submitted, model 
articles will apply s. 20.

Form IN01
(s. 9)

This is the ‘Companies House’ form that 
sets out the specific details relating to 
the company such as:

• the company type (i.e. private limited 
by shares or guarantee, unlimited or 
public company), 

• proposed name (don’t forget strict 
name requirements - i.e. can’t be 
the ‘same as’ or ‘too like’ an existing 
company name), 

• proposed address,
• details of the directors, 
• details of shareholders,
• details of shares (including nominal 

value of shares and classes of shares) 
to be held, and

• proposed share capital (or statement 
of guarantee if it is a company limited 
by guarantee).

Incorporation fee

This is the fee Companies House charge 
to register the company. 
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Thank you for downloading 
the Company Law Study Guide 1!
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