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qLegal Online Publication 

 

I Am Setting Up My Company, Which Structure Should I Go 
For?  

Choosing your corporate structure can be an exciting – and confusing – moment in starting your company. 
This publication walks you through the basic options and some advantages and disadvantages to help you 
choose the right corporate structure for your situation. 

Why do you need to choose a corporate structure? 

If you’re planning on setting up a business in the U.K., one of the first questions you need to ask yourself is 
what kind of business structure or trading vehicle suits your needs? The business structure or the trading 
vehicle will define how the business is organised and dictate what rights and obligations the business has. 
Depending on the stage of the development of your business, different structures may be more or less 
suitable. For most start-ups and small businesses, the most common structures are sole trader, partnerships, 
and limited companies. This publication explores these three options, their relative responsibilities and 
implications, and the requirements to set each up. At the end is a list of resources to explore these issues 
further or to go ahead and set up your own business structure!  

Sole Trader 

Who is a sole trader?  

A sole trader runs their own business and is self-employed. Under this structure, a single individual owns and 
operates the business, with no legal distinction between the owner and the business. This allows a lot of 
control over the decisions, and a straight line to all profits, but also direct responsibility. A sole trader vehicle 
can be simple to set up, but requires extra vigilance to maintain! 

The traditional “self-employed” person might be a tradesperson like a plumber, decorator, or gardener. These 
days it could also include people who sell crafts on Etsy or work as a private hire driver. You could even be 
both an employee and self-employed, if you work as an employee for one company and moonlight another 
job as a self-employee on the side.  

But occasional trading or trading without the intention of making a profit probably doesn’t qualify for sole 
trader status. By way of example, selling your old bike on Gumtree or Facebook Marketplace probably doesn’t 
qualify you as a sole trader.  

Gov.co.uk offers some inclusive but not exhaustive criteria, whereby you might be “self-employed” if you: 

 run your business for yourself and take responsibility for its success or failure 
 have several customers at the same time 
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 can decide how, where and when you do your work 
 can hire other people at your own expense to help you or to do the work for you 
 provide the main items of equipment to do your work 
 are responsible for finishing any unsatisfactory work in your own time 
 charge an agreed fixed price for your work 
 sell goods or services to make a profit (including through websites or apps) 

Legal Responsibilities and Implications 

With great power comes great responsibility - the lack of distinction between the owner and the business 
allows for complete control over your business. This can mean fast decision making. The ease of setting up 
also means minimal formalities and red tape. This can also be limiting - if you bring on another person to 
make decisions, you are no longer a sole trader and might need to register as a company or form a 
partnership.  

The biggest and most important drawback is that having no separate legal personality opens you up to 
unlimited personal liability for the debts and liabilities of the business. This means if the business can’t pay 
its bills, creditors could come after you directly!  

A lesser drawback is personal record keeping. While it is simpler than other structures, keep in mind there’s 
only one person keeping the books and running the business.  

Requirements and Process 

Those who earn over £1,000 annually through self-employment should set up as sole traders. Thankfully, 
setting up as a sole trader is easy – you don’t need to adopt constitution documents or file accounts with the 
Companies House. You just need to choose a name to trade under, register for tax, and keep records for tax 
purposes.  

You can trade under your own name or can choose another name. You don’t have to register the name 
anywhere, but your trading name cannot (a) include ‘limited’, ‘Ltd’, ‘limited liability partnership’, ‘LLP’, ‘public 
limited company’ or ‘plc’; (b) be offensive; or (c) be the same as an existing trademark.   

You will need to tell HMRC (Revenue and Customs) you intend to pay tax through self assessment, and keep 
careful records of your sales, profits and tax liabilities. And if your turnover exceeds £85,000 annually, you 
must register for VAT. For many small businesses, traditional accounting of your income and expenses by 
date you were invoiced or billed will do. For others, cash basis recording when you receive money or pay a 
bill is easier.  

Partnerships 

What is a partnership and what legal responsibilities does it entail? 

As opposed to a sole trader, in a partnership model you and your partner or partners share the responsibilities 
of the business. There are two main types of partnerships: a general partnership, and a limited partnership. 
Regardless of the type chosen, setting up as a partnership will require you to choose a name. However, the 
further procedural requirements of setting up as one of these two kinds of partnerships differ. 

1. General partnership 

A general partnership does not have a legal personality separate from its partners and could be 
classified as a trading team. This means that although the people that constitute the partnership will 
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share the profits of the business, they will also personally bear joint unlimited liability for any debts of 
the business. Partners are also jointly and severally liable for the wrongful acts or omission of their 
fellow partners in the ordinary course of the partnership business.  

In a general partnership, you must choose a ‘nominated partner’ to bear the responsibility of managing 
the partnership’s tax returns and keeping business records. 

Registration Requirements 
A general partnership does not have to register with Companies House. However, because 
partnership law implies certain terms concerning governance of a general partnership, it is a good 
idea to enter into a formal written partnership agreement with your fellow partners. 

The nominated partner will have to register the partnership for Self Assessment with HMRC by 
October 5th of the second business year. The other partners are required to register separately as 
individual taxpayers. If the taxable turnover of the business is over £85,000, the nominated partner 
will also have to register for VAT. 

2. Limited partnership1 

Should you want to differentiate between the different partners’ obligations and responsibilities, you 
can structure your business as a limited partnership. In a limited partnership, the different types of 
partners are referred to as ‘general partners’ and ‘limited partners’. A limited partnership does not 
have a separate legal personality from its partners.  

A limited partner cannot manage the business and is only liable for debts of the business up to the 
amount of money or other assets she has contributed to the business at the time of registration. The 
limited partner’s original contribution may not be revoked, and she must register for Self Assessment 
with HM Revenue and Customs.  

