Sole Trader - What is a Sole Trader?

A straightforward form of company organisation, often known as a sole proprietorship, a sole
trader is characterised by the fact that only one person is responsible for both the
management and ownership of the enterprise. A single proprietor has the right to keep all
profits after taxes have been paid, but they are also responsible for covering any and all
losses that their business sustains.

Although many people use the term to refer to businesses in which the owner is the only
employee, the actual definition of "sole trader" refers to the legal structure of the business
rather than the number of employees the business has. This is in contrast to the common
usage of the term, which refers to businesses in which the owner is the only employee. In
light of this, a company that is registered as a sole trader may just consist of the business's
owner, but it is also possible for the business to have extra employees in addition to the
owner.

Getting registered as a single proprietorship

People who fall into certain categories are the ones who are required to register with HMRC
as sole traders. Earning more than one thousand pounds from one's own self-employment
during the preceding tax year is by far the most typical motivation for registering as a single
trader.

You will also be required to register as a sole trader if you want to prove that you are
self-employed (for instance, if you want to claim tax-free childcare) or if you want to make
voluntary tax payments that help you qualify for certain benefits. In both of these cases, you
will need to demonstrate that you are self-employed in order to be eligible for the benefits.
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Instructions for Becoming a Sole Proprietor

In contrast to limited companies, which are required to go through a process that is referred
to as incorporation, there is no set procedure that must be followed in order to register as a
sole trader. Instead, all that is required of you is to register for self-assessment so that you
can become a self-employed person. The method of registering for Self Assessment that is
most frequently used is to do it directly through the website of HMRC.

It is strongly suggested that sole proprietors sign up for Self Assessment as soon as
possible, and in the second tax year of your business, you are required to register as a sole
trader no later than October 5th. If you miss the deadline to register, you might have to pay a
penalty.

Sole Traders and Taxes

You will be responsible for paying a variety of different taxes after you start operating your
business as a sole proprietor, including the following:
e Atax that must be paid on certain forms of income is known as income tax.
e You are required to pay both Class 2 and Class 4 National Insurance if you operate
your business as a lone proprietor.
Filling out a yearly tax return known as a self assessment is required in order to assess,
calculate, and pay both income tax as well as national insurance.

Sole Traders and the VAT

One-person businesses may or may not be required to register for VAT. If you have a taxable
turnover that is equal to or greater than the VAT threshold, which is presently set at £85,000,
then you are required to register for VAT. On the other hand, you can choose to register
voluntarily for VAT even if your annual revenue is below the threshold.

When sole proprietors apply for VAT, they take on additional responsibilities, including the
following:

Putting a value-added tax on the products and services that are offered to customers
Having to pay VAT on purchases made by a business

Submitting VAT Returns

preserving records pertaining to VAT and maintaining a VAT account.

Sole proprietors and businesses with unlimited liability

One person is held personally liable for their company's financial obligations and is held
legally responsible for all parts of their firm when operating under the lone trader structure.
Unlimited liability is the term used to describe this situation.

When a business owner has unlimited liability, it indicates that there is no legal separation
between the company's finances and the owner's personal finances. Therefore, even while
sole proprietors are entitled to keep all of the money their company earns in profits, they may
also be required to pay back any debts using their own personal funds.

Unlimited liability is a feature that is exclusive to sole proprietorships and specific forms of
partnerships. Limited partnerships are similar to limited companies in that they have
restricted liability and have limited shareholders.
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Sole trader vs. self-employed

Although the phrases "single trader" and "self-employed" are sometimes used
interchangeably, these terms do have some subtle but important distinctions between them.
A sole proprietorship is a type of business organisation in which only one person is
responsible for running and managing the company. On the other hand, an individual is
deemed to be self-employed if they own and operate their own firm, engage in freelance
work, and pay their taxes using the Self Assessment system rather than the PAYE system.
In spite of the fact that operating a business as a sole trader is one of the most typical forms
of organisation for persons who are self-employed, this doesn't exclude them from also
being partners in a firm or directors of a limited company. Because of this, a solo trader will
invariably be self-employed, although not everyone who is self-employed will also be a sole
trader.
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