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Legal Structures


Practice Questions

1. Explain the implications of a business having unlimited liability?


2. Explain the implications of a business having limited liability?
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CASE STUDY

Staying private

A number of large, high-profile, public limited
companies have made the decision to revert back to
private limited company status in order to reduce
media scrutiny and pressure and the accompanying
emphasis on short-termism. Other expanding com-
panies have made the decision to remain as private
limited companies. In 2003, the family-owned shoe
repairer, Timpson, bought Minit UK, which owns
Sketchley cleaners, Supasnaps and Mister Minit.

Timpson now controls more than 1,000 retail outlets
nationwide. John Timpson, the group’s chairman, said
at the time of the purchase that he was in the process
of integrating the various divisions, but he added:
‘We only have one firm plan, which is that we will not
float the business. We think staying private is the best
way to run the business.’

Source: adapted from an article in the Financial Times,
May 2003.
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Sole trader ® easy and cheap to set up @ unlimited liability
o few legal formalities ® limited collateral to support applications for
® able to respond quickly to changes in circumstances loans
® owner takes all the profit and hence there is good ® limited capital for investment and expansion
motivation @ difficulties when the owner wishes to go on
® independence holiday orisiill
® more privacy than other legal structures, as financial | ® limited skills as the owner needs to be a ‘jack
details do not have to be published of all trades’
Partnership ® between them, partners may have a wide range of @ control is shared among the partners
skills and knowledge ® arguments are common among partners
® partners are able to raise greater amounts of capital | @ there is still an absolute shortage of capital —
than sole traders even 20 people can only raise so much
o the pressure on owners is reduced, as cover is ® unlimited liability (unless a limited liability
available for holidays and decisions are made jointly partnership)
Private limited | e limited liability and the business has a separate ® shares are less attractive, as they cannot be
company legal identity traded on the Stock Exchange and hence
@ access to more capital than unincorporated could be difficult to sell
businesses ® less flexible if expansion needs finance, which
® more privacy than a plg, as it is only required to is more difficult to raise than for a plc
divulge a limited amount of financial information ® there are more legal formalities than for an
@ more flexible than a plc unincorporated business
Public limited | o limited liability and the business has a separate ® must publish a great deal of financial informa-
company legal identity tion about its performance

easier to raise finance as a result of its Stock
Exchange listing

greater scope for new investment

can gain positive publicity as a result of trading on
the Stock Exchange

suppliers tend to be more willing to offer credit to
public limited companies

® greater scrutiny of activities

@ significant administrative expenses

® founders of the firm may lose control if their
shareholding falls below 51%

® a stock exchange listing means pressure from
investors may lead to more emphasis on
short-term financial results, not long-term
performance
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1 William Timpson opened his first shop in Butler Street, Manchester, in 1865. His business
structure is likely to have been a sole trader, or possibly a partnership. State two advantages
and two disadvantages of a partnership over a sole trader.

2 Distinguish between a private limited company and a public limited company.

3 As a private limited company, Timpson had limited liability. Identify and explain one implication
of limited liability in comparison with unlimited liability from the following points of view:
a Timpson’s customers
b Timpson’s suppliers
¢ Timpson’s workforce
d Timpson’s shareholders