A general partner controls and manages the business and is also liable for any payments or debts 
the business is unable to pay for. A general partner can make binding decisions for and on behalf of 
the business and thus bears more responsibility than a limited partner. The general partner’s liability 
for the limited partnership’s debts and obligations is unlimited. 

Registration Requirements and Process 

Under the limited partnership structure, the business must be registered with Companies House. This 
can be done for a £20 fee. This step is especially important because the distinctions made between 
general and limited partners concerning personal liability and the division of roles and responsibilities 
only come into effect upon registration. Until the partnership is registered with Companies House, all 
partners are equally responsible for any debts or obligations of the business. 

Similar to the general partnership, a general partner in a limited partnership must register the business 
for Self Assessment with HMRC. All partners must also register separately as individual taxpayers. If 
the business’s taxable turnover is over £85,000, it must also register for VAT.  

                                                 
1 A limited liability partnership (LLP) is yet another type of partnership available in the UK. It is appealing because it is a 
hybrid form that shares some of the benefits of a partnership with some of the benefits of a company. We have not 
discussed this form in the body of this publication because it is a form most typically used by professionals including 
lawyers, architects, and accountant. Please note that the LLP option is summarised briefly in the two articles linked on 
page 5, in the paragraph below the chart. 
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Limited Companies 

A limited company is a common type of business structure whereby a company is considered a legally distinct 
body. When a company is considered a separate legal entity, it has certain distinguishing features, namely 
(a) it is a separate body from the people who run it, for example the company itself can enter into contracts, 
can sue and be sued; (b) the company’s finances are separate from its owners’ finances; and (c) the company 
has the ability to own assets and keep any profit after paying the taxes.  

There are various types of limited companies that can be formed - Private Company Limited by Shares, 
Public Limited Company and Private Company Limited by Guarantee.  

1. Private Company Limited by Shares 

In a Private Company Limited by Shares, the ownership of the company is divided into units called 
shares. These shares are distributed amongst the shareholders who can buy one or more shares in 
the company. The shareholder’s liability is limited to the amount they have paid for the shares they 
own in the company. The number of shares they hold directly affects their percentage of ownership, 
voting rights and dividends they will be entitled to.  
 
A Private Company Limited by Shares cannot offer shares to the public. The Articles of Association 
is the principal document governing the basic managerial and administrative structure of the company 
and sets forth who is or can be a shareholder. The directors of such a company are appointed by the 
shareholders. This type of business structure is popular amongst commercial businesses operating 
at large and small scale because one can earn profits while not risking their personal finances. 

2. Public Limited Company  

Similar to a Private Company Limited by Shares, the ownership in a Public Limited Company is 
distributed into shares. The liability of shareholders is typically limited to the amount they have paid 
for their shares in the company.  

But unlike the Private Company Limited by Shares, a Public Limited Company can offer its shares to 
the public and list them on the stock exchange. When a public company issues shares to the public, 
it must first issue shares with a combined nominal value of (at least) £50,000. Also, at least two 
directors along with a company secretary must be appointed.  

Large established businesses often choose this business structure when they have attained a certain 
size and aim to reach the public market for shares and funds.  

3. Private Company Limited by Guarantee. 

A Private Company Limited by Guarantee does not have the concept of shares or shareholders. It 
instead has appointed guarantors who guarantee to pay a fixed amount towards the company’s debts 
(if they arise). The personal assets of the guarantors are not at risk. This type of limited company is 
suitable for non-profit or charitable organisations.  
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It is important to note that each of these different legal entities comes with its own tax advantages and 
disadvantages and that these different tax consequences may be important to the final decision about which 
legal structure to form. qLegal is not able to give advice on tax law and recommends consulting with an 
accountant and reviewing trustworthy, available information online. Please remember that tax law changes 
frequently, and it is important to have up to date advice from trustworthy sources. Here are links to articles 
from trustworthy sites: https://smallbusiness.co.uk/should-i-go-sole-trader-partnership-or-limited-company-
2452737/, https://companieshouse.blog.gov.uk/2018/07/18/choosing-the-right-business-structure/ 
 
 
 
 
 
 
 
 
 
 
 
 

  Advantages Disadvantages 

Sole Trader  Low cost to maintain 
 Freedom and full control over 

decision making 
 Minimal red tape to set up 

 Unlimited financial liability for the debts 
and losses of the business 

 Full responsibility to make decisions 
and maintain the business 

 Must keep your own records for tax 
purposes  

General 
Partnership 

 Joint ownership and management 
of a business 

 No registration requirements 

 No separate legal personality 
 All partners personally bear unlimited 

liability for the business’s debts and 
obligations 

Limited 
Partnership 

 Differentiate between partner 
types and tailor responsibilities 

 More registration requirements 
 General partner bears unlimited 

liability 
 Limited partners cannot participate in 

the management of the business 

Limited Company  Limited liability of the owners  
 Various options of raising capital  
 Easier to bring new capital and 

people into the business 
 Easier to exit by selling the shares. 

 Various filing requirements  
 More complex accounting and taxation 

requirements 
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Further Resources: 
 

Sole Trader Set up as self-employed (a 'sole trader'): step by step 
https://www.gov.uk/set-up-self-employed 
 

Partnership Set up a partnership 
https://www.gov.uk/set-up-business-partnership  

Limited Company Set up a limited company: step by step 
https://www.gov.uk/set-up-limited-company and 
https://www.gov.uk/limited-company-formation 
and 
https://www.theformationscompany.com/knowledge-base/types-of-companies 

 
This online publication was drafted by students from the Centre for Commercial Law Studies, Queen Mary 
University of London: Tara Ganga Theiss, Pallavi Rajpal and Michael Larrick. 


